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FEDERAL RESERVE ACT, 1913 





63p Coneress, | HOUSE OF REPRESENTATIVES. | REPorT 


Ist Session. | | | No. 69. 


CHANGES IN THE BANKING AND CURRENCY SYSTEM OF 
THE UNITED STATES 


SEPTEMBER 9, 1913.—Committed to the Committee of the Whole House on the state 
of the Union and ordered to be printed. 


Mr. Guass, from the Committee on Banking and Currency, submitted 
the following 


REPORT. 


TOGETHER WITH VIEWS OF THE MINORITY AND MINORITY VIEWS, 


[To accompany H. R. 7837.] 


The Committee on Banking and Currency, to which was referred 
the bill (H. R. 7837) to provide for the establishment of Federal re- 
serve banks, to furnish an elastic currency, to afford means of redis- 
counting commercial paper, to establish a more effective supervi- 
sion of banking in the United States, and for other purposes, having 
had the same under consideration, report it back to the House 
with certain amendments and recommend that the bill as amended 
do pass. 

AMENDMENTS. 


The amendments to the bill are almost without exception mere 
alterations of phraseology, made for the purpose of consistency or 
with a view to clarifying the meaning of certain provisions. Thus, 
in section 2, page 3, line 19, the word “subscriber” is stricken out 
and the words “member bank” substituted in order to conform the 
language to other provisions of the bill; and so in section 3, page 4, 
lines 14, 16, and 17, and in section 5, page 11, lines 15 and 21, and on 
page 12, lines 6, 7, 10, 13, and 16, and in section 6, page 12, lines 20 
and 21, — on page 13, lines 2 and 3; in section 7, page 13, lines 9, 
10, and 22; in section 14, page 24, line 19. 

Section 2, page 3, lines 24 and 25, is so amended by the committee 
as to require that no Federal reserve bank shall “commence business” 
with a paid-up and unimpaired capital less in amount than $5,000,000, 
the original provision being that no Federal reserve bank should 

“be organized” with a paid- up and unimpaired capital less than 
$5,000,000. This alteration is considered desirable by reason of the 
fact that member banks are permitted to pay their stock subscrip- 
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tions in two installments, covering a period of 60 days, and it is not 
deemed advisable to permit the Federal reserve banks to begin busi 
ness until the total required subscriptions are paid, albeit they should 
be pel mitted to organize 

In section 3. page 4, line 12, the word “each” is inserted after 
"$100." and in lines 14 and 16 the word “stock” is inserted, to make 
it clear that the surplus of a bank 1s not comprehended in the use of 
the term “capital.” 

section 4, page 4, beginn1! 


. 


with line 24 and continuing to the 


word “Act.” in line 9. page 5. is stricken out and the words 1n italics 


«cy 


substituted in order to make plainer the method of organization pre 
scribed for Federal reserve banks. The change in phraseology simpl) 
embodies the language of the statute relating to the organization of 
national banks and applies it to the organization of Federal reserve 
banks, whereas the provision originally simply made reference to the 
statute. In the same section, page 8 line 14, an amendment 
inserted making provision for the contingency of a tie vote in ballot 
Ing for Federal reserve b unk dire tors of class A 


1 


In Section 5, page IY. line 1(¢, a amendment is Inserted requiring 
the Federal reserve board to presc! ibe regulations under which Fed 
eral reserve banks shall be required to make payment for surrendered 
shares ot member banks VW hich either reduce their capital stock Ol 
into voluntary liquidation 

In section 10, page 17, line 22, and on page 18, line 1, and also 


section 11, page 19, lines 15 and 16, and likewise in section 12, page 
21, line 19, and on page Lise line Ze where the word “board” oc’ 
the committee has altered the expression to “Federal reserve board’ 
to make it more explicit. 

In section 14, page 25. line 7. the semicolon after the word “Act 
is stricken out and a comma substituted, and in line 9, after the word 
“securities,” the comma is stricken out and a semicolon substituted, 
in order to make clearer the meaning of the provision. 

In section 17. page 30. lines 9 an 


3 d 10, an erroneous reference is 
corrected by striking out the words “and 15.” 
In section 20, page 537, line 16, and in the same section, page 55, 
line 16, the reserve requirement of 25 per cent within the 60 
period is dropped to YU per eent in order to enable the reserve 
and central reserve city banks the better to respond to the immediate 
demand upon them from the country banks in the first stage of shift 
ing reserves. In short, instead of reducing the reserve requirement 
of the reserve city and central reserve city banks at the end of 60 
days from the establishment of the Federal reserve bank, the reduc 
tion is made immediately after the Secretary of the Treasury shall! 
have officially announced the organization of such bank. In the 
| ‘ 


Same section, page 38. lines Y%4 and Yd. and on page 39 ines 1. Y. and 
¢ pag , lines 1, 2, an 


o, an alteration in phraseology is made so as to make the reserve 
requirement of central reserve city banks correspond exactly with t 
requirement of reserve city banks. 

In section 26, page 44, lines 14 and 15, having reference to loans 
by national banks on farm lands, the words “or fifty per centum of 


its time deposits” are stricken out, for the reason that the committee 


ew 


thinks that the aggregate of such loans should be based on a bank's 


dell 


capital ind surplus rather than on the constantly fluctuating per 


_ } 


cent oT time ae POSITS, 
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NATURE AND PURPOSE OF H. B. 7837. 


H. R. 7837 is intended to bring about necessary changes in the 
present banking and currency system of the United States and to 
correct long-standing evils that have had a slow and deep-rooting 
growth. It aims at the rectification of the essential defects of the 
present a agg although it does not seek to make all the innovations 
that might, from an ideal standpoint, be deemed desirable. 


DEMAND FOR ACTION. 


There has for a great while been strong public demand for remedial 
legislation on banking and currency. This demand was partly ob- 
scured during the controversy regarding the adoption of a monctary 
standard. Yet even before she adoption of the act of March 14, 1900, 
there had been a vigorous popular movement directed to the amend- 
ment of the national banking act. This took form in various volun- 
tary organizations and in actions by bankers’ associations as well as 
by organizations of business and commercial interests. It was 
yractically universally admitted from 1898 onward that one of the 
aise commercial evils of the day was the lack of a suitable banking 
system. 
This view has been frequently reiterated and restated ever since 
the earlier days of the banking discussion to which reference has 
been made. Of late it has taken form in renewed agitation following 
the panic of 1907 and promises of action have been made in nearly 
every politicai platform, by whatever party adopted, within recent 
years. The ol is loud and comes from many sources of widely 
divergent character. 
It is probable that not a single scientific student of currency and 
banking could be found who would approve the conditions which 
now exist in the United States or the banking system under which they 
have sprung up. Nowhere in the world to-day can there be found 
a banking system similar or analogous to that of the United States, 
or a situation as to credit which could be compared to that pre- 
vailing in this country at the present moment. 


REASONS FOR ACTION. 


The considerations which thus dictate action upon the bankin 
and currency question at the present time have often been stat 
and from many different points of view. In the opinion of the com- 
mittee there can be no doubt whatevor with rogard to the essential 
clemonts of the case. The general background of the situation 
which calls for banking reform is this: ITalf a century ago Congress, 
in the midst of a civil wai established a now system subsequently 
developed into the national banking system. The essential clements 
in this system were three in haber, (1) The maintenance of the 
ey of free banking through the unrestricted organization of 
yanking institutions; (2) the refusal to allow the extension of sys- 
tems of banking throughout the country by the organization of 
branch banks; and (3) the adoption of a peculiar system of note issue 
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whereby the banks were required to buy a minimum of national 
bonds when chartered and subsequently to deposit with the Treas- 
ury bonds to protect all currency received by them for circulation. 
The different elements in this system will be fully considered at other 
points in the present report. It is enough now to suggest the gon- 
eral bearings of the case. This system has continued substantially 
unamended to the present time, and to-day includes some 7,473 
banking institutions within its range. These banking institutions 
vary in size from $25,000 capital to $25,000,000. They are entirely 
local. The only bond between them is found either in mutual stock 
ownership or in the redepositing of reserves as they are permitted 
to do under the national-bank act. In view of the lack of any 
factor of unity the national banks have failed to furnish to the Nation 
as a whole a single and powerful system of credit. The strength of 
the credit situation in each community has depended upon the 
strength of the banks there situated, and, except in times of stress 
has even in these communities been measured by the strength not of 
the strongest, but of the weakest institution there located. In times 
of stress the banks of such independent communities have at times 
in self-defense united to place their combined resources temporarily 
at the service of the public and of one another, but they have takon 
such action only ier stern pressure. As a rule, they have been 
individualistic in the highest degree, and the country has lacked the 
capacity either to prevent credit disorders from breaking out locally 
and spreading to the centers, or to defend its own resources against 
the monetary demands of foreign nations or against the infection 
due to bad Taaneial conditions in countries with which we stood in 
close relations.. 

The evidence that this system has not done its duty is not found 
in dishonesty or failure. ile at times failures have been numer- 
ous among the national banks, as must nocessarily be the case in 
any system of numerous and highly individualized banks, the average 
record of failure or irregularity has been small. No noteholder has 
ever lost a dollar, and the losses of depositors constitute in the aggre- 

ate a very small percentage of the total deposits held by the banks. 
Ihe country has been alia to do an expanding business, to its 
own great profit. But the evil of the situation has been perceived 
upon all those occasions when unusual pressure was brought to bear 
upon the banks of the country. In 1873, 1884, 1890, 1893, 1896, 
and 1907, to mention the most familiar occasions, it has been neces- 
sary for large groups of banks practically to suspend specie payments. 
They have done so as the result of concerted action, and one feature 
of the situation upon each of these occasions has been a genuine 
effort to relieve conditions by resorting to an issue of obligations for 
which the banks became jointly liable, and which in some measure 
helped to overcome shortage of currency and the stringency that 
was associated with it. In spite of all that could be done, however, 
the public has been put to great inconvenience and loss upon such 
occasions, the relations of the United States with foreign countries 


have been embarrassed, if not brought into jeopardy, the failure of 
firms, corporations, and individuals has been necessitated, and the 
loss of wealth has been tremendous. We think it is axiomatic that 
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these conditions should not be allowed to repeat themselves, but that 
they should in some manner be relicved or prevented, if -—— 

the other hand, the national banking system, with its many 
merits, has not proved responsive to the seasonal needs of the com- 
munity. At — of exceptional demand for credit the movement 
of currency between various pn with attendant expense and 
delay, has been enormous, while the expansion of this currency has 
been slow and halting, local necessities being met by withdrawing 
circulating media from other regions. In consequence, the market- 
ing of the country’s annual crops has been slow, difficult, and expen- 
sive, and it has frequently happened that various sections of the Nation 
have been obliged to depend too largely upon the limited exten- 
sion of credit to them by banks located elsewhere. 

Conversely, it has been found that whenever the seasonal needs of 
credit in agricultural regions throughout the United States had been 
met and when the crops there produced had been fully disposed of 
there was an accumulation of currency, partly borrowed from other 
portions of the country, partly of local origin, which could not be 
used to advantage upon safe or sound security throughout the less 
active portions of the business year, and which was therefore shipped 
to banks in distant cities, that it might be there put to some em- 
ployment that would yield its owners an income. It has not always 
turned out that the employment thus found for it was desirable or, 
on the whole, conducive to the good of the country. 


NATURE OF EXISTING CONDITIONS. 


Turning from the general considerations which tend to prevent the 
acceptance of existing banking conditions as satisfactory, there is 
need of a recognition of the immediate status of the financial and 
business world at the present day. There can be no doubt that for 
some time past the national banks of the United States have been in 
a difficult situation. The committee has been amply warned and 
advised of this state of things, and a general knowledge of it is com- 
mon to the country at large, certainly to all close or carcful observers 
of existing conditions. In the reserve centers to-day banks are unable 
to extend the credit that they would under normal circumstances be 
disposed to grant, while merchants are frequently unable to get the 
accommodation to which they are entitled. A general tendency 
toward stringency evidently exists, and while this is not peculiar 
to-day to the United States it should not be felt here in anything 
like its present severity, inasmuch as this country has not had to bear 
the burden of warfare and destruction of capital that has been thrown 
upon the European countries. All over the western world there is 
now a distinct shortage of capital, both fixed and floating, while our 
banking and reserve situation is anything but reassuring. Under 
such circumstances it is highly desirable that the utmost efficiency 
should be given to the reserve resources in the hands of the banks 
and that they should be enabled to do all that circumstances will 
permit in extending to the business world the volume of loans that it 
needs, so long as they maintain themselves in position to protect the 
accommodation thus granted. Legislation which will relieve this 
pending condition of pressure and possible panic, which will place 
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the banks in position to employ their resources to the best advantage, 
which will obviate the necessity of expensive transfers of funds be- 
tween different parts of the country, and which wul furnish loans 
upon an inexpensive but absolutely safe basis was never more ur- 
gently demanded than it is to-day. It is this condition of affairs 
that has most strongly moved the Committee on Banking and Cur- 


renev i its elfort to press a measure of relief upon the attention of 
the Louse. 


LACK OF PROTECTION AGAINST PANICS. 


Reference has just been made to the fact that the national banking 
system, among other defects, fails to afford any safeguard against 
panies and contunercial stringencies or any means of alleviating sem 
Phis fact has received More attention than has thus far been vivel 
to any other in the whole range of the banking and currency dis- 
cussion, and there has been more effort to apply some legislative 
remedy to this than to any other condition. 

In practice, When commercial eredit hac hopelessly broken down 
and the banks of the country found themselves seriously threatened 
by danger of failure, they have united for mutual protection, and 
clearing hotse associations in the. chief cities of the COUNLES have 
forte my the issue of certificates good in liquidating obligations 
between banks. Sporadic and temporary as this remedy has been, 
It never{heless has proven eifective while in use, and after the panic 
of 1907 an attempt was made to provide for a permanent resort to 
this so-called clearing-house currency by passing the act of May 30, 
1908, ordinarily Known as the Aldrich-Vreeland law. ‘This law will 
expire automatically on June 30, 1914, inasmuch as the act itsell 
carries a provision limiting its own life to six vears. The fact that 
this legislation will thus expire is regarded by many persons as an 


; | rial f j ' 
additional arvuinent for action at the present Lime, lhasimuch as the 


Ineasure mM question constitutes the only CMervency preveetion rvainst 


conditions of sudden dilliculty in the money market that the country 


how has. The Aladvic hy Vreeland law provides for the establishment 
. } 


of organizations of banks, to be Known as National Currency Asso- 
Clations, Which are to be allowed to take out notes under certain 
conditions 

lt is worth observing tliat up to date the Aldric h-\ recland associa- 
tions have been an entire dead letter. 


| The situation recarding them 
Was cleariv sketched 


by the Comptroller of the Curreney in his last 
annual report, in which he said 


Unger authorty of the act of May 30, 1908, providing for the issue of “additional 
currency” ses ured otherwise than lwo United States bonds. IS national curreney 
assochitions have been forme: Wlot which, with the exeeptign of the Los Angeles 
association, were lorined prior 1 fhe current vear Bach association has an we>re 
gate capital and surplus ut Teast $5.000.000, and is composed of at least 10 national 
banks having an untmpaired capital and an unimpaired surplus of not less than 20 
per cent of the capital, amd Dbaving { ited States bonds on deposit to secure eireula- 
thon to the extent ot at least 1 per cent of its capital. There are 286 national banks 
forming these TS national curreney associations, their capital aggregating $321.105,710 
and surplus #28).544.722. The capital represented is slightly in excess of 30° per 


cent of the paid-in capital stock of all national banks, as shown by the reports for 
September 4 last 
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The title, membership, capital, and surplus of each of the associations are shown in 
the following table 
National currency ussociations. 


- ‘ Number | 7 
Associations, ofbanks.| ©apital. Surplus. 
National Curreney Association of Washington, D.C I 10 $5, 702, 000 $4, 792, 512 
National Currency Association of the city of New York, N. Y.. 33 | 117,052,000 | 127,175,000 
National ¢ Association of Philadelphia, Pa : 27 | 20,975,000 | 36,665,000 
National ré Association of the State of Louisiana. ....... 10 } 6, 100, 000 4, 030, 000 
National Cugrs Association of oston, Mass... cane 14 8, TOU, 000 18, 950, 000 
Nat Association of Georgis. aed x ® 200, O00 6, 434, 000 
Association of Chicago. . . a wet 10 42,750, 000 25, 950, 000 
J Association of St. ! is, Mo th 19, 510,000 4,095, 000 
Na Association of 8t. P ind Minneapoli i4 10, 750, 000 9, 545, 000 
National Currency Association of Detrvit 15 6, 325, 000 | 3, 101, 200 
National Curreney Association of Albany, ete A ted il 3, 50, 000 | 3,385, 000 
National rrency Association of Kansas City, el 10 6, 659, 000 3, 800, 000 
National Curren Association of Baltimore. . IR} 12,340,710 | 7,752,010 
Nat urren Association of Cincinnati ae 10 | 14,300, 000 6, 450, 000 
Na na { ‘ Association of I 14 3, 740, 000 3, 100, 000 
Nat nD Association of Alal ut 25 | 5, 700, 000 3, 497, 500 
Nat 4 “wiation of 15 4, 700, 000 4,991,500 
National Cur Association of Los Angele ; 12} 6,025,000 2, 831, 000 
! Dee cud wdené wesedhmeekncekes os ee tea eee ae 286 | 321,105,710 | 281,544, 722 
In accord with the terms of the Aldrich-Vreeland Act, $500,000.000 in currency 
has been pr ed and is now ready, in blank, for issue in case of a call from anv of the 
banks or currency associations authorized to issue notes by the terms of the law. 
Individual banks may issue such notes by depositing at the Treasury State or muni- 
cipal bonds ipproved kinds, receiving in exchange 90 per cent ef the par value of 
such bonds, provided they are worth at least par. The currency associations may ob- 
tain notes equal to 75 per { the face value of commercial paper left with them by 
the ednstituent banks of the association 
(ine reason why th: Aldrich-Vreeland law has never been availed of is that the issue 
of the currency was made very expensive, owing to the imposition of a heavy tax on 
such notes as might be taken out, while the banks were for a long time reluctant to go 
nto the Curr waoxciations because of the onerous conditions under which they 
were at first required.to be authorized by the terms of the regulations laid down by the 
Secretary of the Treasury The law is thus not likely to be resorted to except in cases 
f very severe necessity for notes; but, even if such were not the case, it would remain 


a temporary expedient and a mere extension of ita life would be only the renewal of 
such an expedicnt 


No statement could make clearor the inadequate character of the 


Aldrich-Vreeland Act or its purely temporary character. It is a weak 
makeshift. soon to expire 


RECOGNITION OF SITUATION. 


That under the conditions just sketched there 18 a responsibility 
resting upon those in charge of the Government of the United States 
no one can deny. No more serious obligation to-day exists in the 
whole range of national problems. This duty has been amply recog- 
nized by the Democratic Party. In platform after platform it has 
stood firmly for the adoption of sound and courageous legislation, 
and at Bultimore in 1912 it adopted without dissent the following 
plank 


We oppose the so-called Aldrich bill for the establishment of a central bank: and 
we believe our country will be largely freed from panics, and consequent unemploy- 
nent and business depression, by such anyetematic revision of out banking laws as will 
render temporary relief in localities where such relief is needed, with protection from 
ontrol or domination by what is known as the Money Trust. 
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Banks exist for the accommodation of the public and not for the control of business 
All legislation on the subject of banking and curreney should have for its purpose the 
securing of there accommodations on terms of absolute security te the publie and of 
complete protection from the misuse of the power that wealth gives te these who 
Possess It. 

That this plank constitutes a direct claim upon the party, challeng- 
ing its immediate attention, ts the opinion of the B: inking and Cur- 
reney Committee. The chim is the more urgent because there his 
been a most timentable failure to face the banking situation fairly 
in past legislation. 


PREPARATIONS FOR WORK. 


Believing that there would be a Democratic vietorv at the polls 
and fully ap preciating the obligations to follow therefrom, the 
Banking and Currency Committee of the Sixty-second Congress had 
already begun preparations: looking to the redemption ‘uf party 
Hedges, past and present In that Congress a subcommittee of the 
Sankins wn C urreney Comunittee was directed to begin a study of 
the question of reform legishition. This subcommittee conducted 
reliminary inquiries during the summer and autumn of 1Ob2, and 
I aving thus inathed out the lines of nece SUN work undertook 
hearings during January and February, 1913, for the purpose of 
obtaining Mie views of qualified members of the community with 
regard to what ought to be done. The subcommittee extended 
Invitations at that tune to representatives of labor organizations, to 
agricultural associations, to the bankers of the country, to voluntary 
associations of citizens interested in questions of banking, money, 
and credit, and to individuals-recognized as being expert students of 
monetary and credit conditions. While some of those who received 
invitations to appear before the subeommittee failed to accept, the 
majority did so, and practically all the essential phases of the situation 

were thoroughly canvassed. Besides holding these hearings, the com- 
mittee sent to many economists, bankers, and expert persons ques- 
tions bearing upon the curreney and banking problem and received 
responses erivine the views of these who were thus appe ‘nled to, 
H.R. 7837 was drafted as the result of these investigations and thus 
represents, all told, the results of approximately [6 months’ work. 

The Banking nnd Currene v Conunittee as at present ore: inized hek | 
its first meeting on June 6, LOLS and since that d. ate the comunittee has 
devoted almost continuous work to the discussion of the bill. The 
outcome of its deliberations has been to approve the essential features 
of the bill TL. R. 78387, with some modifieations which are embodied 
in the measure as now reported. 


WORK OF MONETARY COMMISSION, 


The committee, inundertaking to prepare for banking and currency 
legislation, has first of all endeavored to take into account all existing 
data and to examine such preluninary work as had neen made avail- 
able. The most recent wiheriie of such material availible is that 
»repared under the auspices of the National Monetary Commission. 
While the Republiean co refused to take any allirmative ne tien, 


except the act of May 30, 1908, it did undertake what was ealled an 
investigation of monetary and banking conditions. The act of 
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May 30, 1908, known as the Aldrich-Vreeland Act, already referred to, 


rovided for the uppointme nt of a body known as the National 
Monetary Commission, in the following language: 


APPOINTMENT OF MONETARY COMMISSION, 


Sec. 17. That a commission is hereby created, to be called the “National Mone- 
tary Commission.” to be composed of nine members of the Senate. to he Lp pronite d by 
the Presiding Officer thereet. and nine Members of the Llouse of Representatives, te be 
appointed by the Speaker thereof: and any vacauney on the commission shall be tilled 
in the same manner as the ortcinal appemtment 


POWERS OF COMMISSION. COMMISSION TO REPORT TO CONGKESS, 


Sree. IS. That it shall * the duty of this commission te inquire inte and report 
to Congress at the earliest date practicable what changes are necessary or desirable in 
the monetary svstem of the United States or in the laws re lating to banking and eur- 
reney, and for this purpose they are authorized to sit during the SUSS10NS OF TeCeSSs of 
Coner ss. atsnuch times and pliwees as thes may deem desirable, to send for persons ane 
papers, fo administer oaths. te summens and compel the attendance of witnesses, and 
toempley adisbursing officer and such seeretaries, experts, stenoraphers. messengers, 
and other assistants as shall be necessary to carry out the wirposes tor which said com 
mission Was ereated. The commission shall have the powe r. through subcommittee or 
otherwise, to examine witnesses and to make sueh investigations and examinations in 
this or other countries of the subjects committed to their charge as they 
Necessary. 


shall deem 


EXPENSES OF COMMISSION. 

Sec. 19. That a aum sufficient te carry out the purposes of sections seventeen 
and eighteen of this act. and to pay the necessary expenses of the commission and its 
members, is hereby appropriated, out of any money in the Treasury not otherwise 
appropriated. Said appropriation shall be immediately available and shall be paid 
out on the audit and order of the chairman or acting chairman of said commission, 


which audit and order shall be conclusive and binding upon all departments as to the 
correctness of the accounts of such commission. 


WHEN ACT EXPIRES BY LIMITATION. 


Sec. 20. That this act shall expire by limitation on the thirtieth day of June, 
nineteen hundred and fourteen 


This commission was immediately organized and continued to do 
sporadic work until Mareh, 1912. when it was dissolved by virtue of 
an act of Congress passed in the preeeding August, just before the 
close of the spec ial session of Congress summoned by President. Taft 
for the discussion of the ree Iproc ity que stion. Persons e mplove “dl by 
the National Monetary Commission prepared a large series of books 
on various historical and current phases of the banking question, but 
the only significant feature of its work is found in a bill drafted under 
the auspices of the commission and finally laid before Congress with 
a brief accompanying report giving the reasons for the measure. "Uhis 
Measure was at once introduc ed into Congress by Senator Theodore FE. 
Burton, himself a member of the commission, and was referred to 
the Senate Finance Committee, but. never received oflieitl considera- 
Lion. 

The monetary commission provided for as just described spent a 
large sum of money in costly travels, meluding journeys to Europe and 
outlays for printing. In answer to a request for information made by 
the Senate in 1911, Secretary MaeV eagh, then in charge of the ‘Treas- 
ury Department, sent to the House a letter in’ whie hohe fixed the 
cost of the commission to May i2, TULL, at $207,130. 
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The work done at such great cost should not, indeed can not, be 
ignored, but, having examined the extensive literature published by 
the commission, the Banking and Currency Committee finds little 
bearing upon the present state of things in the credit market of the 
United States. Most of the matter published by the commission is 
a revision or recasting of books and documents having only historical 
value or brought down to modern times by their authors or others. 
There is practically nothing of original value or of direct aid bearing 
upon the details of remedial legislation. 

The bill favored by the commission and popularly known as the 
Aldrich bill, from the name of the chairman of the monetary com- 
mission, ex-Senator Nelson W. Aldrich, of Rhode Island, remains as 
the chief distinct trace of the commission’s existence. It has not 
commended itsclf to the Banking and Currency Committee. The 
Aldrich bill is a lengthy and elaborate statute and no sufficient account 
of its contents or of the reasons for refusing to accept it can be given 
in brief space. Something, however, may be said of it. This bill has 
often been spoken of as a poisenous theoretical novelty and at other 
times as an ingenious scheme to create a central bank which would 
absorb all banking functions to itself. In fact it was neither of these 
things. JL.ittle of novel character is found in the ideas underlying the 
Aldrich bill. To mention only two of the many proposals embodying 
the same general idens as those held by the framers of the Aldrich 
bill, the plans for banking and currency legislation suggested by Hon. 
Charles N. Fowler in his “A financial and banking system for the 
United States” (11. R. 23707, 60th Cong., Ist Sess.), and by Hon. Maurice 
L. Muhleman, in his “Plan for a ceritral bank,” reprinted from the 
Banking |.aw Journal, have the same purpose in view. They differ 
in several important details, none of which, however, is absolutely 
fundamental to the scheme presented. ' 

The objects technically aimed at in all these mensures were cesir- 
able and the criticism to be made of the Aldrich bill does not, in the 
opinion of the committee, reside in its confessed purposes, but in the 
methods by which it undertook to carry them out and the disregard 
of public welfare by which it was characterized. 

he Aldrich bill was not a plan for a central bank as that term is 
properly used. It called for the creation of a national reserve asxv- 
ciation which was to do business only with banks, while the Govern- 
ment had but little power over the institution and the public neither 
business nor other relations with it. Without going further into the 
detailed analysis of the Aldrich bill it may be stated that the com- 
mittee objects to the plan fundamentally on the following points: 

1. Its entire lack of adequate governmental or public c@mtrol of the 
banking mechanism it sets up. 

2. Its tendency to throw voting control into the hands of the large 
banks of the system. 

3. The lack of adequate provision for protecting the interests of 
small banks and the tendency to make the proposed institution sub- 
serve the purposes of large interests only. 

4. The intricate system by which the reserve institution it created 
was prevented from doing any business that might compete with that 
of existing banks. 
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5. The extreme danger of inflation of currency inherent in the 
ie 
. The clumsin ess of the whole mechanism provided by the measure. 
The insincerity of the bond-refunding plan provided for by it, 
chai being a barefaced pretense that this system was to cost the 
| noth Oo 


ingerous monopolistic aspects of the bill. 


(yovernme 


8 The 


ESSENTIAL FEATURES OF REFORM. 


The other plans before the committee or examined by it have like- 
wise beer a unsatisfactory some for reasons analogous to those 
which made the Aldrich bill unacceptable, others because of defective 

etal, erroneous prim iple, or faulty construction. An effort was, 
however, made to ascertain the constituent elements of these meas- 
and of the Aldrich bill, common to all, which should be recognized 
and provided for in any new plan because representing the funda- 
mentals of levislation It is beheved that these ure as follows 

1. Establishment of a more nearly uniform rate of discount through- 

ut the United States, and thereby the furnishing of a certain kind of 


preventive riuinst overex pansion of credit which should be similar 

1) all p [Soot the country 
2) General economy of reserves in order that such reserves might 
be held ready for use in protecting the banks of any section of the 
(1 1 for enabling them to vo on meeting their obligations 


stead of suspending payments, as so often in the past. 
7 rol un clasti i currency by the abolition of the exist- 


i” bond-secured note issue In whole or in part, and the substitution 
of a freely issued and ad equately protected system of bank notes 
whiel ould be available to all institutions which had the proper class 
if DADE? f I Tyre ert mon 

} Management and commercial use of the funds of the Govern- 
ment which are now jsolated in the Treasury and subtreasuries in 
ln 

ern ervision of the banking business and furnishing of 
stringent and eareful oversight. 

6. Creation of market for commercial paper 

Other objects are sought, incidentally, in these plans, but they are 
not as basie as the chief purposes thus enumerated 

The first problem in developing a measure was, of course, the con- 
sideration of various alternative courses which might be pursued. 


CENTRAL BANK QUESTION 


At the outset of the committee's work it was met by a well-defined 
Chtuiment mm favo! of al central loatmak This den appeared to have 
ecome rooted with a large seetion of the banking community, and 
vas the mamifest out FroWw h of the work that had been done hy the 
National Monetary Commission, and those who belheved that the 
ecolmmendations of that body were well founded While the msti- 
ition which would have been created by the National Monetary 
Conn LINSlO ball Wis hota central bank in the techmical SCHSC of the 
term, mDiasinueh as it did not do a general banking busmess, it was 

( tral banl nl ny of t) yspects that are usually recarded ag 
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characteristic of that term. The idea of the monctary commission 
bil) had been accepted with great fervor by those who believed that 
the use of a centralization principle was necessary, as well as by others 
who deemed that their own objects would be served by the particular 
form ery had been given to the proposal of the monetary commission 
in its bill. 

Without allowing itself to entertain any prepossessions cither for 
or against the central bank idea, the committee carefully examined 
this notion both at hearings and through private study. It reached 
in general the following conclusions: 

1. Tho idea of centralization or cooperation, or combined use of 
banking resources, is the basic idea at the root of central banking 
argument. 

2. It is not necessary in order to obtain the benefits of the applica- 
tion of this idea that there should be one single central bank whose 
activities should be coterminous with the limits of a nation’s ter- 
ritory. 

3. Equally good results can be obtained by the federating of exist- 
ing banks oa banking institutions in groups sufficiently large to- 
afford the strength or cooperating power which is the chief advantage 
of the centralization. 

4. In the United States, with its immense area, numerous natural 
divisions, still more numerous competing divisions, and abundant 
outlets to foreign countries, there is no argument cither of banking 
theory or of expediency which dictates the creation of a single central 
banking institution, no matter how skillfully managed, how carefully 
controlled, or how patriotically conducted. 

5. It is therefore necessary to abandon the idea of a single central 
banking mechanism for the United States unless it shall be found 
that there are considerations of expediency which would dictate a 
resort to this policy. 

6. For reasons which will be stated at a later point the conviction 
was formed not only that there are no such reasons of expediency, 
but that every consideration of that character would lead to action 
of an opposite nature. 

It was therefore decided that throughout its efforts to formulate a 
banking measure there should be no necessary attempt to base the 
result of the bill upon the central banking idea. Only in so far as 
that idea indicated an easy and natural adjustment to existing insti- 
tutions and conditions was it to be given a place in the ultimate 
findings. 


BRANCH BANKING SYSTEM. 


Many bills have been introduced into Congress from time to time 
for the establishment of branches of existing national banks, and the 
system has so widespread and respectable a support as to make it 
apparent from the outset that this aspect of banking theory and prac- 
tice should be considered. The eminent success of the Canadian 
banking system and of others similar to it enforces upon the most 
indifferent student of the subject the significance of branch banking 
as a means of securing cooperation and the junction of resources in 
support of any weak element in a banking system that may have 
been dulitedsed to attack at a given moment. It is clear that Canada, 
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for example, with her 27 banks and thousands of branch banks, rep- 
resents a distinctly different type of banking from that which is 
exemplified by the national banking system with its 7,473 independ- 
ent banks, none of which possesses a single branch formed under the 
national banking act. The question was thus clearly to be considered 
whether the bestowal of the branch power would in fact meet the 
difficulties of the present situation in the United States. Careful 
study of the applicability of the Canadian banking system to Amer- 
ican conditions convinced the committee that an adaptation of it 
would not be feasible to-day. The successful introduction of the 
branch system would almost necessarily have meant the abandon- 
ment of the idea of free banking. While it would not necessarily 
have been requisite to abandon free banking in theory in order to 
introduce the Canadian principle, it would have been poantiaate true 
that the power of wdatlichiak branch banks, if widely exercised by 
large national institutions, would have entailed the contracting of 
the number of independent banks in the United States and a corre- 
sponding lunitation of the perfect freedom of competition which 
exists to-day. Certainly it would not have been possible to introduce 
the principles of the Canadian system into American banking without 
a very extensive and vital modification of banking legislation and 
cohditions in the United States. That the country was prepared 
for so profound a modification, not to say transformation, of the basic 
ideas upon which the national banking system has been developed 
the committee did not believe and it was therefore led to the aban- 
donment of all thought of attempting a plan of banking reform based 
upon the conception of large privately managed institutions operating 
unrestrictedly and with great numbers of branches. This conclusion 
did not, of course, imply any belief that the adoption of other features 
of the Canadian system which seemed soslieaiia and could be easily 
grafted upon our own system was undesirable. It was a conclusion 


relating simply to one of the general ideas underlying the structure 
of Canadian banking. 


QUESTION OF NOTE ISSUES. 


Very early in its inquirics the committee was necessarily con- 
fronted with the question whether a mere reconstruction of the note- 
issue system of the United States would suffice to furnish the basis 
for banking reform. ‘Ten years ago and carlier, the dominant note 
in banking reform literature seemed to be that of clasticity in cur- 
reney, and it was frequently urged by men of widely different political 
beliefs and of totally varying views as to the theory of moncy and 
banking that the whole problem was essentially a matter of currency 
issue. The bankers who urged the creation of an asset currency and 
the public men who recommended the issuance of additional United 
States notes or Treasury notes, whether protected or unprotected, 
were fundamentally alike in their belief that the whole trouble with 

xisting banking lay in a difficulty in securing proper supplies of 
currency when needed and of withdrawing them when not needed. 

A careful study of this phase of banking discussion convinced the 
committee most unmistakably that those who would regard the 
banking and credit problem as soluble through the proper treatment 
of the paper currency question solely were accepting a superficial 
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view of the real elements of the difficulty. As is well known, the 
bank extends its credit in two forms, either (1) by tho granting of a 
book credit or ‘‘deposit’’ or (2) by the issuing of notes. There is no 
essential difference between these two forms of credit, if they are 
yrotected by similar reserve funds, except that they are likely to 

ave a different term of existence, the deposit credit being ordinarily 
redeemed much more rapidly and efficiently than even the most 
elastic note issues. To provide therefore for a free issue of note cur- 
rency, whether by the Government or by the banks, would not meet 
the need for a more effective supply of deposit credits. In times of 
stress the difficulty under which banks labor is not usually that of 
lack of assets, but is that of inability to convert good asscts into a 
medium that can be used in making payments. However desirable 
it might be to be able to turn sound and liquid commercial assets into 
a note currency payable to anyone willing to receive it, and however 
desirable it might be to obtain a free issue of Government legal-tender 
notes obtainable by any individual who might possess property of 
specified classes, such notes would plainly not meet the needs of those 
who desired the book form of credit. While they might indeed be 
converted into book credit by depositing them with the banks, such 
a course would have entailed many incidental consequences that 
should not have been made prerequisite to the obtaining of means of 
payment. It was felt banioas that a return to the older conception 
of banking reform as being primarily a problem of securing easily 
expansiblo supplies of motes would not meet the needs of the situation 
to-day, and even though it should prove to be of some temporary 
valuc in times of special stress would not constitute that permanent 
and reliable support to business credit that was sought. It was 
therefore concluded that while a proper issuc of note currency should 
necessarily be included as a feature in any measure to be recom- 
mended it could not be taken as the solo or even the primary purpose 
of such legislation. 


CLEARING-HOUSE ORGANIZATION, 


Another type of plan that has been frequently urged by students 
of banking conditions in the United States is that of cloaring-houso 
organization. It has been suggested that inasmuch as tho clearing- 
house associations of the country represent a kind of voluntary 
association among bankers — one, too, that has already been froquently 
and successfully availed of in time of stress it would be well worth 
while to endeavor to base such now organization as might be favored 
upon the clearing houses of the country. Various plans for this 
purpose have been worked out with moro or less success. The 
Aldrich-Vreeland law, already frequently referred to, was a partial 
application of this idea although dies the act was finally lho 
it Mad become necessary to modify in very great degree the original 
clearing-house principles upon which the plan was in the first instance 
founded. Most such plans have Sretented upon tho theory that it 


was entirely feasible to compel banks to join national clearing-house 
associations which should be incorporated and over which the Govern- 
ment should exercise a measure of control. To these imecorporated 
clearing houses, it has been suggested, could be committed the fun 
tion of issuing “emergency currency” based upon the joint assets 
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of the banks, thus providing for regular and authorized employment 
of the method of credit extension which has been made use of in 
times past when stringent conditions had developed themselves in 
the banking community. It has not been deemed wise upon ex- 
amination to attempt any device of this sort. If the clearing houses 
as thus recognized and authorized perform their functions of credit 
extension only occasionally and sporadically thoy remain an emer- 
gency expedient. The committee is convinced that what is neoded 
is not a moans of remedying emergencies after thoy have arisen but 
a plan for guarding against the development of such emergencies 
and for so protecting the community that it will not be under the 
necessity of calling the use of aaauel devices in its interest. 
If the clearing-house associations referred to should be organized 
upon a permanent basis with a view to making such extensions of 
credit as a regular and normal incident of business, they would not in 
any material respect differ from banking institutions. The retention 
of the name ‘‘clearing houses’ would then be misleading and could 
not be defended. From no point of view, therefore, has the plan 
suggested commended itself. This does not signify that the idea of 
cooperative effort embodied in the clearing-house plan is unsatis- 
factory, but, as will be seen later, quite the contrary. It docs mean 
that the use of existing clearing-house machinery for the purpose of 
granting accommodation under exceptional conditions does not seem 
to the committee to be a wise pectin of providing the credit resources 
that are needed in affecting a thorough reform of the banking and 
currency system of the country. 


OTHER PLANS INADEQUATE. 


Of the multitude of other plans, some beyond the confines of rea- 
sonableness, others more or less conforming to actual necessities and 
to legitimate principles of banking and currency a aca nothing 
needs be said except that none has been found which, in the opinion 
of the committee, 1s at the same time feasible, available, trustworthy, 
and sufficiently inclusive to afford a thorough basis of reform of the 
present conditions. ‘the committee does not feel that the legisla- 
tion now to be adopted should seek to include within its scope all 
the possible features upon which action is required, but rather that 
it should attempt to fay a foundation for future development by 
selecting those clements in the situation that are most in need of 
attention and secking to deal thoroughly with the problems offered 
in this more restricted field of action. It has therefore put aside 
inany schemes of reform which, however desirable they might ab- 
stractly be, do not conform to the standards already outlined. It 
has limited itself to the fundamental necessities of the present situa- 
tion as it views them and has sought to keep its recommendations 
within narrow scope in order that no extraneous issues might become 
involved with the general problem which lies at the base of further 
improvement. It has deferred the thorough reform of the national- 
bank act on ita administrative side, and it has determined to post- 
pone, in like manner, the question of long-term agricultural credit, 
firmly believing that neither of these subjects can be adequately 
dealt with until the substructure of banking organization has been 
remodeled. 
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FUNDAMENTAL FEATURES OF REFORM. 


After looking over the whole ground, and after examining the 
various su tions for legislation, some of which have just been 
outlined, the Committee on Banking and Currency is ae of the 
opinion that any effective legislation on banking must include the 
following 1undamental elements, which it considers indispensable in 
any measure likely to prove ——ae to the country: _ 

1. Creation of a joint mechanism for the extension of credit to banks 
which possess sound assets and which desire to liquidate them for 
the purpose of meeting legitimate commorcial, agricultural, and 
industrial demands on the part of their clientele. 

2. Ultimate retirement of the present bond-secured currency, with 
suitable provision for the fulfillment of Government obligations to 
bondholders, coupled with the creation of a satisfactory flexible 
currency to take its place. oe 

3. Provision for better extension of American banking facilities 
in foreign countries to the end that our trade abroad may be enlarged 
and that American business men in foreign countries may obtain the 
accommodations they require in the conduct of their operations. 

Beyond these cardinal and simple propositions the committee has 
not deemed it wise at this time to make any recommendations, save 
that in a few particulars it has suggested the amendment of existing 
provisions in the national-bank act, with a view to strengthening that 


measure at points where expericnce has shown the necessity of 
alteration. 


PROPOSED PLAN. 


In order to mect the requirements thus sketched, the committee 
proposes a plan for the organization of reserve or rediscount institu- 
tions to which it assigns the name “Federal reserve banks.” It rec- 
ommends that these be established in suitable places throughout the 
country to the number of 12 as a beginning, sates they be assiyned 
the function of bankers’ banks. Under the committee's plan these 
banks would be organized by exisiing banks, both National and State, 
as stockholders. It believes that banking institutions which desire 
to be known by the name “national” should be required, and can 
well afford, to take upon themselves the responsibilities involved in 
joint or federated organization. It recommends that these bankers’ 
heaton shall be given a definite capital, to be subscribed and paid by 
their constituent member banks which hold their shares, and that 
they shall do business only with the banks aforesaid, and with the 
Government. Public funds, it recommends, shall be deposited in 
these new banks which shall thus acquire an essentially public char-. 
acter, and shall be subject to the control and oversi he which is a 
necessary concomitant of such a character. In order that these 
banks may be effectively inspected, and in order that they may pur- 
sue a banking policy which shall be uniform and harmonious for the 
country as a whole, the committee proposes a general board of man- 
agement intrusted with the power to overlook and di:vct the general 
functions of the banks referred to. To this it assigns the title of 
“The Federal reserve board.’”’ [t further recommends that the 
the present national banks shall have their bonds now held as security 
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for circulation paid at the end of 20 years, and that in the meantime 
they may turn in these bonds by a gradual process, receiving in 
exchange 3 percent bonds without the circulation privilege. 

In lieu of the notes, now secured by national bonds and issued by 
the national banks, and, so far as necessary in addition to them, the 
committee recommends that there shall be an issue of “Federal 
reserve Treasury notes,” to be the obligations of the United States, but 
to be paid out solely through Federal reserve banks upon the applica- 
tion of the latter, protected by commercial paper, and with redemp- 
tion assured through the holding of a reserve of gold amounting to 
3314 per cent of the notes outstanding at any one time. In order to 
meet the requirements of foreign trade, the committee recommends 
that the power to establish foreign branch banks shall be bestowed 
upon existing national banks under carefully prescribed conditions 
and that Federal reserve banks shall also be authorized to establish 
offices abroad for the conduct of their own business and for the pur- 
pose of facilitating the fiscal operations of the United States Govern- 
ment. Finally and lastly, the committee suggests the amendment of 
the national-bank act in respect to two or three essential particulars, 
the chief of which are bank examinations, the present conditions 
under which loans are made to farming interests, and the liability of 
stockholders of failed banks. It believes that these recommendations, 
if carried out, will afford the basis for the complete reconstruction 
and the very great strengthening and improvement of the present 
banking and credit system of the United States. The chief evils of 
which complaint has been made will be rectified, while others will at 
least be palliated and put in the way of later elimination. 


FEDERAL RESERVE BANKS. 


The Federal reserve banks suggested by the committee as just 
indicated would be in effect cooperative institutions, carried on for 
the benefit of the community and of the banks themselves by the 
banks acting as stockholders therein. It is proposed that they shall 
lave an active capital equal to 10 per cent of the capital of existing 
banks which may take stock in the new enterprise. This would 
result in a capital of something over $100,000,000 for the reserve 
banks taken together if practically all existing national banks 
should enter the system. It is supposed, for a number of reasons, 
that the banks would so enter the system. More will be said on this 
point later in the discussion. How many State banks would apply 
for and be granted admission to the new system as stockholders in 
the reserve banks can not be confidently predicted. It may, how- 
ever, be fair to assume at this point that the total capital of the 
reserve banks will be in the neighborhood of $100,000,000. The bill 
recommended by the committee provides for the transfer of the 
present funds of the Government included in what is known as the 
general fund to the new Federal reserve banks, which are there- 
after to act as fiscal agents of the Government. The total amount 
of funds which would thus be transferred can not now be predicted 
with absolute accuracy, but the released balance in the general fund 
of the Treasury is not far from $135,000,000. Certain other funds 
now held in the department would in the course of time be transferred 
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to the banks in this same way, and that would result u placing, 
according to the estimates of good authorities, an ultimate sum of 
from $200,000,000 to $250,000.000 in the hands of the reserve banks 
If the former amount be assumed to be correct, it is seen that the 
reserve banks \would start shortly after their organization with a cas! 
resource of at least $300,000,000. As will presently be seen in greate) 
detail, it is sireyieibed Oo give to the reserve banks reserves how held 
by individual banks as reserve holders under the national banking 
act for other banks. Confining attention to the national system, it 
s probable that the transfer of funds thus to be made by the end « 
a year from the date at which the new system would be organized 
would be in the neiohborhood of $350.,000.000. If State Tok 
entered the system and conformed to the same reserve requirements 
they would proportion: ately increase this amount, but for the sake of 
conservatism the di SCUSSION May be properly confined to t] e nationa 
banks. For reasons which will be stated at a later point, it seem 
likely that at least $250,0( cag 1) of the reserves just referred to would 
be transferred to the reserve banks in cash; and if this were done the 
total amount of funds which they would have in hand would be at 


least $550,000,000. This would create a reservoir of liquid funds fai 
surpassing anything of similar kind ever availab le in this country) 


heretofore. It would compare favorably with the resources possessed 
by Government banking institutions abroad. 
It will be observed that in what has just been said the reserve bank 


have been spoken of as 1f they were a unit. The committee, howeve! 
recommends that they lea be individually organized and individu 
ally controlled, each holding the fluid funds of the region in which it 
1S organi ized and each ordinarily dependent upo! no otner part of the 
country for assistance. The only factor of centralization which ha 


been provided in the committee’s plan is found in the Federal reserv: 
board, which is to be a strictly Government organization created fo. 
the purpose of inspecting existing banking institutions and of reg 
lating rel: ationships between Federal reserve banks and between then 
and the Government itself. Careful study of the elements of the 
problem has convinced the committee that every element of advai 
tage found to exist in cooperative or central banks abroad can be 
realized by the degree of cooperation which will be secured throug! 
the reserve-bank plan recommended, while many dangers and poss 
bilities of undue control of the resources of one section by anothe 
will be avoided. Local control of banking, local application of 
resources to necessities, combined with Federal supervision, and him 
ited by Federal] authority to compel the joint application of bank 
resources to the relief ot dangerous or stringent conditions m any 
locality are the characteristic features of the plan as now put fo 
ward. The limitation of business whie hy is proposed in the sections 
governing rediscounts :. and the maintenance of all ope rations upo! 
1 footing of rel: atively short time will keep the assets of the proposed 
institutions in a strict]; fluid and available condition, and will insure 
the presence of the means of accommodation when banks apply - 
loans to enable them to extend to their clients larger degrees of 
sistance in business. It is proposed that the eaairean shall retail 
a Sufficient power over the reserve banks to enable it to exercise 2 
directing authority when necessary to do so, but that it ‘ ull in no way 


attempt to carry on through its own mechanism the routine ope 
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tions of banking which require detailed knowledge of local and indi- 
vidual credit and which determine the actual use of the funds of the 
community in any given instance. In other words, the reserye-bank 
‘lan retains to the Government power over the exercise of the 
ee banking functions, while it leaves to individuals and pri- 
vately owned institutions the actual direction of routine. 


TRANSFER OF RESERVES. 


Reference has been briefly made to the fact that the committee’s 
sroposals provide for the transfer of bank reserves from existing 
foe which hold them for others to the proposed reserve banks. 
At present the national banking act recognizes three systems of 
reserves: 

(1) Those in central reserve cities, where banks sare required to 
hold 25 per cent of their deposit liabilities in actual cash in the vaults, 
while banks situated outside of such cities are ullowed to make certain 
deposits with them which shall count as a part of the reserves of 
such outside banks. 

(2) Those in reserve cities, 47 in number, which are required to 
Keep a nomiual reserve of 25 per cent, 124 per cent of this being in 
coal in their own vaults, while 124 per cent may consist of deposits 
with.banks in central reserve cities. 

(3) Those in the ‘‘country,’’ by which is meant all places outside 
of central reserve and reserve cities, it being required that such banks 
shall nominally keep 15 per cent of their deposit liabilities, of which 
6 per cent is held in cash in their vaults ial 9 per cent may be held 
in the form of balances with other banks in reserve and central 
reserve cities. 

The original reason for creating this so-called ‘‘ pyramidal” system 
of reserves was that inasmuch as central banking institutions were 
absent, and inasmuch as banks outside of centers were obliged to 
keep exchange funds on deposit with other banks in such centers, it 
was fair to allow exchange balances with such centrally located banks 
to count as reserves inasmuch as they were presumably at all times 
available in cash. This is an absolutely anomalous and unique 
system, found nowhere outside of the United States, and dangerous 
im proportion as the number of the reserve centers thus recognized 
increascs beyond a prudent number. Tho law has almost necessarily 
been liberal in recognizing the power to increase the number of such 
centers, with the result that haed but few existed just after the 
organization of the national bank act, there being hoe 3 central 
reserve and 13 reserve cities, there are to-day 3 central reserve 
and 47 reserve cities. Even had this oxtension of the number of 
conters not occurred, the system established under the national 
banking act would still have been unsatisfactory. As matters have 
developed, it has been vicious in the extreme. Coupled with the 
inelasticity of the bank currency, the system has tended to create 
periodical stringencies and periodical plethoras of funds. Banks in 
the country districts unable to withdraw notes and contract credit 


when they have seen fit to do so, because of the rigidity of the bond 
secured currency, have redeposited such funds with other banks in 


reserve and central reserve cities and have thus built up the balances 
which they were entitled to keep there as a part of their reserves. 
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Moreover, the practice of thus redepositing funds having been once 
established, it has been carried to extreme lengths, and at times has 
been decidedly injurious in its influence. The payment of interest 
on deposits by banks in the centers has been used for the purpose of 
attracting to such banks funds which otherwise would have gone 
to other centers or to other banks in the same centers or which 
would have been retained at home. The funds thus redeposited, 
even when not attracted by any artificial means, have of course 
constituted a demand liability, and have been so regarded by the 
banks to which they were intrusted. 

In consequence, such banks have sought to find the most profitable 
means of employment for their resources and at the same time to 
have them in such condition as would permit their prompt realization 
when demanded by the depositing saike which put them there. 
The result has been an effort on the part of the national banks, par- 
ticularly in.central reserve cities, to dispose of a substantial portion 
of their funds in call loans protected by stock-exchange collateral as 
a rule. This was on the theory that, inasmuch as listed stock- 
exchange securities could be readily sold, call loans of this type were 
for practical purposes equivalent to cash in hand. The theory is 
of course close enough to the facts when an effort to realize is made 
by only one or few banks, but is entirely erroneous whenever the 
attempt to withdraw deposits is made by a number of banks simul- 
taneously. At such times, the banks in central reserve and reserve 
cities are wholly unable to meet the demands that are brought to 
bear on them by country banks; and the latter, realizing the difficul- 
ties of the case, seek to protect themselves by an unnecessary accumu- 
lation of cash which they draw from their correspondents, thereby 
weakening the latter and frequently strengthening themselves to an 
undue degree. Under such circumstances the reserves of the country, 
which ought to constitute a readily available homogeneous fund, 
ready for use in any direction where sudden necessities may develop, 
are in fact scattered and entirely lose their efficiency and strength 
owing to their being diffused through a great number of institutidns 
in relatively small amount and thereby rendered nearly unavailable. 
This evil has been met in times past by the suspension of specie pay- 
ments by banks and by the substitution of unauthorized and extra- 
legal substitutes for currency in the form of cashiers’ checks, clearing- 
house certificates and other methods of furnishing a medium of 
exchange... Needless to say such a method of meeting the evil is the 
ye kind of makeshift and is only somewhat better than actual 

isaster. 


HOLDING OF FUNDS. 


The committee believes that the only way to correct this condition 
of affairs is to provide for the holding of reserves by duly qualified 
institutions which shall act primarily in the public interest and whose 
motives and conduct shall be so absolutely well known and above 
suspicion as to inspire unquestioning confidence on the part of the 
community. It babawe that the reserve banks which it proposes to 
srovide for will afford such a type of institutions and that they may 
be made the effective means for the holding of the liquid reserve 
funds of the country to the extent that the latter are not needed in 
tho vaults of the banks themselves. To meet this end it proposes 
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that every bank which shall become a stockholder in the new reserve 
banks shall place with the Federal reserve bank of its district a por- 
tion of its own reserve equal ultimately to 5 per cent of its demand 
deposits. Country banks would be required to keep 5 per cent in 
their own vaults, while the remaining 2 of a required total of 12 per 
cent might be at home or in the reserve bank of the district. In the 
case of reserve and central reserve cities the committee has felt that 
the change in their position as reserve-holding banks acting for other 
banks called for a corresponding change in the cash to be held by 
these banks. It has therefore reduced the gross reserve requirements 
from 25 to 18 per cent of deposits and the cash in vault requirement 
from 25 per cent in the central reserve cities to 9 per cent and from 
124 per cent in the reserve cities to9. This places the two classes of 
reserve cities on an equal basis, leaves each ultimately with 9 per cent 
cash, requires each to keep 5 per cent in the reserve bank of the district, 
and permits each to keep a final 2 or 4 per cent either there or in its 
own vaults. 

A period of three years is granted during which the deposits of 
country banks may be kept with the present correspondent banks in 
order that the latter may not be unduly embarrassed by sudden 
withdrawals while the new reserve banks will not be as suddenly 
compelled to provide for using a very large quantity of funds. The 
committee is aware that the step thus recommended is of funda- 
mental importance and will produce an extensive transformation in 
present methods of national banking. It, however, believes that the 
effects of this transformation will be altogether beneficial and is 
confident that the conditions under which the change is to take place 
as provided in the new bill are such as to make the transfer not only 
without suffering to the banks but under conditions that will actually 
enable them to extend further loans to the community. The actual 
effects of the operation or have been worked out in some 
detail by the committee and are presented as a series of computa- 
tions in connection with the section of the proposed bill which pro- 
vides for the revision of reserve requirements. Final analysis of these 
figures may be «eferred until that point. It is enough to say at this 
pojnt that a sufficient amount of reserve has been released, as com- 
pared with present requirements, amply to provide for the actual 
transfer of funds called for by the bill at the outset of the new system. 
Subsequent transfers will amount only to about enough to place the 
new system upon the same basis as the old in the matter of reserve 
requirements, when a margin has been allowed for contributions of 
capital and for possible accessions of State banks to the system. 
Or, to sum up, the new system will require less cash than the present 
one in order to fulfill its reserve requirements and provide for the 
payment of capital subscriptions. e margin between present and 
proposed requirements which it is thought should be left in order 
that State banks may come into the system without causing any 
strain upon the cash resources of the country will probably be from 
$100,000,000 to $150,000,000, a sum which is believed to be ample. 
Needless to say the new reserve requirements will not fall upon all 
banks in precisely the same way or with precisely the same degree of 
severity. In the case of some it may be that a transfer of cash to 
the new system will be undesirable. In such an event it is, of course, 
always open to the banks to establish their required reserve credit with 
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the new Federal reserve banks by rediscounting paper with them. 
With the enormous resources that will belong to these reserve banks 
at the outset they will be amply able to take care of many times the 
amount of any such applications that are likely to be made to them. 


RETIREMENT OF BOND-SECURED CURRENCY. 


There are several important reasons for the retirement of bond- 
secured currency. The most obvious is that bond-secured notes are 
not ‘‘elastic.”’ By this is meant that the necessity of purchasing 
bonds to be deposited with a trustee for the protection of note issues 
prevents banks from issuing these notes as freely and promptly as 
they otherwise would, while it also prevents them from retiring or 
contracting the notes as freely and promptly as would otherwise be 
the case. There is little or no disagreement at present among stu- 
dents of the banking and currency problem in the United States that 
the retirement of the bond-sec nek notes is essentially necessary if 
success is to be had in restoring elasticity to the circulation and i in 
making the national banking system really responsive to the needs of 
business. For that reason every plan of currency or banking reform 
that has been put forward during the “ 15 years has contained as 
an important factor some provision for getting rid of the bond-secured 
notes. The basic criticism on the present system of notes already 
indicated is reenforced by the fact that the supply of United States 
bonds available for use in protecting note issues is likely to be limited, 
as was the case in the panic of 1907. Then the national banks were 
not able to enlarge their issues because of their inability to obtain 
further bonds, until they had been aided by the action of the Govern- 
ment in issuing additional bonds for the very purpose of furnishing 
a backing for currency, notwithstanding that at that moment there 
was a very large surplus in the Treasury. Over and above this con- 
sideration has been the fact that the formalities and technicalities 
connected with the issue of bank notes based upon bonds have been 
so great and troublesome as to preclude the easy and prompt supply- 
ing of currency, even when there were enough bonds in the market 
to furnish all the backing for notes that might ‘be desired. This shows 
why, apart from the special and peculiar difficulties that attend any- 
thing of the sort, the substitution of bonds other than national for 
the national bonds now used will not help the situation. The only 
way to relieve the bad conditions that have developed in connection 
with national-bank currency is, therefore, generally admitted to be 


the abandonment of the bond-security plan and the introduction of 
something else in its place. 


DIFFICULTY OF BOND HOLDINGS. 


The first difficulty in passing from the bond-secured system of 
note issues to anything that might be devised to take its place is the 
fact that even if all had been satisfactorily arranged with reference 
to the new system, its soundness, etc., the difficulty of dealing with 
the bonds would remain. The act of March 14, 1900, provi ided for 


refunding the outstanding bonds into the 2 per cent consolidated debt 
and these 2 per cent bonds were subsequently sold at premiums 
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which once ran as high as 8 or 9 per cent and have regularly been 2 or 
3 percent or more. Primarily as a result of general depreciation in 
the values of bonds due to rising prices and higher interest for capi- 
tal, the national bond quotations have sunk until the 2 per cents are 
now below par. The ownership of bonds has thus inflicted a severe 
loss upon holders already, and something like $30,000,000 has, ac- 
cording to the Comptroller of the Currency, been “written off’’ by 
the banks and must be regarded as one of the costs of carrying the 
note system at present in use. There is general agreement that if the 
circulation privilege were to be taken from t' e 2 per cent bonds or, 
what is the same thing, if a new system of note issue were to be 
established which would practically displace the present system, the 
twos would deteriorate to a price not higher than 80. This would 
mean a shrinkage of one-fifth of the par value of the bonds and would 
inflict upon the banks an aggregate loss of nearly $150,000,000. 
Alternative to this is the idea of providing for a refunding of the 
bonds. Experience, as well as computations made in the Treasury, 
indicate that 3 per cent is now about the level of the Government's 
pe borrowing power. The $50,000,000 Panama bonds last sold 
orought a premium of between 2 and 3 per cent, but 3 per cent 
interest without the circulation privilege represents the minimum 
interest that must be paid (in round numbers) upon any future issue 
which is to be floated upon an investment basis. In order to safe- 
guard the banks against loss, therefore, a plan of refunding into 3 
per cent bonds would have to be followed. The banks might be 
offered cash payment for their bonds at par, and the new securities 
might be sold for what they would bring, or an exchange of 3 per 
cents for the old twos might be ordered. The latter would be vinigilen, 
and te former would probably cost a little more. Either plan would 
entail an increase in the present interest burden nearly amounting to 
1 per cent annually on at least $740,000,000, or $7,400,000 a year. 

‘Lemporary alternatives for the retirement of the bonds are, how- 
ever, proposed here and there. The most familiar and a the 
most avauable plan of the sort is that which proposes to require banks 
to have outstanding a certain percentage of notes based on bonds 
before they become eligible to take out notes without bond security. 
This would mean that an inflexiblé volume of bank notes was kept 
outstanding, or at all events that an inflexible volume of bonds was 
held by the banks to protect such outstanding notes in case they 
should be issued, and that whatever new form of currency might be 
provided for would come out in excess of or in addition to the basic 
volume of notes and bonds already referred to. The plan would 
partially destroy the possibilities of elasticity in the note currency 
system, but at the same time it would operate to keep up the value 
of the existing bonds for the time being. The question would then 
be whether the effort to sustain the value of the bonds in this manner 
during the remainder of their-life was not too great to be compensated 
for by the saving in interest thereby effected. The general opinion 
of students of the subject undoubtedly is that this temporary method 
of sustaining the value of the bonds is undesirable, and that it is far 
better to recognize the facts in the case and take up the securities 
in stich a way as to relieve the banks from any danger of further 
loss, the Government bearing the increased interest charge and leaving 
the banks to turn in their securities at will. 
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What has been thus far said has been founded upon the assumption 
that agreement had been reached with reference to the method of 
note issue to be followed when once a plan for retiring the old notes 
and disposing of the bonds had been agreed upon. While no such 
agreement has ever been arrived at, it is true that substantial agree- 
ment has been reached with reference to the basis on which the notes 
which are to supersede national-bank issues shall be put out. 

Another phase of the note-issue question is seen in connection with 
the problem by whom the notes should be issued. The current 
assumption is that in the event of the creation of any cential or 
cooperative institution the note-issue power now exercised by the 
several banks should be transferred to and vested in this new organi- 
zation. There has been a tendency to overestimate the importance of 
the note-issue function and to treat it as if it were the chief object to 
be attained in banking legislation. This idea may be attributable to 
the belief that ‘‘emergency currency” is what is needed in order to 
relieve panics and stringencies, whereas what is actually needed is 
fluid resources of some kind, whether notes or not. The belief that 
the notes are very important has also been stimulated by the expe- 
rience in this country with clearing-house certificates, which are often 
spoken of as if they were notes. The fact is that they are merely 
evidences that the banks that have gone into the clearing-house 
arrangement are willing to accept a credit substitute for money in 
settling their balances with one another. It remains true that the 
provision of a satisfactory note currency would be a long step in 
advance, as compared with existing conditions. With proper con- 
trol and restriction it would, however, supply a means of slscuinvins 
additional circulating media in time of panic or stringency when there 
was a tendency to hoard moncy, and would to that extent relieve the 
danger of collapse due to inability to convert assets into fluid resources. 
It is therefore a cardinal element in currency and banking reform and 
should be provided for. 


COMMITTEE'S NOTE PLAN. 


After reviewing all of the different factors in the situation, the 
Banking and Currency Committee has reached the conclusion that the 
issue of national-bank notes now current should, forthe reasons already 
surveyed, be retired despite the serious difliculties that have been 
sketched, and that in their place a new issue of notes put out by the 
Government of the United States and closely controlled by it should 
be authorized. This issue of notes it is proposed to entitle “ Federal 
reserve Treasury notes.’’ In its essence the plan now recommended 
by the committce for a new note issue contains the following points: 

1. Ultimate withdrawal of the circulation privilege from the Gov- 
ernment bonds of all classes. 

2. Issue of notes by the Government through Federal reserve banks 
upon business paper held by such banks. 

3. Redemption of such notes and regulation of their amount out- 
standing at any moment through Federal reserve banks. 

The ultimate withdrawal of the circulation privilege means that 
some provision of proper character must be made for the existing 
bonds. It is suggested that, first of all, this should mean the pay- 
ment of the Bonde at maturity and a definite statement to that effect. 
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This the committee has included in its bill. The bonds now have 
no due date, and while the Government may redeem them after 
1930, they are not necessarily payable at that period. If the bonds 
are to be continued outstanding, it would seem to be an essential 
feature of their composition that they shall be allowed to retain the 
circulation privilege. To get rid of this, it is only necessary to declare 
them due and payable as soon as the Government has the right to 
apply that principle. But, in the second place, it would appear that 
the reform of the currency along the lines proposed, if it is ever to 
make a fair start, should proceed from the abolition of the circula- 
tion requirement in the case of banks ecither organized or to be 
organized. The committee has, therefore, proposed to repeal that 
provision of the existing law which requires the deposit of bonds by 
every bank in stated amounts. This means that banks may, if they 
choose, entirely free themselves from circulation. In order to enable 
them to do this, and at the same time to supply the place of the small 
but steady demand for bonds which was afforded by the purchases 
made by newly organized banks, the committee proposes to allow a 
voluntary refunding process to be carried out over a period of 20 
years at the rate of not to exceed one-twentieth of the circulation 
outstanding at the time of the passage of the act. It is probable 
that if this provision were fully availed of it would mean an annual 
refunding of 2 per cent bonds amounting to about $37,500,000. In 
consideration of the action of the banks in surrendering the circula- 
tion privilege on the bonds which they thus voluntarily present for 
refunding, it is proposed to give the banks a 3 per cent bond without 
the circulation ——— This is believed to be an excellent business 
policy for the Government, as it could scarcely borrow at a lower 
rate than 3 per cent to-day. What it will be able to do at the end 
of 20 years is entirely problematical, but it is a fact that the circu- 
lation privilege is worth at least 1 per cent, and in surrendering it the 
banks get no undue consideration from the Government. They do, 
however, materially facilitate the process of converting the old 


national-bank notes into the proposed new issue of Federal reserve 
Treasury notes. 


COST TO THE GOVERNMENT. 


That the cost to the Government of this conversion will be 1 per cent 
on the amount converted, or in the last analysis very near $7,500,000, 
if all the bonds should thus be surrendered is obvious; but it is also 
clear that the change would, for reasons stated, be an excellent invest- 
ment for the Government. The committce has arranged to give the 
proposed Federal reserve board power to tax the new currency at such 
rate as it might deem best, and should it impose a tax of 1 per cent 
the Government would be reimbursed for any excess interest payments 
which it might be required to make on the new bonds. Over and 
above this plan of recouping itself for any losses is the fact that the 
Government is to receive a substantial share of the carnings of the 
proposed institutions of rediscount. If the plan of the committee 
should be accepted and carried through in complete form, the result 
would be a profitable ono for the Government. 

Whatever may be the ultimate earnings of the banks, however, 
the committee is convinced that the conversion of the bonds and the 
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retirement of the present notes, followed by the issue of new notes, 
ought to be effected at all hazards and at any cost, as a fundamentally 
desirable public reform. It believes that the change should be carried 
through upon a frank, open, and direct basis, and that no effort 
should be made to mask, as was done in the Aldrich bill, proposed by 
the Monetary Commission, the real nature of the process or the burden 
and distribution of its cost. 

The committee is of the opinion that in order to have the new cur- 
rency at once satisfactory and effective, it must be (a) sound and ()) 
elastic. The soundness of the new notes will, in its judgment, be 
amply secured by the fact that they are made obligations of the 
Government and a first lien on the assets of the Federal reserve banks 
issuing them, while they have also been immediately protected by the 
hypothecation of first-class commercial paper in the hands of an 
avent of the Federal reserva board at each of the banks. Their 
elasticity depends entirely upon two fundamental elements — (1) the 
provision of an adequate money fund for their redemption and (2) pro- 
vision for the prompt presentation of the notes. The money fund is 
provided by the requirement that no notes shall be issued by a Federal 
reserve bank unless 334 per cent of money shall have been segregated 
in the vaults of the issuing institution for the purpose of paying such 
notes upon presentation by any holders. ‘The banks are left to pro- 
vide this fund, and are both vested with the duty and equipped with 
the power to obtain it and hold it, either by withdrawing it from 
domestic channels or importing it. ‘They are required to redeem the 
Federal reserve Treasury notes, both of their own issue and those 
issued by other Federal reserve banks, whenever the notes may be 
presented to them from any source; while, as a central point of redemp- 
tion, it is provided that the Treasury Department shall pay the notes 
out of a fund of money (constituting part of the 334 per cent referred 
to) which shall be — in their hands by the several banks. ‘This 
means that the Federal reserve Treasury notes will be redeemable in 
money at each of the 12 banks and at the Treasury, while the require- 
ment that the notes shall be payable to the Government and to any 
bank for deposit purposes wil be tantamount to a quasi-redemption 
at every point where banking is carried on. In onde to insure the 
prompt presentation of the notes for redemption, thereby avoiding 
danger that they may accumulate in the bank vaults, the bill refuses 
to authorize their use as reserve money by member banks, while of 
course they will be excluded from the reserves of Federal reserve 
banks. 

Provision is also made whereby they will be prevented from accu- 
mulating in the Treasury or any of its subtreasuries even in small 
quantities. It is believed that these provisions will insure the 
prompt return of the notes, thereby producing genuine flexibility 
in the currency. The notes will be taken out whenever business 
paper eligible for presentation to Federal reserve banks for rediscount 
is created; and as such paper matures, is paid off, and shrinks in 
volume the basis for the notes will correspondingly shrink, and either 
the notes themselves or an equivalent amount of lawful money will 
be withdrawn from circulation. It is an undoubted feature of the 
measure as now drafted that it will furnish an oe mechanism for 
insuring the cancellation of the notes as well as for their issuance. 


While this process is going on, thére will have been an active re- 
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demption of the notes, owing to the operation of the provisions for 
exchanging them for money already sketched. 


USE OF GOVERNMENT FUNDS. 


One feature of the proposals for legislation contained in the com- 
mittee’s bill is the recommendation that the funds of the Government 
of the United States received by it as a result of current business 
transactions and heretofore held in the Treasury shall thenceforward 
be deposited with the Federal reserve banks, the latter institutions 
to act as fiscal agents for the Government in all of its transactions 
theneeforward. This recommendation is of fundamental import ance 
The Independent Treasury system of the United States under which 
the Treasury Department now carries on its operations dates from 
IS46 and is the result of the legislation then urged and adopted for 
the purpose of putting the country upon a so-called ardomanady 
basis. \. hatever may be thought of the idea of actual specie pay- 
ments and of segregation of Government cash, both when it comes into 
and when it goes out of the Department of the Treasury, experience 
has shown that the system is not feasible. It was necessary to sus- 
pend the Independent Treasury system, practically speaking, when 
the Civil War broke out; and upon every subsequent occasion of stress 
or dillicu‘ty in the market a repetition of this suspension has become 
practically unavoidable. It has been necessary on those occasions 
to redeposit the funds of the Governmont in banks in order that the 
commercial community need not be deprived of the use of them even 
for a short time. At times it has been found expedient, if not abso- 
lutely necessary, to temporize with the law and with the technical 
requirements of the Treasury system, and practically to abandon 
the plan of requiring cash payments even when that was theoretically 
lived up to—this again in order to avoid any withdrawal of urgently 
needed funds from the business community. 

In normal] times the withdrawal of these funds has, of course, been 
far less noticeable in its influence upon the business world, although 
at all times it has been a fact that the withdrawals did disturb in a 
measure the natural balance and distribution of funds between 
different parts of the country and did thereby tend to embarrass 
some parts of the country much more than others, owing to the 
fact that withdrawals of cash due to the payment of taxes were 
neither identical in amount nor proportionate in importance in these 
several sections. The inadequacy of the Independent Treasury sys- 
tem and of the present method of making public deposits has indeed 
been fully recognized by Congress when it provided that all such 
deposits in banks should be made only upon security of United 
States bonds, a requirement which means, if it means anything, that 
the banks called national and under congressional supervision, 
although deemed safe enough for the use of the public, are not safe 
enough to serve as depositaries of public funds—a situation which, 
if actually what it seems to be, is both ridiculous and disgraceful. 
This condition of affairs would, however, be greatly aggravated and 
would become even more anomalous if Congress were to authorize 
the ereation of a new set of banks intrusted with the power of hold- 
ing reserves end acting as the intermediaries through which a new 
currency 18 issued, yet unable to be trusted as custodians of Gov- 
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ernment funds. Both for economic reasons and because of considera- 
tions of the logic and dignity of the situation, it is desirable to have 
the current receipts of the Goverment deposited in the new banks 
and its disbursements made by drawing upon these institutions. 
The Treasury is in no way interfered with by this process save in 
so far as it is relieved of some routine duty. tt is left to manage the 
fiscal affairs of the Government in precisely the way that is now 
—— but the actual funds are placed with the Federal reserve 

anks, where they will continue to be available for the banking needs 
of the community which created them and which is responsible for 
the solvency and activity of the business processes that afford the 


basis of taxation and thereby supply the fundamental resources of 
the public Treasury. 


BENEFIT FROM DEPOSITS. 


Too much can not be said of the benefit that will be derived from 
the continuous depositing and withdrawing of public moneys through 
the Federal reserve banks, as compared with the present artificial 
system of periodically contracting currency through heavy with- 

rawals due to large payments for customs and internal revenue 
and of periodically expanding the currency through deposits in the 
banks, which, however wisely selected, can never restore the funds 
to exactly the same channels from which they were drawn. A very 
large share of responsibility for the past panics and crises of the 
United States must undoubtedly be assi to the Treasury system 
which has been responsible for this sporadic and spasmodic movement 
of funds. In unskilled or selfish hands, the power thus bestowed upon 
the executive branch of the Government may be, as it has at times 
become, most dangerous to the public welfare, while it is always a 
source of grave responsibility and danger scarcely to be overestimated 
in its importance. The usual consideration against placing Gover 
ment funds in the banks has been that by so doing certain banks were 
favored at the expense of others while the Government was deprived 
of its legitimate return upon the moneys that it furnished. Under 
the proposed plan, no such danger exists. Power is given to the 
Federal reserve board and to the Secretary of the Treasury, jointly, 
to establish a rate of interest upon public deposits, thereby rendering 
it possible for the Government, if it chooses, to assure itself a fair! 
adequate return for its funds from the very time that they are placed 
in the banks. Under the section of the proposed bill which provides 
for a distribution of earnings the Government of the United States is 
given 60 per cent of all net income after the banks have received 
5 per cent upon their invested capital. The Government is therefore 
in position to get its full and due return for every dollar that it places 
in the hands of the banks, while the community has the use of the 
money thus left subject to the disposal of trade and commerce accord- 
ing to their necessities. This is as it should be, since it amply pro- 
tects the Government, safeguards the public interest, and assures the 
returns of the profits from the use of the funds to the Government 
after the banks have received the fair going rate of return for carryin 
on their business and performing the routine operations camnectea 
with their duties as fiscal agents of the Treasury. 
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There is another aspect of this Treasury deposit system that de- 
serves mention in thisconnection. The bill provides for the depositing 
of funds not in any one bank, and not in accordance with any system 
that would place the moneys in any particular group of banks, but for 
the depositing of the funds in such banks as from time to time may 
be deemed wise, having due regard to an equitable distribution of 
these moneys among the different sections of the country. The power 
is, however, retained to make redistribution whenever deemed best, 
and this means that the provision is important as an adjunct to the 


power of the Federal reserve bpard over rediscounts and rates of 
interest as well as over reserves. 


EQUALIZING RESERVE FUNDS. 


It is evident that the Federal reserve board and the Secretary. of 
the Treasury could, by shifting the deposits of the Government from 
place to place as occasion demanded, mect conditions of stringency 
and difficulty in the market, or furnish exchange funds as occasion 
appeared to — The power would naturally be exerted before 
any resort was had to any incthod of interfering with the loans of the 
banks or with their reserves, and would of course be far more satis- 
factory as a means of equalizing resources than the exercise of the com- 
pulsory rediscount power. What has been done by various Secretaries 
of the Treasury in times past, and has been successfully done, toward 
the readjustment of banking accommodation, by the making and 
withdrawal of public deposits in different parts of the country, with 
comparatively meager funds, under the present Treasury system, 
gives a faint suggestion of what might be accomplished in the way 
just indicated. We have stated that in our judgment the use of the 

reasury funds fer deposit purposes in the manner referred to has 
never been desirable and has frequently resulted in leading, through 
long-continued employment, to panic or to artificial and injurious con- 
ditions of various kinds. What has just been said does not in the least 
weaken tho force of the general observation thus restated. The 
harm resulting from past efforts of this kind has arisen primarily 
from the fact that they were necessarily carried out without intimate 
knowledge of or close association with the banking mechanism of tho 
country. 

The evil which came from these efforts was duo to the lack of 
adaptation to existing conditions. Under the proposed plan the 
funds of the Government will never be removed from the uses of 
the commercial community, but they will continue in the general 
regions of the country where they originated, while those who are 
to be charged with the duty of overseeing the management of Gov- 
ernment funds will have at their disposal tho information that is 
needed to enable them to readjust deposits or to grant temporary 
relief through the shifting of Government resources should conditions 
suddenly require action of that kind. The situation will not only be 
such as will put an end to the vicious and wholly artificial state of 
things existing under the present type of Treasury organization, but 
will substitute for it a helpful system whoreby definite governmental 
authority, closely informed concerning banking conditions and 
constantly in touch with the development of credit in all parts of the 
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country wil! be in control of an enormous mass of fluid resources 
which it can transfer by normal methods through the ordinary chan- 
nels of trade from one part of the country to another, as conditions 
warrant; or, better still, can direct the flow of this mass of resources 
now here and now there, as circumstances call for it. The process 
will be conducted with knowledge of the highest order and will be 
free of the difliculties which+have heretofore beset the making of 
Treasury deposits. It will be similar in operation to the function that 
is performed by the central banking institutions of foreign countries 
and will be carried out by exactly similar methods save that, because 
the authorities in charge of it are not hampered by commercial 
motives and are not interested more in one part of the country than 
in another, they will be able to do the work without any of the 
interfering considerations of private profit which frequently prevent 
the operations of a central banking institution from being carried on 
solely in the public interest. In the best sense of the word, the 
Government will be completely “out of the banking business” and 
in the best and proper sense of the word it will be in that business, 
neither under the necessity of interfering with normal trade opera- 
tions nor of artificially interposing to baleies up weak banks in any 
part of the country. 


BANKING FACILITIES FOR FOREIGN TRADE. 


It has long been a ground of complaint that the national banking 
system provided no adequate means for the establishment of American 
banks in foreign countries. ‘This criticism has had some warrant, and 
in view of the rapidly expanding foreign trade of the United States 
it is deemed wise to make are provision for banking machinery 
in foreign countries which shall be closely controlled by home in- 
stitutions. The bill proposed by the National Monetary Commission 
sought to accomplish this end by providing for the creation of a special 
type of institutions to be organized by national banks as sto¢kholders 
and to engage in operations abroad. The committee is of the opinion 
that no such elaborate mechanism is necessary, but that every good 
purpose of the monctary commission plan can be attained by the 
adoption of the plan it has proposed, which consists essentially of 
provision for the establishment of foreign branches by existing 
national banks when such banks have an adequate capital for the 
kind of work in which they propose to engage and are found by the 
Federal reserve board to be in proper condition for undertaking such 
an enterprise. The proposed plan is simple and, it is bolievat, suf- 
ficiently effective for the purpose. Under it national banking institu- 
tions will be in position to create branch offices at such foreign points 
as they may deem best, assigning to them a due share of capital and 
conducting their affairs separate from those of the home office in 
order that there may be no difficulty in ascertaining at any moment 
the distribution of the business of the institution. It is believed 
that with the extension of national-bank powers which is provided 
for in the present act, such branches of national banks would be 
amply able to meet the requirements of their clientele wherever it 
might be necessary for them to operate. 
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EXAMINATIONS OF NATIONAL BANKS. 


For some years the national banking act has been found to be 
seriously defective in its provisions for examinations. In attempting 
the organization of a more closely woven system of banking tho 
committee therefore feels impelled to urge the ane of stiffening 
existing examination requirements, whilo it also feels the imperative 
character of the demand for careful examinations of Federal reserve 
banks. In order to fulfill all the requirements of the case it therefore 
has included in the proposed measure a considcrable extension of the 
examination function, dividing this between the Comptroller of the 
Currency, the proposed Federal reserve board, and the Federal 
reserve banks themselves. The committee is of the opinion that the 
authority to institute bank examination should be lodged with ever 
part of the banking organization competent/and trustworthy enoug 
to exercise it, not because, as some have asserted, it is desired to have 
bank examinations constantly in progress, and not because of any 
belief that such examinations would be in fact much more frequent 
than they now are, but because it is believed that the exercise of the 
power to examine whenever nocessary is essentially a fundamental 
and desirable power, and‘one whose exercise, if judiciously carried 
out, will result in the early detecting of dangerous conditions and their 
correction before they have reached a desperate stage. It is believed, 
moreover, that the provisions with reference to bank examinations, 
if properly carried out, will largely if not wholly obviate any necessity 
for the clearing-house examinations, which are carried on at the 
— time in behalf of associations of banks and of which there has 
»0en more or less complaint on the ground, however unjustified, that 
such examinations were unfairly carried on or were in some way used 
for the benefit of individual banks or bankers. That such charges 
have frequently been unjustified is undoubtedly true, but it is believed 
that the now system of placing all such examinations under authorized 
control and supervision will climinate many possibilities of criticism 
or attack that iurk in the present system and may at times give rise 
to prejudice and spocious assertions of favoritism. 


DETAILED REVIEW OF BILL. 


Having thus examined in outline the principal considerations which 
have led to the formulation of the proposed bill and the chief ideas 
that have dictated the form that has actually been given to it, it is 
now desirable to examine the terms of the proposed measure in detail. 


SECTION l. 


Section 1 creates a short title which may be used for convenience, 
sake in the future in referring to the act. It needs no further dis- 
cussion. 

SECTION 2. 


Section 2 provides for the districting of the country and for the 
organization of a reserve bank in each such district. These two 
tops may be discussed separately, it being prefaced that the pur- 
pose of the proposed bill is to substitute for the national currency 
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associations of the Aldrich-Vreeland law a series of reserve banks to 

organized in independent districts and to do in a better and more 
continuous way the services which had been expected of the currency 
associations themselves. 

It has been explained at an earlier point that the purpose of any 
thorough banking legislation must necessarily be the creation of 4 
means for rediscounting existing paper and for furnishing either a 
bank credit or an elastic and reliable bank-note issue as the medium 
- which such discounts may be afforded. Without going more into 

e theory of this proposition, already thoroughly well covered, it 
may be stated that the medium through which the present bill pro- 
poses to attain these ends is the organization of a reserve bank to be 
entitled a ‘‘Federal reserve bank”’ in each ono of the Federal reserve 
districts to be established as provided in section 2;'/ In briefest terms, 
then the reserve bank in oa district will do for existing banks what 
an ordinary bank does for its customers; that is to say, it will hold 
their surplus funds, furnish them loans, offset their payments and 
receipts, and supply them with the means of making remittances. 
In broad theory there will be ne difference between the services 
formed by the reserve banks or bank and those performed by the 
existing banks for individual customers. Unless it be true that the 
reserve banks are granted some special privilege or relationship to 
the Government there will be no reason why they should not be 
organized upon the same basis and for same general purposes as 
existing banks. Indeed, with one or two minor modifications of 
existing law they could be so organized under the present national 
bank act. It is to be noted that some national banks now organized 
and doing business in the larger cities perform in a measure ver 
much the same functions for smaller banks which do business wi 
them that it is now proposed to have the reserve banks to be organ- 
ized under this act do for the banks that are to be their constituent 
stockholders. The existing banks which perform this function do it 
for profit, and when opportunity offers make exorbitant returns for 
themselves on the transactions they enter into. The proposed 
reserve banks are to be cooperative institutions, rendering their 
service for the good of all the banks that-are stockholders in them, 
as well as for that of the public, while the Government is to get the 
eXCess shoe of the institutions. The detailed functions of the 
reserve bunks can be best brought out in connection with subsequent 
sections, where they are dealt with more elaborately. 

It is evident that before the different banks can be organized and 
placed it must be decided where they are to be placed and how large 
are to be the districts in which they shall operate. For reasons which 
are already partly a and will be made more so as the discus- 
sion goes on, one such bank in a district is all that is needed or could 
profitably or properly be organized there. This necessitates care in 
choosing the locations and fixing the size of the districts. Two 
fundamerital considerations are sought in performing this work. 

1. To provide each section of the country that constitutes a geo- 

aphical and business unit with a reserve bank to serve its local 

anks and hold their reserves, making the districts sufficiently 
numerous to enable each such section to feel that its wants are met by 
its own local reserve institution under its own control. At the same 
time it is recognized that the districts should not be made so small 
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as to cut the pagina of the reserve institutions to a figure that would 
make them weak. 

2. To see to it that reserve banks are given a capitalization that 
will enable them to do what they are designed to do and are so 
situated as to avoid any shock to business enterprise resulting from 
the shifting of bank reserves from existing banks to the new reserve 
banks in the way outlined in the present bill. —- 

It is believed that the fixing of the exact number of banks and the 
delimination of the districts are points that can only be exactly met 
after careful investigation by a properly qualified body appointed 
for that purpose. It has, however, been thought wise to fix the 
minimum number of such banks to be established in order that in 
vassing the law the community may be assured of adequate provision 
i its needs. It is proper to say frankly that much difference of 
opinion as to the number of such banks has been expressed, some 
placing the desired number as high as 50, others as low as 3. Those 
who advocate the larger number think that there should be one such 
bank in practically every reserve city, on the ground that the reserve 
cities of the present day owe their existence to a definite need which 
has resulted in their establishment, and that this need ought to be 
recognized under such legislation as may be passed. Those who 
advocate the smaller number think that the banks should be created 
in central reserve cities only. They say that these. central reserve 
cities are now the ultimate holders of reserves and that if they alone 
had the reserve banks proposed to be organized under this act there 
would be very little friction or difficulty in passing from the existing 
régime to the proposed plan. 

The Committee on Banking and Currency finds itself unable to 
side with either of these groups of thinkers. It believes that the 
number of reserve banks to be created ought to be large enough to 
meet the reasonable needs of the country and should not be so small 
as to play into the hands of those who want to establish a very high 
degree of centralization. It also thinks that the reserve banks should 
be few enough in number to make them really independent institu- 
tions, likely to look to one another for aid only under emergency 
conditions, and hence not in danger of being controlled by other 
reserve banks. It has therefore fixed the minimum number of 
reserve banks at 12. This number has however not been arrived at 
from theoretical considerations solely, but also as a result of the fol- 
lowing data: 

1. The committee has asked a considerable number of bankers 
their views as to the proper number of such institutions. Many of 
these bankers were questioned during the hearings of last winter. 
Among them were Messrs. A. B. Hepburn, who thought that if such 
a plan were adopted the number should be one in each clearing- 
house district (hearings, p. 10); Sol. Wexler, who thought that the 
number should be about 15 (hearings, p. 623); Victor Morawetz, who 
fixed the number at 1 in each clearing-house district (hearings, 
. 48); Sir Edmund Walker, who thought the number might run as 
igh as 20 (hearings, P: 666); and others. Mr. J. V. Farwell, a well- 
eae merchant of Chicago, suggested 5 to 7 as the number (hearings, 
p. 452). 
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2. Experience under the Aldrich-Vreeland law has resulted in the 
organization of 18 currency associations. 

3. The Aldrich bill, so called, or National Monetary Commission 
bill, provided for a central reserve association with 15 branches or 
16 banking institutions, open to the banking public, in all. 

4. Examination of the present bank capital of the country shows 
that the number of-banks on the basis of capital contribution could not 
well be in excess of 12 or 15 if the capitalization of the reserve banks 
themselves was to be sufficiently strong to make them effective. 
Assuming that the total capital of the national banks to-day is some- 
what over $1,000,000,000, and assuming further that State banks 
possessing a capitalization of one-half that amount were admitted 
to the proposed institutions, it might be estimated that these Federal 
reserve banks would be owned by banks with an aggregate capitaliza- 
tion of $1,500,000,000. It, will be shown later in the present dis- 
cussion that the capitalization contribution to be exacted of each 
bank is 10 per cent of its present capital. That would make a total 
capitalization for the proposed reserve institutions of $150,000,000. 
Assuming that this amount was contributed and that there were 12 
such institutions, their average capitalization would be $12,500,000, 
which is believed to be ample to meet the needs of the communities 
represented. If it should be’roughly assumed that one-third of the 
proposed banks would be near the lower limit of $5,000,000 capitaliza- 
tion, this might mean five reserve banks with a gross capitalization of 
$25,000,000; five reserve banks with an average capitalization of, 
say, $7,500,000 and agrossof about $37,500,000, so that there would be 
left five with a gross capitalization of $87,500,000, or an average of 
$17,500,000. It is probable that as New York City already possesses 
two banks of $25,000,000 capital each, while her banking resources 
are very large otherwise, the barik of the New York district might be 
given a capitalization of $30,000,000 or $35,000,000, in which case the 
other four banks belonging to the group of large institutions might 
have an average capitalization of $13,000,000 apiece. These figures 
are all purely tentative and are merely intended to represent the way 
in which the districting might operate. Further attention can be 
given to the subject of districting and its effect upon the banks in 
connection with the study of the reserve section of the bill, which 
will be taken up somewhat later in this discussion. It is undoubtedly 
true that the proposal to create as many as 12 reserve banks will 
receive very sharp criticism from banking interests which are desirous 
that there shall be as high a degree of centralization as possible in the 
new system, while it is also thought probable that the proposed num- 
ber will be sharply attacked by others who think that the 12 is by no 
means enough to give all portions of the country a chance to be fairly 
represented and saevuatel heard in connection with the rediscount- 
ing of paper. The figure fixed has, however, been the result of careful 
study and the committee feels entire confidence in its approximate 
correctness. It recognizes that in the future as the country grows 
there will be need of an increasing number of reserve banks, and 
therefore the power is given to create more such banks in the future 
as occasion requires. 

Inasmuch as no machinery is in existence for the creation of such 
banks, and inasmuch as the process of districting the country can not 
be described in any hard and fast manner, it has been deemed best to 
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leave this analysis of business conditions for which there are at pres- 
ent no adequate statistics within reach, to a committee including the 
Secretary of the Treasury, the Attorney General, and the Comptroller 
of the Currency. In order that they may do their work correctly 
and successfully it will be necessary for them to ascertain with care 
the business connections of each of the principal cities of the country 
in order that the districts in which such cities are located may be 
properly shaped in a way that will not alter the present course of 
aichange =e interbank remittances. The task thus prescribed may 
be one of some considerable length, and therefore it has been deemed 
best to leave the establishment of the details and the fixing of dates 
for organization to the judgment of the committee in question, sub- 
ject only to the provision that in general it shall be completed within 
a reasonable time. Inasmuch as the work of making the distribution 
and apportionment cof banks by districts will involve some expense, 
it is proposed to assign a moderate sum to cover the cost of travel, 
employment of expert assistance, etc. — 


SECTION 8. 


Section 3 relates to stock issues, and divides the share capital into 
shares of $100. This unit is adopted because it corresponds to the 
unit of share capital in the national banking system, and is there- 
fore an easy basis for computation of the share capital which a given 
bank will be required under the act to take out. he fact that it has 
been eee to have the share capital of the Federal reserve banks 
bear a fixed relationship to and be subscribed by the existing banks 
of the country make it necessary to provide some means of recogniz- 
ing the growth of the system or its shrinkage, as the case may be. 
The second clause of section 3, therefore, calls for the increase of the 
capital stock of the Federal reserve bank according as the amount of 
capital in the system increases and is decreased by a converse process. 
This means that no Federal reserve bank would ever have a fixed 
capital, since that capital might easily change almost from day to 
day. The fact remains that the capital would be a fixed percentage 
of that held by the member banks, while in view of the later provi- 
sions of the act it is believed that the amount of this capital could be 
easily ascertained at any moment and the payments to withdrawing 
banks be made without any serious difficulty. 

A second feature of section 3 is the provision that each Federal 
reserve bank may establish branch offices subject to the regulations 
of the Federal reserve board not to exceed one for each $500,000 
capital of the stock of each Federal reserve bank. After due study 
it has been required that such branches should be established only in 
the district in which the Federal reserve bank is located. Branches 
of different Federal reserve banks will, therefore, not compete with 
one another, but will be simply offices established for the convenience 
of the member banks, facilitating their relations with the Federal 
reserve bank in which they are stockholders. The question may fairly 
be raised whether a Federal reserve bank should be allowed to estab- 
lish one office in each of the other Federal reserve districts should it 
so desire, but after due consideration it has not been deemed desirable 
to permit such an extension of the power to create branches. 
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Section 4 provides for the incorporation and organization of the 
Federal reserve banks under the conditions already outlined in the 
preceding section. -Fundamentally the purpose of the section is to 
authorize the incorporation of such a reserve bank in each district 
with powers precisely analogous to those of national banks except in 
so far as altered by the act itself. The organization, officers, and the 
like of the reserve banks will under the terms of this section be the 
same as those of the national institutions. There is no reason why 
any important distinction as to type of organization should be drawn 
or exist between the typical reserve bank and the typical national 
bank. This is worthy of special note because of the claim that 
Federal reserve agents, whose functions will presently be described, 
would practically be the active managers of the reserve banks. They 
would in fact be chairmen of the boards of directors, but as in the aase 
of national banks such a chairmanship might be more or less active, 
according as the bank itself chose to determine. 

The first clause of section 4 provides that a “sufficient number”’ of 
banks having made and filed with the comptroller a certificate, etc., 
shall thereupon be organized. As was provided in section 2, the 
minimum capital of a reserve bank is to be $5,000,000, so that the 
sufficient number referred to would mean in practice banks having a 
joint capitalization of at least $50,000,000. The sections of the 
national banking act referred to as defining the powers of the banks 
in question are those which ‘state generally the limitations upon the 
functions of national banks and the rights and authority vested in 
them. The final provision of the first paragraph of the section giving 
to the Federal reserve bank a charter life of 20 years is the same as 
the corresponding provision of the national bank act. The power of 
Congress to dissolve the bank at an earlier date if desired is likewise 
identical with the power reserved to Congress in the case of national 
banks. 

In dealing with the organization of the reserve banks the bill pro- 
posed by the committee has sought in section 4 to furnish a demo- 
cratic representation of the several institutions which are members 
and stockholders of a reserve bank. To this end, the «lirectorate is 
divided into three classes, each consisting of three members, while the 
stockholder banks are similarly divided into three groups or classes. 
The bill provides that the election of one member of class A and one 
member of class B shall be intrusted to each one of the groups into 
which the stockholding banks are subdivided. As it is required that 
each of the banking groups thus created shall contain approximately 
one-third of the number of banks in the district, it is clear that the 
banks comprising one-third of such capitalization would have a rep- 
resentative of their own in class A and also in class B. It might well 
be that the one-third in any given district would include a very 
small number of banks and that the director in question would thus 
be the representative of but few institutions. This, however, is 
deemed far better than to permit of the general choice of directors by 
all banks voting indiscriminately, it being the belief 5f the committee 
that by the method proposed each group of banks will preserve its 
autonomy and secure due hearing on the board of directors. 
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SECTION 5. 


Section 5 deals entirely with the method of increasing and decreas- 
ing the capital stock of Federal reserve banks and the effect thereon 
of corresponding changes in the stock of member banks. The gen- 
eral purpose is to require member banks to pay additional pro rata 
subscriptions as they increase their camtak stock and to permit 
them to withdraw capital subscriptions in the same manner as they 
reduce their capital; or, in case they go out of business entirely 
through: failure or liquidation to permit them to withdraw the cash 
paid in, assuming, of course, that there has been no loss suflicient to 
unpaw the capital of the reserve bank. Should such a loss oecur 
the reserve bank would presumably have called suflicient of the un- 
paid eee to restore its capital to the original amount, in 
which case the withdrawal of a sum equal to the original cash paid 
subseription would simply give the bank what it put in in the first 
place, the loss meanwhile having been borne by its contribution 
made on call. The prohibition upon the transfer or hypothecation 
of shares in a Federal reserve bank is, of course, necessary in order to 
prevent the reserve bank from ceasing to be a democratic organiza- 
tion co;iposed of members contributing in a like pro rata propor- 
tion of their actual available cash resources. Any other plan might 
result in the concentration of share ownership in a few hands. The 
intent. of the bill is to have all banks vote alike at elections and as a 
preliminary requirement to enforce the retention of equal percentage 
of capital by each in the business of Federal reserve banks. 


SECTION 6. 


Section 6 is complementary to section 5 and merely provides for 
the treatment of the stock of Federal reserve banks belonging to 
member banks which become insolvent. The fundamental idea in 
it is that of imtrusting the Federal reserve bank with the function in 
the case of a failure of deducting from the original amount of the 
failed bank’s subscriptions any debts or claims due from said insol- 
vent bank to the reserve bank and paying the rest to the receiver of 
the failed bank. This, in effect, gives the reserve bank a prior lien 
upon the assets of a failed member bank up to the amount of its 
cash-paid subscription which of course is a carrying out of the prin- 
ciple involved in requiring the member banks to subscribe 20 per 
cent, although they pay up but 10 per cent of their cash capital as a 
contribution to the stock of the Federal reserve bunk of which they 
are members. 

SECTION 7. 


In section 7 it is provided that the division of earnings of Federal 
reserve banks shall be such as to give to the Government a due share 
of the proceeds of the banking operation after what is considered a 
fair remuneration for Federal reserve banks themselves has been 
provided. It is also sought to devote the share of earnings going to 
the Government to the reduction of the public debt. In general, the 
provess of dividing the earnings is divisible into three stages under 
this section: 

(a) lhe first step in the process of dividing the proceeds of the 
banking operation is that of giving to the subscribing banks which 
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own the stock of the Federal reserve banks a due return for the use 
of their funds. This, after due consideration, has been fixed at 5 per 
cent—a rate of dividend which, however, is to be cumulative. i 

should not be confused, as has been done by some critics of the pro- 
ne bill, with a rate of 5 per cent from the capital of the banks. 

e banks, of course, will not set aside a part of their capital for this 
subscription but will devote a part of their current funds to it. The 
real question then is whether the rate of 5 per cent represents about 
the normal rate of return from current bank investments. Consider- 
ing the high character of the security offered we are of the opinion 
that it does do so. 

(b) The second step in disposing of the earnings is that of the 
accumulation of the surplus. While it is not supposed that the 
Federal reserve banks will incur severe losses, on account of their 
conservative nature and the auspices under which they are to be 
carried on, it is believed that the accumulation of a surplus to fur- 
nish an increased source of banking capital for the reserve banks, 
and so far us practicable to obviate any necessity of calling for any 
of the unpaid balances of the original capital subscriptions is highly 
desirable. (ne half of all net earnings after attending to the claims 
of the 5 per cent cumulative dividend is therefore to be devoted to 
the surplus until the said surplus amounts to 20 per cent of the 
capital of the bank. The remaining one-half is to be divided in the 
—— of three-fifths to the Government and two-fifths to the 

ank’s stockholders in the ratio of their average balances with the 
Federal reserve bank for the preceding year. It will be observed 
that this introduces a new principle of distribution of earnings not 
based upon relative ownership of capital stock. More will be said of 
this point very shortly. 

(c) The third and final step in disposing of the earnings relates to 
the distribution after surplus has been fully provided for. Section 7 
would give three-fifths of all earnings after the surplus is taken care 
of to the Government and two-fifths to the member banks in propor- 
tion to their annual average balances as before. 

It is worth while to consider with some care what this plan of dis- 
tribution would signify. Assume for the sake of argument that the 
rate of earning of the Federal reserve banks is about identical with 
that reported by the comptroller for the national banks of the coun- 
try, or, roughly,9 percent. Taking 9 per cent as the figure, this would 
mean that with a total capital of $100,000,000 the earnings for the 
first year would be $9,000,000. Of this sum, $5,000,000 would be 
required for the dividend requirements. This would leave $4,000,000, 
of which $2,000,000 would be carried to surplus and the remainin 

2,000,000 would be divided as aforesaid in the proportion o 
$1,200,000 for the Government and $800,000 for the stockholding 
banks. It is, of course, impossible to state exactly how the division 
between the stockholding banks would finally turn out, since it can not 
be definitely stated what balances they would carry with the reserve 
banks. 


THE GOVERNMENT'S SHARE. 


It has frequently been asked why the Government should be 
allowed to share in the earnings of Federal reserve banks at all. There 
are two reasons of conspicuous and obvious character why it should 
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do so: (1) It vests the Federal reserve banks with the sole and ex- 
clusive function of note lending, from which all other banks are de- 
barred; (2) it places the public funds with the Federal reserve banks 
to an amcunt certainly vastly larger than that of any other depositor 
and equal to the combined deposits of large groups of banks. The 
distribution of earnings upon the basis of deposit balances would 
give to the Government a large share of the profits in any case and 
when the present national-bank notes shall me been replaced b 
Federal reserve notes it is obvious that the function of note issue wi 
result in a large volume of earnings which the Federal reserve banks 
could not enjoy were they to share this power with other banking 
institutions. To a substantial share in this earning, leaving fur the 
reserve banks only a fair compensation for their services in taking out 
the notes, the public is evidently entitled. 

The provision that the earnings of Federal reserve banks in so far 
as paid to the Government shall be regularly devoted to the reduc- 
tion of the bonded indebtedness of the United States is manifestly 
a proper use of the income in view of the fact that the Government 
has incurred an additional interest charge upon its outstanding bonds 
for the purpose of persuading the banks to surrender their twos from 
time to time or at the end of 20 years for the purpose of converting 
the twos. By gradually applying the earnings received by the Gov- 
ernment to the reduction of the outstanding bonds, selecting those 
that are available for circulation, it will be possible to maintain a 
moderate market demand for the bonds and at the same time to 
effet a gradual reduction of the outstanding indebtedness as well as, 
of course, a corresponding reduction of interest charges thereon. 

Attention abeald also be given to the provision exempting Federal 
reserve banks and the stock held therein by member banks from 
all classes of taxation, save such taxation as may be imposed upon 
the real estate held by these banks. In view of the increasing burden 
of taxation and of the Federal income-tax law, which now Sookie 
an additional draft upon net earnings, this exemption is likely to prove 
of material importance, since it amounts to an exemption of a cor- 
responding proportion of the funds of member banks from the pay- 
ment of taxes to which they would otherwise be subjected. 


SECTION &, 


Che essential features of section 8 are: 

l. The grant of a year’s time within which existing national banks 
may make up their minds whether or not to take out stock in Federal 
reserve banks under the provisions of the proposed bill; and 

lhe provision that in the event of an adverse decision on this sub- 
ject such national banks as may reach a decision of that character 
shall be dissolved the remedies now provided by law against such a 
dissolved bank shall not be impaired. 

This in effect means that every national bank now in existence 
must within a year either (a) take out stock in a Federal reserve 
bank, (/) become a State bank under State laws, or (c) leave the busi- 
ness entirely. It is evident that any measure of legislation which 
imposes substantial responsibilities and burdens upon banks will be 
opposed by some of them, and that unless they are required to assume 


their duties to the community, they will if they are permitted to-make 
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a voluntary choice between their present condition and that proposed 
for them, elect to continue as at present. No matter how advan- 
——— a plan proposed by Congress might be, many banks would 
refuse to go into it out of sheer inertia. This was the condition of 
affairs found by experience to exist at the time when the national 
banking act was first adopted, and it will be repeated to-day if the 
whole matter of assuming the new responsibilities prescribed by law 
is left optional with the Sadat: In view of the fact that the banks 
have their own remedy in their own hands, in that they may recharter 
under State laws if they desire, the measure recommended in section 8 
is deemed entirely proper, not to say indispensable. The committee 
does not believe that it is the province of Congress to bribe or induce 
the banks to enter the new system, but rather to lay down equitable 
conditions and then to require their acceptance. 


QUESTION OF ‘‘ COMPULSION.” 


Much has been said by opponents of the proposed bill with reference 
to the question of what oo call “compulsion.” By this is meant 
the requirement of the bill that national banks shall subscribe to the 
stock of the Federal reserve banks of the districts in which they are 
situated, or if they do not choose to do so shall leave the national 
banking system by surrendering their charters. A few persons have 
been disposed to contend that there was some illegality or ‘‘ uncon- 
stitutionality”’ in this section of the measure—a claim which is readily 
dispelled by referring to existing legislation bearing upon the power 
of Congress regarding the amendment or repeal of corporate char- 
ters. Those who complain of this provision, however, need not be 
dealt with simply upon technical legal grounds, as the subject has 
a very much broader bearing, and we believe that there is no one 
who would wish to visit any hardship or injustice to the banks sim- 
ply because Congress was within its legal rights in so doing. The 
general considerations which make it entirely warrantable Ey Con- 
gress to impose certain burdens upon banking institutions as condi- 
tions precedent to the grant of national charters to such institu- 
tions are quite evident. They appear in all of the various more or 
less stringent and onerous conditions laid down in the national-bank 
act for the guidanee of the conduct of banking associations. They 
are also seen in the restrictions imposed by practically all foreign Gov- 
ernments upon the conduct of the banking institutions urider their 
jurisdiction. 

The Government, in granting to such banks the power and privilege 
to operate under the protection and with the prestige of charters ema- 
nating from itself, naturally is authorized to make these privileges 
contingent upon the acceptanceof such conditions as it may deem best. 
Nor is the argument solely to be rested upon these considerations. 
The proposed bill will ultimately place the banks of the country upon 
a far more liberal basis than that accorded to them by existing law. 
This may be demonstrated, among other methods, in the following 
way: By the terms of the national banking act banks must, in order 
to ana national banks, purchase and deposit with the Treasurer of 
the United States Government bonds as security for circulation. This 
requirement is nominally 25 per cent of capitalization for banks up 
to $150,000 capital and $50,000 for all above that level. In reality 
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the requirement is much stronger than this, inasmuch as no notes 
can be taken out without a deposit of Government bonds behind 
them. Inasmuch as the supplying of notes is absolutely necess 
if the banks are to meet the needs of their customers even in a mod- 
erate degree, the proper measure of the burden imposed on them by 
this requirement is the volume of the bonds that they have purchased. 
As is shown elsewhere in the present report, this volume of bonds is 
now something like $750,000,000, or very nearly three-quarters of the 
capital stock of the banks. The proposed bill arranges for releasing 
the banks from this required investment and substitutes in lieu of it a 
required investment equal to 10 per cent of their capital (paid up), or 
not to exceed $105,000,000. This is one-seventh of the amount now 
invested in bonds. Inasmuch as the proposed bill allows the conver- 
sion of existing 2 per cent bonds into threes at the rate of 5 per cent 
per annum, while it gives the banks a year within which to enter the 
proposed reserve banks as stockholders, it is evident that within one 
year from the latest date set for the subscriptions to the capital stock 
a bank owning bonds equal to capital would have been able to obtain 
through conversion and sale of its securities an amount equal to the 
et investment in capital. _ 
he answer may be made to this statement that the earnings upon 
the investment in bank stock are unreasonably and unnecessarily 
small. How much they will be is of course a matter of opinion, since 
no one can predict the actual profits of the Federal reserve banks. 
It is, however, worthy of note that even if the earnings were only 5 per 
cent they would be in excess of the estimated earnings derived from 
national bank-note issues, which have been notoriously unprofitable 
for a good while. The banks receive the 2 per cent on their bond 
investment and the current rate of interest on their notes (provided 
they can keep them in circulation), but they are obliged to bear the 
expenses of engraving and printing, redemption, etc., so that it has 
long been axiomatic that the profits on bank-note circulation were 
very small—so small that many banks have taken out few notes, some 
even holding their required minimum of bonds without taking out 
any currency. From this showing it is evident that the idea of 
“compulsion,” instead of being a novelty is a very old one, as well as 
one that is widely accepted among civilized countries to-day, while 
the severity and degree of the compulsion as to the use of the bank’s 
current funds entailed by the proposed bill is very much less than tiiat 
involved in the provisions of the present national bank act. There 
is in fact no reasonable basis for the complaint with regard to com- 
a National banks after the passage of the proposed bill will 
e freer, more able to dispose of their funds as they choose, and far 


less subject to serious interference with their legitimate use of resources 
than they are to-day. 


SECTION 9. 


Section 9 is a general permission to any State bank ta become a 
national bank and thereby to become eligible upon the same terms 
as national banks for membership in a Federal reserve bank as a 
stockholder. The provisions follow substantially the lines now laid 
down in the national banking act with reference to the conversion 
of State banks into national institutions and need no considerable 
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comment, being repeated here for the sake of making plain the con- 
ditions under which such conversion may occur subsequent to the 
passage of this act, that there may be no reasonable doubt in regard 
to the matter, and that it may be certain under precisely what terms 
and conditions State banks may make the transfer required. 


SECTION 10. 


After much examination of the subject, it has been deemed best 
by the committee to permit State banks to become members, i. e., 
stockholders in Federal reserve banks, without themselves becoming 
national banks. This concession has been determined upon partly 
from the standpoint of the banks themselves and partly from that of 
the new system. The success of the new system would be very 
largely influenced by its extent and scope. If it becomes practically 
inclusive of all the banks of the country that are in strong condition, 
its opportunity for service will be much greater than it could other- 
wise be. On the other hand, the committee has doubted whether, 
from the standpoint of the banks themselves, it would be acting 
fairly were it to debar them from membership in the new concerns. 

It has been plain, however, that inasmuch as State banks are 
organized under different codes of legislation it would be unfair to 
permit banks to become stockholders in ‘the reserve banks and to 
enjoy the advantages open to national banks which are stockholders 
unless such banks were subject to practically as high a standard 
of banking requirement as the national banks with which thoy 
compete. It has been felt that the particulars in which greatest care 
should be exercised on this score are (a) capital and (6) reserves. The 
fundamental idea of section 10 is to require compliance with the 
terms of the bill and of the national banking act as a condition ante- 
cedent to the holding stock in a reserve bank by any State bank. 
This does not altogether place the State banks upon the same basis 
as the national, inasmuch as they are not thus subjected to the same 
regulations with respect to investments and general business. It is 
belioved, however, that the principal requirements will thus be met 
and that the provisions of the section are about as far as the measure 
can reasonably go with certainty of being held legal and at tho sanie 
time of proving feasible and available in pares: As a necessary 
povrer in connection with this question of membership section 10 
eonfers upon the Federal reserve board the power to establish by- 
laws for the general government of its conduct in acting upon applica- 
tions made by State institutions, while it intrusts to the board the 
power to approve epplications when proper or to suspend banking 
associations from membership when the provisions of the act are 
violated, and to secure the cancellation and retirement of their stock, 
returning the value thereof to the banks so suspended. 


SECTION 11. 


In this section provision has been made for the creation of a general 
board of contro) acting on behalf of the National Government for 
the purpose of oversecing the reserve banks and of adjusting the 
banking transactions of one portion of the country, as well as the 
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Government deposits therein, to those of other portions. The num- 
ber of members of this board has been fixed at seven, after careful 
consideration of other possible memberships, and it has been deter- 
mined that the board as thus made up should consist of two distinct 
elements, the one including three regular officers of the National 
Government, the other four specially appointed officers whose duty 
it should be to devote their whole time to the management of the 
affairs of the reserve banks and the performance of the duties assigned 
them under the present bill. The three officers chosen from the 
existing staff of the Federal Government are to be the Secretary of 
the Treasury, the Secretary of Agriculture, and the Comptroller of 
the Currency. It is evident that the Treasury Department not only 
is, but will continue to be, a fundamentally important factor in the 
financial organization of the country, while the Comptroller of the 
Currency, in charge as he is of the national banking system, will be 
a necessary adjunct in the management of the reserve bank system 
proposed in this bill. The causes for the selection of the two vificers 
thus named are therefore self-evident. The Secretary of Agriculture 
has been added because of the belief that conditions in the producing 
regions of the country would deserve special consideration at the 
hands of the Federal reserve board, the Secretary of Agriculture 
being the natural representative of the interests of these sections, 
while it is further thought that the presence of a member on this 
board whose direct concerns are not primarily those of technical 
business or banking will be beneficial and will give the deliberations 
of the board a broader character than they would otherwise possess 

The four members chosen by the President for special service on 
the Federal reserve board will necessarily be intrusted with the 
heavier and routine duties pertaining to this board, the regular 
officers of the Government being naturally engaged in large degree 
in the discharge of their ordinary functions. It is therefore important 
to pivsn's for the proper choice of the four officers thus ae for. 
The comimitiee has thought it wise that they should be assigned a 
tolernbly —_ tenure, and has accordingly fixed that tenure at eight 
years, providing, however, that the first appuintees shall be so dis- 
tributed with respect to tenure of office as to bring about a rotation, 
so that all members of the board shall not change at any one time. 
In the second place, it has been deemed wise to eiuide that not 
more than two of these four members shall belong to the same 
political party. It can not be too emphatically stated that the com- 
mittee regards the Federal reserve board as a distinctly nonpartisan 
organization whose functions are to be wholly divorced from politics. 
In order, however, to guard absolutely against any suspicion of pvliti- 
cal bias or one-sidedness, it has been deemed expedient to provide in 
the law against a preponderance of members of one party. 

The provision that the President in making his selections shall so 
far as possible select them in order to represent the different geo- 
graphical regions of the country has been inserted in very general 
anguaye in order that, while it might not be minutely mandatory, 
it should be the expressed wish of the Congress that no undue pre- 
ponderance should be allowed to any one portion of the Nation at 
the expense of other portions. The provision, however, does not 
bind the President to any slavish recognition of ‘given geographical 
sections. 


| 
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Finely, it has been enehe wise to insert a provision that at least 
one of the four persons so chosen by the President shall be-an expe- 
rienced banker. This, of course, does not mean that other members 
of the board would be inexperienced in or ignorant of banking. On 
the contrary, the assumption is that they would not be chosen unless 
at least tolerably informed in the banking field, and that in all prob- 
ae they would be not only experienced in banking but men of 
broad business knowledge and culture. This, however, is a matter 
that must necessarily be left to the appointive power, which not 
only should but must, in order to give good results, be vested with 
discretionary authority sufficient to enable it to make careful choice 
from among all of the best material available for such a board. It 
might easily be that a man of high business caliber, thoroughly 
desirable as a member of the board, would not have had a technical 
banking experience, notwithstanding that he might be well equipped 
for the eek. The Comptrotlers of the Currency in times past ane 
not always been bankers in the technical sense, and some of the most 
efficient among them have had least technical experience in banking 
at the time when they assumed office. It is therefore believed safe 
to vest this whole matter in the hands of the President with large 
authority, believing that he will be able to use the same care and 
discrimination that he employs in choosing the Supreme Court of 
the United States. For obvious reasons it is considered wise that 
every member of the Federal reserve board designated by the Presi- 
dent shall surrender any banking connections he may have had at 
the time of his nomination, and for equally obvious reasons it is 
deemed best that the board shall annually report to the House of 
Representatives, thereby establishing a direct relationship between 
the board and the Congress. The President is authorized to desig- 
nate one of the four appointees as manager of the Federal reserve 
board and one as vice manager, this being deemed wiser than to 
throw upon so small a board the duty of selecting executive officers 
from among its own membership. In designating the Secretary of 
the Treasury as ex officio chairman of the Federal reserve board the 
bill aims to preserve the general concept of official responsibility and 
duty which is fundamental to the conception of this board. In 
ordinary times the Secretary of the Treasury’s relation to the board 
would & largely formal. In times of stress or sudden danger he 
might become an active and effective working member of the board. 

Phe final paragraph of section 11 is intended to make the Comp- 
troller of the Currency in all respects answerable to the Federal 
reserve board, thereby giving this board the practical connection it 
needs with the national banks of the mee ge which are under the 
direct supervision of the Comptroller of the Currency. This is 
believed to be desirable, inasmuch as the Comptroller of the Currency, 
although a member of the Federal reserve board by virtue of the 
earlier provisions of this section, might otherwise not be held to be 
answerable to the board in his official capacity as the chief of the 
national banking system. The pegs’ referred to now makes him 
responsible to the ‘Secretary of the Treasury acting as the chairman 


of the Federal reserve board,’ which implies that the board would 
have power to instruct the comptroller upon all necessary matters, 
preferably through the chairman, whenever action affecting the 
national banks in those respects in which they are subject to the 
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oversight of the comptroller was called for. The proviso at the end 
of the sey ay 0 in question, however, makes it evident that there 
is nothing in this grant of authority or in this imposition of respon- 
sibility to reduce the functions of the comptroller as at present under- 
stood or to render him less, amenable than he now is to the Secretary 
of the Treasury, who is his chief under existing circumstances. 


SECTION 12. 


‘ 

*'In this section are set. forth the basic functions bestowed upon the 
Federal reserve board.** These are not all the powers given to the 
board, it having been necessary to distribute various other minor 
grants of authority throughout the bill in the connections to which 
such grants of authority oe relate. The provisions of sec- 
tion 12, however, cover sufficiently the fundamental authorities 
bestowed upon the reserve board. These may now be taken up in 
order: 

(a2) In paragraph (a) is given the authority to examine the affairs 
of each Federal reserve bank, to require statements and reports, and 
to publish a weekly showing of condition. This is substantially the 
same kind of authority which is to-day exercised by the Comptroller 
of the Currency with respect to national banks, except that it is 
more constant, close, and intimate as the different nature of the case 
requires. The powers thus bestowed are identical with those granted 
to the supervising boards in control of the central banks of Europe. 

(6) In paragraph (5) is given to the board the authority (1) to 
permit or (2) to require one Federal reserve bank to rediscount the 
discounted prime paper of other reserve banks. Much has been said 
of this grant of authority and it therefore deserves careful analysis. 
In the first place, it is evident that this power is not different in nature 
from that which is exerted by the head office of a central bank pos- 
sessing several branches. Such an office can transfer funds from one 
to another, and withdraw the service of one for the service of the 
others. It can, moreover, employ the resources of one portion of the 
country for the advantage of other portions or for the purpose of safe- 

uarding them at critical times if its managers deem such actions to 
Be wisest. Those, therefore, who favor the idea of a central bank 
with a single head office, favor it because it grants just this power 
to dispose of the resources of the one section for the benefit of another, 
and must in consequence find themselves logically driven to a recog- 
nition of the view that such authority to transfer funds and to mass 
them at points where weakness has been indicated is Paes to be 
exerted in the interest of the public. In the proposed bill, the exer- 
cise of such a power is subjected to restrictions which would mani- 
festly and unquestionably make its use sporadic and exceptional, 
in so far as it resulted from the exercise of a power to compel the redis- 
counting of paper by one Federal reserve bank for another. Section 
12, in specific terms, explains that the power is to be exerted only 
“in time of emergency’ and by a unanimous vote of the reserve 
board. It, moreover, imposes a penalty charge of from 1 to 3 per 
cent upon the grant of pos an accommodation. The power is clearly 
nruch . than that which has been advocated by friends of the 
central bank idea, inasmuch as it suggests an exceptional or occa- 
sional resort to an expedient which would be the staple of everyday 
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business under a central banking plan, such as that proposed by the 
National Monetary Commission. The other side of the function —that 
of permitting Federal reserve banks to rediscount for one another— 
has also been objected to on the ground that such bartks should be 
allowed to deal with one another freely if they choose. The com- 
mittee does not concede this view, but believes that the banks should 
not thus be allowed to deal with one another except under oversight, 
in view of their distinct character as reserve holders. 

(c) Paragraph (c) grants the Federal reserve board the power to 
suspend tho reserve requirements of the act for dreieaianelh periods 
if in its judgme nt such action may be deemed wise. There is nothing 
unusual or revolution: airv in this requirement, it being in practice 
somewhat akin to the power granted the Comptroller of ‘the Curre ney 
in section 5191, Revised Statutes, where he is practically able to per- 
mit national banks to go below their reserve for 30 days. In practice 
this power is constantly exercised by him subject to his judement. 
The power is suggested by the’ process of ‘‘suspending the kee act 
in England, and is a desirable administrative functicn in every case 
where a fixed reserve requirement is employed. 

(d) The power to supervise and regulate the retirement of Federal 
reserve notes granted in this paragraph is of course a necessary 
concomitant to Government control of note issues, a matter to be 
discussed in detail in connection with the provisions for note issue. 

(e) In paragraphs (e), (f), (g), (A), and (2) are conveyed powers 
which are largely self-e xplanatory and sonia which there can be little 
or no question, granting the general idea of effective Government 
oversight through @ F ederal reserve board or some similar organ- 
ization.tJ* 

tr view of the fact that the Federal reserve board is vested with 
functions other than those formally enumerated in section 12, it may 
be worth while to list the chief powers conferred upon the board by 
the act as foilows: 


POWERS OF THE FEDERAL RESERVE BOARD, 


To readjust districts created by the organization committee and create new ones, 
acting upon a joint application made by !0of the national banks within an existing 
district 

To regulate the establishment of branches of Federal reserve banks within Federal 
reserve district in which bank is located 

To desivnate three (class () of the nine members of the hoard of directors of each 
Federal reserve bank, one of these to be chairman of the board with the title of 
‘*FKederal reserve agent.’’ 

The Federal reserve agent to maintain a local office of the Federal reserve board 
on the premises of the Federal reserve bank. He shall make regular reports to 
Federal reserve board and be its official representative 

To remove any director of class 8 (business men) if it should appear that he does 
not fairly represent the commercial, agricultural, or industrial interests of his district. 

To remove chairman of Federal reserve bank without notice. 

To establish by-laws governing applications from State banks and trust companies 

“Of the four persons * * * appointed (by the President), one shall be dexig- 
nated manager and one vice manager of the Federal reserve board.’ The manaver 
subject to supervision of the Secretary of the Treasury and board, shall be the active 
managing oflicer of the Federal reserve board. 

To levy a semiannual assessment upon the Federal reserve banks for estimated 
expenses for succeeding six months, together with deficit carried forward. 

y examine at its discretion the accounts, books, and affairs of each Federal reserve 
bank and to require such statements and reports as it may deem necessary. 

To require, or op application to permit, a Federal reserve bank to rediscount the 
paper of any other Federal reserve bank. 
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To suspend, for a period not exceeding 30 days (and to renew such suspension 
for periods not to exceed 15 days), any and every reserve requirement specified in 
this act 

To supervise and regulate the issue and retirement of Treasury notes to Fed 
eral reserve banks 

To add to the number of cities classified as reserve and central reserve cities 
under existing law in which national banking associations are subject to the 
reserve requirements set forth in section 21 of this act, or to reclassify existing 
reserve or central reserve cities and to designate the banks therein situated as 
country banks, at its discretion 

To require the removal of officials of Federal reserve banks for incompetency, 
dereliction of duty, fraud, or deceit 

To require the writing off of doubtful or worthless assets upon the books and 
balance sheets of Federal reserve banks. 

To suspend the further operations of any Federal reserve bank and appoint a 
receiver therefor. 

To perform the duties, functions, or services specified or implied in this act 

To determine or define (subject to stipulations) the character of paper eligible 
for discount for member banks 

To prescribe regulations for purchase and sale by Federal reserve banks of 
bankers’ bills, ete 

To review and determine the minimum rate of discount established by Federal 
reserve banks 

To authorize establishment of branches of Federal reserve banks in foreign 
countries 

To authorize the issue of Federal reserve Treasury notes 

To receive, through the local Federal reserve agent, applications from Federal 
reserve banks for notes, such applications to be accompanied by rediscounted 
notes for deposit as collateral security 

To require Federal reserve bank to maintain deposit in money of 5 per cent of 
notes issned 

To grant in whole or in part or to reject entirely the application from Federal 
reserve bank for notes, 

To establish rate of interest on notes issued. 

To prescribe regulations for substitution of collateral 

To make and promulgate regulations governing the transfer of funds at par 
among Federal reserve banks 

To act, if desired, as clearing house for Federal reserve banks 

To require, in its discretion, Federal reserve banks to act as clearing houses 
for shareholding banks 

To prescribe regulations for the recall and redemption of all national-bank 
notes outstanding after 20 years 

To require extra examinations of national banks when deemed necessary 

To determine and report annually to Congress fixe ilaries of all | 
examiners 

To assess upon banks in proportion to assets or resources the expenses of 
examinations 

To fix a date for such assessment 

To arrange for special or periodical examinations er banks for a 
count of Federal reserve banks 

To receive from Federal reserve banks information concerning the condition of 
any national bank in its district. 

To order examinations of national banks in reserve cities as often as necessary, 
not less than four times a year 

To add to the list of cities in which national banks shall not be permitted to 
loan on real estate as described 

To receive applications from national banks having$1,000,000 or more capital for 
the establishment of branches in foreign countries, to reject or accept such appli 
cations, and to prescribe conditions under which such branches may be opened. 

To require examinations of foreign branches as it may deem best 

To regulate savings departments of national banks and to prescribe their 
investinents. 

SECTION 13. 


section 13 provides for the creation of a Federal advisorv council 
which is to consist of as many members as there are Federal reserve 
districts, each such district electing through the board of directors 


of its Federal reserve bank a representative of that b K The fu 


nN. 


tions of this board are wholly advisory and it would mount merely 
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to @ means of omnrene, banking opinion, informing the reserve 
board of conditions of credit in the several districts, and serving as a 
source of information upon which the board may draw in case of 
necessity. The desirability of such a body as a source of information 
and counsel is obvious, and it is believed that it gives to the banking 
interests of the several districts ample power to make their views 
known, and, so far as they deserve acceptance, to secure such accept- 
ance. 


SECTION 14. 


In section 14 is set forth the fundamental business purpose of the 
bill in providing for rediscount operations. The Federal reserve 
banks are at the outset authorized to receive current deposits from 
their stockholders or from the Government or from other Federal 
reserve banks in so far as the latter may need to keep funds with them 
for exchange purposes. 

The fundamental requirement throughout all of the discount sec- 
tion of the proposed bill is that antecedent to the performance of a 
service by a Federal reserve bank for a member bank which applies 
therefor the member bank shall indorse or guarantee the obligations 
which it offers for rediscount. Subject to this requirement, the pro- 
posed bill first of all provides that notes and bills having a maturity 
of not over 90 days and drawn for agricultural, industrial, or com- 
mercial purposes or the proceeds of which have been used for such 
purposes shall be admitted to rediscount. The meaning of this pro- 
vision is briefly that any paper drawn for a legitimate Gasterta pur- 
pose of any kind may be rediscounted when within 90 days of ma- 
turity. It does not mean that the paper thus rediscounted shall 
have been originally made for 90 days, but that it shall have at the 
time of being rediscounted 90 days more to run. Thus a paper 
drawn for 120 days originally could be rediscounted when it was 
30 days old. In view of the great difficulty of defining ‘commercial 
paper,” the actual definition of the same has been left to the Federal 
reserve board in order thai it may adjust the definition to the prac- 
tices prevailing in different parts of the country in regard to the trans- 
action of business and the making of paper. For obvious reasons it 
is forbidden that any such paper ial admitted to rediscount if 
made for the purpose of carrying stocks or bonds. 

It was felt that in some parts-of the country the permission to 
rediscount paper having a maturity of 90 days might not fulfill all 
of the requirements imposed by the sleet practice of those regions, 
and therefore it is provided in the third paragraph of section 14 that, 
whenever the reserve of any Federal reserve bank is reasonably above 
its required minimum (such excess margin to be determined by the 
Federal reserve board), the reserve bank may rediscount commercial 
paper having a maturity of not more than 120 days, provided that 
not more than one-half of it shall have a maturity exceeding 90 days. 
This is intended to fulfill the requirements of portions of the country 
with an extremely long term of credit, but it is clear that no reserve 
banks should be allowed to put its funds into a form in which they 
will be “tied up” to such an extent, unless such a bank has a reserve 
perfectly adequate to take care of any necessities that are likely to 
present themselves in the meantime. 
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The fourth paragraph of section 14 grants permiasion to reserve 
banks to rediscount acceptances of member banks which are based 
on the exportation or importation of goods, run not more than six 
months, and bear the signature of one member bank in addition to 
that of the acceptor, the total of such rediscounts not to exceed one- 
half the capital of the bank for which the rediscounts are made. In 
the sixth paragaph, national banks are authorized to accept drafts 
or bills of exchange drawn upon it to an amount not exceeding one- 
half its capital. The acceptance business, which it is thus proposed 
to authorize, is a new form of business heretofore forbidden to national 
banks, by reason of the provisions and interpretations of the national- 
banking act, which have forbidden them to lend their credit or to 
incur contingent liabilities thereby. The acceptance form of loan 
is, however, very common in Europe, and has been found exceedingly 
serviceable. It is the opinion of expert bankers that it could be 
applied in the United States to excellent advantage. The following 
extract from a discussion of acceptances by Lawrence Merton Jacobs 
explains the method and purpose of the acceptance business: 

‘The fundamental difference between European and American bank- 
ing has its origin in the dissimilarity between the evidences of indebt- 
edness which lie behind the item of loans and discounts. It is most 
strikingly evidenced in the fact that time bills of exchange form a 
considerable proportion of the resources of the great banks of London, 
Paris, and Berlin, whereas the assets of leading New York banks are 
largely based on stocks and bonds. 

“Of the bills of exchange in which areemployed, either through loans 
or discounts, the funds of European banks, an essential part consists 
of what are known as bankers’ bills—that is, bills drawn on bankers 
and accepted by them on behalf of customers in accordance with 
arrangements previously made. They are bills in exchange for which, 
by sale to a broker or by discounting at a bank, bankers’ customers 
or those to whom they are indebted may secure immediate credit. 
In some instances it is arranged that the customers themselves shall 
draw the bills and in others that the bills shall be drawn by third 
parties for their account. In granting the accommodation the obliga- 
tion that the bankers take upon themselves is that they will accept 
the bills upon presentation. is acceptance consists in the bankers 
writing across the face of the drafts the word ‘Accepted,’ adding 
their signature and the date. It is in the nature of a certification 
that the bills will be paid at maturity-that is, a specified number of 
days or months from the date appearing in the acceptance, or three 
days later if grace is allowed, asin England. When a banker grants 
accommodation to a customer by means of an acceptance he may 
secure himself in various ways. Ordinarily a banker accepts a cus- 
tomer’s draft merely upon his general responsibility, the banker’s 
risk being much the same as if he had discounted the customer’s note 
running a4 certain length of time. Where the customer is an importer 
the banker ordinarily accepts the drafts upon the delivery to him of 
the documents covering the shipment, which documents he then turns 
over to his customer against a trust receipt. When a credit of this 
kind is opened the usual practice is for the banker to require the sig- 
nature aka form containing an agreement to hold him harmless for 
accepting the bills, to place him in funds sufficient to pay off the 
bills three days prior to their maturity, and to pay him a commission 
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on the transaction, this commission varying ——- to the length 
of time the bills are to run and the financial standing of the customer. 
The cost of the accommodation to the customer in this commission 
plus the prevailing rate of discount for bankers’ bills. 

‘“‘In the United States the national-bank act does not permit banks 
to accept time billsdrawnonthem. Although the act does not specifi- 
cally prohibit such acceptances, the courts have decided that national 
banks have no power to make them. This restriction has had a 
very considerable influence upen the development of banking in this 
country. For some time after the passage of the national-bank act, 
merchants and manufacturers provided themselves with funds b 
discounting their promissory notes with their local banker. Cred. 
ually, however, many concerns, finding that their needs were out- 
stripping the banking accommodation which they could secure in 
their immediate vicinity, came to place their notes in the hands of 
brokers who in turn disposed of them to such bankers as possessed 

reater surpluses than they could satisfactorily invest at home. It 
is this method of borrowing which is now largely employed. In other 
words, tho prohibition of bank acceptances aa led to the creation of 
& vast amount of promissory notes instead of time bills of exchange. 
The difference between these two classes of instiuments accounts to 
a great extent for the difference between European and American 
banking. In the case of time bills of exchange drawn on and ac- 
cepted by primo banks and bankers there is practical uniformity of 
security. = the case of our promissory notes or commercial paper 
there is no such uniformity, the strength of the paper depending on 
the standing of nuscellaneous mercantile and industrial concerns. 

“It is this uniformity of security on the one hand which makes pos- 
sible a public discount market; it is the lack of it in single-name paper 
which makes such a market impossible. As a result, we have great 
discount markets in London, Paris, and Berlin, and none in New York. 
In European centers the discount rate is the rate upon which the eyes 
of the financial community are fixed. In New York it is the rate 
for day-to-day loans on the stock exchange. The advantage in 
character of the one rate over the other clearly indicates an important 
advantage of European banking systems over our own. In the first 
place, the European discount rate bears a very direct relation to trade 
conditions. Its fluctuations depend primarily on the demand for and 
supply of bills which owe their origin to trade transactions, as bal- 
anced against the demand for and supply of money. If trade is 
active, the supply of bills becomes large, rapidly absorbing the loanable 
funds of the fleas. As these surplus funds become less and less 
banks are unwilling to discout except at advanced rates. If trade 
is slack, less accommodation from bankers in the way of acceptances 
is required, bills become fewer in number, the competition for them 
in the discount market more keen, and the rate of discount declines. 
Low rates are anincentive to business and advancing rates act as a 
natural check. The New York call-loan rate, on the other hand, 
bears only an indirect relation to trade conditions. Its day-to-day 
fluctuations register mainly the speculative and investment demand 
for stocks. low rates, instead of being an incentive to the revival 
of trade, are rather made the basis for speculative operations in 
securities. 
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“The striking difference, however, between European discount rates 
ani the New Fork call-loan rates is that the former are compara- 
tively stable and the latter subject to mvct violent oscillations. For- 
eign discount rates as bank reserves become depleted advance by 
fractions of 1 per cent. In New York the money rate advances on 
occesion 10 per cent at a time, mounting by leaps and bounds from 
20 per cent to 100 per cent in times of stress.” 


AMOUNT OF REDISCOUNTS. 


There has been extensive conjecturo as to the probable amount of 
business which could be done . the Federal reserve banks under 
the foregoing provisions and regarding the amount of paper likely to 
be presented by the banks for rediscount. Such conjecture is more 
or less profitless, for two reasons: 

1. The rediscount business done in the United States heretofore 
has been small, partly bocause of the limitations of the national-bank 
act and partly because of the prejudice against borrowing by banks, 
which has move or less artificially sprung up. 

2. The purpose of the new act is to develop a commercial paper 
market, and if successful in this endeavor the legislation will entirely 
transform the conditions under which paper ts bought and sold, loans 
contracted between banks, and funds transferred from one part of 
the country to another. 

Wlalo it is thus true that the facts as to existing conditions do not 
throw much light upon what is to be expected and that conjectures 
nused upon them are futile, it is worth while to call attention to the 
following table, taken from the last annual report of the Comptroller 
of the Currency, which gives a compact survey of the classes of paper 
which might theoretically be available for rediscount under the 
provisions of the act as alreacly explained: 


$ 4 5 f 7 
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Che columns numbered 3, 5, and 6 are those which represent pape! 
potent ially available under the act. 
Che fifth paragraph of section 14 forbids the rediscounting for any 


one bank of an aggregate of notes and bills bearing the signature o1 
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indorsement of any one person or concern, this being a repetition of 
the prohibition of similar kind which is contained in the national 
banking act. A new feature is, however, found in the last sentence 
of the paragraph in question which reads as follows: “ But this 
restriction shall not apply to the discount of bills of exchange drawn 
in good faith against actually existing values.” This exception or 
exemptior has long been asked for in the interest of legitimate busi- 
hess transactions. Obviously when a bill of exchange is secured by 
bills of lading and other documents accompanying it, it 1s primarily 
dependent for liquidation upon this unquestionably marketable 
wealth. ‘There is therefore 10 reason for limiting the amount of the 
discount to be granted by any reference to the resources of the person 
applying for the accommodation or by the capital and surplus of the 
bank granting the discount, that being merely a question of banking 
judgment, while the bill itself is salable and will presumably be pro- 
tected at the point where it is presented. 

Summing up the terms of section 14, therefore, it may be sail that 
the section simply applies to the Federal reserve banks the same 
general grants of authority and limitations thereon carried in the 
national-bank act with respect to the national banks, except that it 
more carefully limits the length of the paper to be rediscounted and 
the purpose for which it is drawn, hls it opens the acceptance 
business to national banks and permits the rediscount of acceptance 
paper. The latter class of paper is limited to export and import 
operations in order to prevent any possibility of undue use of the 
provision at first by banks not thoroughly conversant with the work- 
ing of the idea owing to lack of experience with this type of credit. 


SECTION 15, 


It will have been observed that the transactions authorized in sec- 
tion 14 were entirely of a nature originating with member banks and 
involving a rediscount operation. It is clearly necessary to extend 
the permitted transactions of the Federal reserve banks beyond 
this very narrow scope for two reasons: 

1. The desirability of enabling Federal reserve banks to make their 
rate of discount effective in the general market at those times and 
under those conditions when rediscounts wert slack and when there- 
fore there might have been accumulation of funds in the reserve banks 
without any motive on the part of member banks to apply for redis- 
counts or perhaps with a strong motive on their part not to do so. 

2. The desirability of opening an outlet through which the funds 
of Federal reserve banks might be profitably used at times when it 
was sought to facilitate transactions in foreign exchange or to 
regulate gold movements. 

In order to attain these ends it is deemed wise to allow a reserve 
bank, first of all, to buy and sell from anyone whom it chooses 
the classes of bills which it is authorized to rediscount. The reserve 
bank evidently would not do this unless it should be in a position 
which, as already stated, furnished a strong motive for so doing. 
Outright purchases in the open market would of course require the 
payment of the face of the paper less discount, whereas rediscount 
operations would require simply the holding of a reserve of 3314 per 
cent behind the notes issued or deposit accounts created in the course 
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of the rediscount operation. Apart from this fundamental permis- 
sion, it was deemed wise to allow the banks to buy coin and bullion 
and borrow or loan thereon and to deal in Government bonds. The 
power granted in subsection (d) to fix a rate of discount is an obvious 
incident to the existence of the reserve banks, but the power has been 
vested in the Federal reserve board to review this rate of discount 
when fixed by the local reserve bank at its discretion. This is 
intended to provide against the possibility that the local bank might 
be establishing a dangerously low rate of interest, which the reserve 
board, familiar as it would be with credit conditions throughout the 
country, would deem best to raise. 

The final power to open and maintaining banking accounts in for- 
eign countries for the purpose of dealing in exchange and of buying 
foreign bills is necessary in order to enable a reserve bank to exercise 
its full power in controlling gold movements and in facilitating pay- 
ments and collections abroad. 


SECTION 16. 


Section 16 provides for the transfer of all moneys now held in the 
eneral fund of the Treasury to the reserve banks, disbursements to 
> thereafter made by check upon such banks. The general philos- 
ophy of this proposed change and the conditions which imperatively 
demand it have been sufficiently sketched at an earlier point in 
this report, and it is only necessary here to examine the actual 
working of the provision. Twelve months are allowed to effect the 
transfer, this being deemed a sufficient time in view of the compara- 
tively low state of the Government’s deposits in banks to-day. The 
apportionment of the funds between banks is required to be made 
as equitably as possible between the different sections of the country, 
this proviso being practically a repetition of the language found in 
the national-bank act to-day. The Federal reserve board and the 
Secretary of the Treasury are left with full power to fix a rate of 
interest from month to month on the deposits, this to be not less than 
one-half of 1 per cent. 

How large a transfer of funds would be effected under the terms 
of this proyision, and how such a transfer would affect the Treasury 
itself, will depend upon the condition of the Treasury at the time of 
the passage of the act, but an approximate idea may be formed from 
the daily Treasury statement, a copy of which is hereto appended. 


SECTION 17. 


The subject of note issue has occasioned the committee no little 
concern, but after due and full consideration it has determined that 
the proper mode of note issue to be provided for in the proposed act 
is that of an issue of govérnment Treasury notes, obligations of the 
United States and receivable for all taxes, customs, and other public 
dues. Recognizing that the country is now definitely committed to 
the immediate redemption of all existing paper currency in Jawfu 
money, upon demand, the proposed measure requires the redemption 


of such notes both at the Treasury and at each of the Federal reserve 
banks at par when requested. 
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Recognizing, moreover, that the regulation of the volume of cur- 
rency in circulation—as distinct from the underlying money of ulti- 
mate redemption—is a delicate function gee to be adjusted in 
accordance with the commercial, agricultural, and industrial needs of 
the country, the power of getting out the notes by making applica- 
tion for them is by the bill given to Federal reserve banks, they bei 
required to furnish the local Federal reserve agent with collatera 
security consisting of rediscounted notes and bills to a sum equal to 
the amount of the notes issued to the Federal reserve bank in question. 
These operations, connected with the issue and retirement of reserve 
notes, are to be carried on through the local Federal reserve agent, 
who is daily to notify the reserve board of issues and withdrawals. 
Such reserve notes are required to be protected by a specially segre- 
gated reserve fund of 334 per cent in lawful money. 

The mode of protecting the notes is an essential and fundamental 
element in this section of the bill. A first lien on all assets and’ a 
Government guaranty of the goodness of the notes obtained by 
making them liabilities of the United States render the security 
behind the issue absolute, both as to immediate and as to ultimate 
conditions. It may thus be fairly said that the protection of the 
notes as distinct from their redemption is as follows: (1) Govern- 
ment promise to receive them and to be ultimately responsible for 
them; (2) first lien on all the assets of the bank issuing them; (3) 
direct lien on 100 per cent of prime paper specially stbetet and segre- 

ated for their protection; a) claim on 333 per cent of money drawn 
rom the general funds of the bank and re-created as fast as notes are 
redeemed, that there may always be a special fund for the immediate 
protection of the issues. 

While the notes are, under the new section, allowed to c on 
their faces a letter and serial number distinguishing them from 
others, they are not suffered to bear the name of the Fank through 
which they are issued, and the fundamental feature of this peculiar 
‘‘Government”’ character is that they are required to be redeemed 
at the counter of every Federal reserve bank, no matter whether such 
bank has issued any notes, and no matter how many notes it may 
have issued. This signifies that every Federal reserve bank is a 
redemption agency for the whole of the issue, and the question at 
once arises, Out of what will such reserve bank redeem the notes 
should a great quantity be thrown in upon it? The section provides 
that such a bank may, if it chooses, (1) pay the notes out of the 334 
per cent fund of lawful money or gold held by it for the redemption 
of its own notes, re-creating such fund at once from any other funds 
held by it for its other liabilities, (2) charge the notes off against 
Government deposits held by it (and against which, of course, there’ 
is a reserve of 334 per cent of lawful money), which would mean that 
such bank would at once send the redeemed notes to the Treasury 
and get back an equal amount of fresh Government deposits, or (3) 

resent the notes presented to it for redemption, although issued 
a some other Federal reserve bank, to the Treasury for redemption. 
In either of these latter cases, of course, the result would be to throw 
on the Treasury the work of gettin back the amount of the redeemed 
notes by sending them to the cok through which they were origi- 


nally issued. In addition to these provisions, of course, it is required 
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in other sections of the bill that every bank in the system shall 
receive the notes on deposit at par, and that they shall be payable 
to the Government for taxes, dues, and other public requirements. 

All this shows how the notes are protected and how they can easily 
be redeemed by a man who is desirous of getting lawful money for his 
notes without any cost to himself. There is little doubt that his 
interests under the provisions of the measure are quite thoroughly 
safeguarded. But there remains the general question whether the 

ublic requirement of elasticity has ‘teun met and provided for. 

lasticity must be considered from two standpoints—that of expan- 
sion and that of contraction. As to expansion, the regulatory 
mechanism is the Federal reserve board, which is given the power to 
veto applications for notes. The board, however, can not issue 
notes unless they are applied for and accompanied by a tender of 
proper commercial paper. This at least seems to assure that the 
will:not be hastily or rashly overissued. The contraction feature is 
more difficult. In attempting to guard against the danger that the 
notes might remain in circulation after the need for them had passed, 
the bill makes the following provisions: (1) The notes can not be 
used in bank reserves; (2) the notes are not to be legal tender; 
(3) the notes can not be paid out by any Federal reserve bank (when 
not at first issued by it) under penalty of a tax of 10 per cent on their 
face value; (4) every Federal reserve bank is directed, upon receiv- 
ing the note of another reserve bank, to (a) either send it direct to 
the *ank that issued it, (6) to send it to the Treasury, charging it 
off against deposits, or (c) to present it to the Treasury for redemp- 
tion in lawfyl money. On the other hand the Treasury is directed 
when it gets such notes in ordinary receipts to have them redeemed 
out of a 5 per cent fund kept with the department for that purpose, 
and then to send them home for ultimate redemption. The belief is 
freely expressed that these provisions will maintain the notes at par 
everywhere and will also prevent them from expanding or remaining 
out after the need for them has gone by 

There is a final paragraph in section 17 relating to the collection 
at par and without charge for exchange of certain classes of checks. 
The provision is that every Federal reserve bank shall receive on 
deposit at par the following classes of items: 

1. Checks and drafts drawn upon any of its depositors. 

2. Checks and drafts drawn by any of its depositors upon any other 
depositor. 
3. Checks and drafts drawn by any depositor in any other Federal 
~eserve bank upon funds to its credit in such reserve bank. 

The object of these provisions is twofold: 

1. To establish par transfers of funds among the banks in each 
Federal reserve district. 


2. To establish par transfers of funds between Federal reserve 
districts. 

Precisely how much difficulty and cost will be incurred by the 
Federal reserve banks in carrying out the provisions of this section 
can not be precisely calculated. It can, however, be positively 
stated that such expenditures will be very much less than those 
incurred by banks at the present day in carrying through their 
exchanges. The proposed provision will eliminate the numerous 
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and well-founded complaints of unjust charges for exchange; and, 
while it will prevent certain banks from profiting as they now do by 
exchange transactions, it will correspondingly benefit the community. 
The committee is well aware that the operation of this section will 
undoubtedly relieve some members of the community of greater 
burdens than others. It does not, however, consider the fact that 
some persons have been suffering an unnecessary burden under 
existing circumstances, a good reason for refusing or failing to pro- 
vide for an important public function. 

That this function of exchange may be effectively carried out, and 
that other duties connected with relations between the several banks 
of the system may be wisely, promptly, and effectively carried through, 
the proposed bill confers upon the Federal reserve board the power 
to require each Federal reserve bank to perform the functions of a 
clearing house, and at its discretion to require some one of them to 
act as a clearing house for all the others or at its own discretion to 
act as a clearing house in this way itself. 


SECTIONS 18 AND 19. 


Sections 18 and 19 may best be treated together, as they jointly 
provide for the disposal of exi _ national-bank notes an i the 
refunding of the bonds now held by the banks behind these notés. 
The general views entertained by the committee with respect to bank- 
note issue in general and the treatment of existing national-bank 
notes in particular have been sufficiently set forth at an earlier point 
inthisreport. It remains here to outline the exact steps that have been 
recommended to attain the desired end, and to indicate the probable 
cost and incidental problems connected with each step in the process. 
What has been done in the bill is as follows: 

1. Provision has been made for paying at the end of 20 years the 

existing outstanding 2 per cent bonds. This is a manifest matter of 
justice. 
2. Meantime banks have been permitted at their discretion to pre- 
sent one-twentieth of their bond holdings each year for conversion 
into 3 per cent bonds, and in the event they do not so present them 
the Secretary of the Treasury is authorized to reassign the quotas of 
bonds not taken up to other banks which are authorized to in that 
case secure a corresponding amount of additional conversions. 

3. During the 20-year period any bank may increase or decrease its 
eee at pleasure, subject to the maximum limitation prescribed 

aw. 

4. However, from the date of the passage of the act no national 
bank is to be required to hold any United States bonds as security 
for circulation if it chooses to retire such circulation— in other words, 
the compulsory bond-purchase requirement of existing law is repealed. 

It will be seen that the only interference with the existing demand 
for bonds provided under these sections is the withdrawal of the com- 
pulsory bond purchase now required. Precisely how great a limita~ 
tion of the bond demand this would furnish can not be precisely 
stated. For tho last year for which full report was made by the Comp- 
troller of the Currency (1912) the net amount of bonds purchased by 
national banks to protect circulation was about $16,000,000. This, 


a 
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however, was far in excess of the amount of bonds necessarily to be 
purchased under the compulsory-purchase requirement, inasmuch as 
many banks bought more bonds than they were obliged to secure 
under the terms of the national-bank act. There is no reason why 
this demand for bonds should not continue, as in fact it undoubtedly 
will. The capitalization of banks organized in the year in question 
was $16,080,000, while the amount of bonds purchased was about 
the same. If the amount of bonds required to be purchased be 
assumed to have been 25 per cent of the face of the capital of the 
newly organized banks it would have been $4,000,000, and this may 
be taken as considerably above the amount of compulsory demand 
for bonds for which there will no longer be legal basis should the 
present bill be enacted into law. As against this the Government 
stands ready to redeem in the form of 3 per cent bonds, roughly speak- 
ing, $37,000,000 per annum, and it is only reasonable to suppose that 
under the most unfavorable conditions the quantity of 2 per cent 
bonds which wil be converted into threes in this way will be far in 
excess of the amount of the compulsory demand for twos which is 
now cut off. 

The future of the 3 per cent bonds, should the conversions go on at 
the rate of 5 percent per annum, may be open to some question. The 
committee has, however, consulted able expert opinion upon this 
subject and has found a practical unanimity of view to the effect 
that at least $50,000,000 per annum in 3 per cent bonds can and will 
be absorbed in the United States at par. Should such prove not to 
be the case, the banks have only to retain their present bonds and 
continue the issue of circulation thereon, but it is confidently believed 
that no such situation will occur. The committee looks forward with 
assurance to the conversion of a very considerable percentage, if not 
all, of the permitted 5 per cent in each successive year during the 
earlicr part at least of the 20-year period. As the 20-year period 
draws toward a close it is quite likely that some bondholders will 
prefer to hold their bonds for redemption, but in the meantime there 
will have been a sufficient retirement of national-bank notes to impart 
to the new currency to be put out through the Federal reserve banks 
the desired quality of elasticity. In order io improve the market for 
the 3 per cent bonds, section 19 provides that they are to be free from 
all taxation both as to income and principal. It will be remembered 
that the status of the bonds is further ipod in some measure by the 
provision made in the earning section (sec. 7) for devoting the Gov- 
ernment share of reserve bank earnings to the redemption of bonds. 
As & corollary of the bond-refunding plan and of the note section the 
committee has deemed it wise to insert in section 19 a prohibition 
upon the further use of the extra-legal substitutes for circulating 
notes which have heretofore done duty in times of panic under the 
form of clearing-house certificates, cashiers’ checks, and various sub- 
stitutes for actual money which have been illegally paid out by banks 
to their creditors in lieu of the payment in the usual forms of cur- 
a employed by them during normal times. No such expedients 
would have been permitted save under severe stress, and with a suit- 
able provision for an elastic note issue based upon commercial paper 
they should not longer be suffered to continue in use. 
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The amount of 2 per cent and other bonds now held behind cir- 
culation and affected by the provisions of sections 18 and 19 may be 
recapitulated as follows: 


Bonds held in trust for national banks, Sept. 2, 1913. 


Bonds held for national banks. 












To secure deposits of 
public moneys. 























Total 
Sanding 
| outstan . To secure 
| Total. | circulation. i 
enathe 
depart- 
ment. 
GOVERNMENT. 
pe ener $118, 480,900 | $37, 608, 460 $3, 487, 700 
U. 8. lean of 1908-1918, 
BIE... Tati Ee ten doddoce ; 63,945,460 | 25,828,900 3,646,700 | 3,646, 700 
U. 8. Panama of 1961, at 
BJ pg POP ---ceseccncccececesess 50,000,000 | 17,110,200 |............. 17,110, 200 | 17, 110, 200 
‘}U. 3. consol of 1980 .at ns 646, 250, 150 | 615, 921, 100 12, 147, 200 | 13,147, 200 
8. Panama of 1 at 
chaudsh Gunbeeesase eee 54,631,980 | 54, 242,360 1,279,500 | 1,270,500 
U. 8. Panama of 1938, at 
ta ctl coiides caine elieeeisaane 30,000,000 | 2, 444,140 547,000 
lippine loans...at par.. 16, 000, 000 GSO GOR. dawddcdese sé 5, 967, 000 
Porto Rico loans... .de.... 5, 725, 000 1, 821, 000 1, 821,000 
District of Columbia.do. ... ; 6,970, 650 033,000 |...cccccces-- 933, 000 
ll Territory of Hawaii, 3} per 
“) cent bonds at 90 per cent 
of par; all other Hawai- 
ian bends at market 
value, not exceeding par. 6, 515, 000 5,076, GE6 |. ceccdocese. 1, 990, 900 
MISCELLANEOUS. 
Phil Railway Co 8, 551,000 808, 000 |.....cceces-- 588, 571 
Mane Rair lees 2-5 Fs 6, 735, 000 WO, GOO |. .cccccccees: 6, 750 
IIL, At 90 per cent of market 
value, not exceeding 9 
per cent par. 
IV. State, county, city, and 
CUMIN 8... 5i. FOP Jecvecdscenvers BY, GOR TST 1.55.0 65-6505 11, 747, 904 
sslhleeretremggeitseni nisiaeoeantiinimercaniatel ipiatatbiemaieataninaeatapisei titan =p 
MESS. oaeRS dc sealed oes wath<iwniewed« anes 809, 774, 237 paneer 67, 776, 437 | 61,213, 425 
Various. 


* As security for de its made in connection with crop movement Government bonds are accepted at 
par, other bonds at 75 per vent of market value, and commercial paper at 65 per cent of face valus. 


When banks have occasion to withdraw bonds held by the Treasurer to secure deposits of public moneys, 
the follo shall be the order of withdrawal: Group IV, —— Ilr, oo IL, and Group I. 
Bonds wi &@ group may be interchanged by banks if desired, but in a lower group may not be 


substituted for those in a higher group, except that an initial substitution of bonds of a lower group for 
those of a higher group may made to an amount not to exveed 30 cent of the total security value of 
bonds held ® particular bank National-bank depositaries which have not as yet taken out the full 
amount of circulation authorized by law may withdraw United States 2s and substitute for them bonds 
in Group II, provided the 2s as w wn shall be used as security for additional circulation. 
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SECTION 20. 


Section 20 seeks to readjust the reserve requirements now pro- 
vided by the national banking act in such a way as to make them 
conform to the dictates of scientific banking, and to adjust them 
to the provisions of the proposed bill. The following main objects 
have been had in mind: 


1. To abolish entirely the present system of redeposited or ‘‘pyra- 
mided”’ reserves. 


2. To establish a moderate required reserve actually to be held 
in cash in the vaults of the banks. 


3. To preacenye a secondary reserve to take the form of a credit 
with the Federal reserve banks. 


Several serious problems at once suggest themselves as the result 
of any effort to attain these objects. In the first place, the present 
conditions have grown up over a period of 50 years, and it is not 
desirable, even if it were safe, to disturb them roughly. Secondly, 
it is considered that existing reserve requirements, being based 
upon the state of affairs in which many independent banks were 
working without coordination it is possible to reduce the actual 
amount of reserves to be held. Finally, it is noted that in making 
the change suggested careful account must be taken of the total 
sums in cash as distinct from those in balances required to be held 
by existing law, and that they should be contrasted with the sums 
in cash and balances prescribed under the perere bill. In sur- 
veying the situation a beginning may be made by considering with 
care the reserve requirements of the national bank act. These are 
as follows: 


RESERVE CITIES AND RESERVE REQUIREMENTS, 


120. Sec. 5191. Every national banking association in either of the following cities, 
Albany, Baltimore, Boston, Cincinnati, Chicago, Cleveland, Detroit, Louisville, 
Milwaukee, New Orleans, New York, Philadelphia, Pittsburg, St. Louis, San Fran- 
cisco, and Washington, shall at all times have on hand, in lawful money of the United 
States, an amount equal to at least twenty-five per centum of the aggregate amount of 
= notes in circulation and] its deposits; and every other association shall at all times 

ave on hand, in lawful money of the United States, an amount equal to at least fifteen 
“ centum of the aggregate amount [of its notes in circulation and] of its deposits. 
Vhenever the lawful money of any association in any of the cities named shall be 
below the a.nount of twenty-five per centum of its [circulation and] deposits, and 
whenever the lawful money of any other association shall be below fifteen per centum 
of its [circulation and] —— such association shall not increase its liabilities b 
making any new loans or discounts otherwise than by discounting or purchasing bilfe 
of exchange payable at sight, nor make any dividends of its profits until the required 
proportion, between the aggregate amount of its Lourstandin notes of circulation and} 
deposits and its lawful money of the United States, has heen restored. And the 
Comptroller of the Currency may notify any association whose lawful money reserve 
shall be below the amount above required to be kept on hand to make good such 
reserve; and if such association shall fail for thirty days thereafter so to make good its 
reserve of lawful money, the comptroller may, with the concurrence of the Secretary 
of the Treasury, appoint a receiver to wind up the business of the association, as pro- 
vided in section dity-two hundred and thirty-four. 

Note.—This section is amended by the act of June 20, 1874, section 2, which pro- 
vides that no reserve need be held against circulation. Said act follows section 5192. 
Act of March 3, 1903, amending act of March 3, 1887, providing for additional reserve 
cities, follows section 5192. Provisions relating to redemption of circulating notes, 
acts June 20, 1874, March 3, 1875, and July 14, 1890, follow Revised Statutes, 5192. 
Provisions relating to redemption of old notes of banks extending their corporate 
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existence, act July 12, 1882, follows Revised Statutes, 5136. Leavenworth, Kansas, 
was included as a reserve city in the original act, but was struck out March 1, 1872. 
Words “‘lawful money” construed by Attorney General as including all that is legal 
tender. (Opin. Atty. Gen., 17; 123.) 


WHAT MAY BE COUNTED AS RESERVE. 


121. Sec. 5192. Three-fifths of the reserve of fifteen per centum required by the 
preceding section to be kept may consist of balances due to an association, avail- 
able for the redemption of its circulating notes, from associations approved by the 
Comptroller of the Currency, organized under the act of June three, eighteen hundred 
and sixty-four, or under this title, and doing business in the cities of Albany, Balti- 
more, Boston, Charleston, Chicago, Cincinnati, Cleveland, Detroit, Louisville, Mil- 
waukee, New Orleans, New York, Philadelphia, Pittsburg, Richmond, Saint Louis, 
San Francisco, and Washington. Clearing-house certificates, representing specie or 
lawful money specially deposited for the pu , of any clearing-house association, 
shall also be deemed to be lawful money in the ion of any association belong- 


ing to such clearing house, holding and owning such certificate, within the preceding 
section. 


Norg.— Leavenworth, Kansas, was included as a reserve city in the original act but was struck out 
March 1, 1872. Charleston and Richmond not being included in the list of reserve cities enumerated in 
section $191, the banks of which are required to id @ reserve of twenty-five per centum of their net 
deposits, the Comptroller of the Currency has never approved any banks in said cities as reserve agents, 


LAWFUL MONEY RESERVE TO BE DETERMINED BY DEPOSITS. ACT JUNE QD, 1874. 


122. Szc. 2. That section thirty-one of “the national-bank act” be so amended 
that the several associations therein provided for shall not hereafter be required to 
keep on hand any amount of money whatever, by reason of the amount of their respec- 
tive circulations; but the moneys required by said section to be kept at all times on 


hand shall be determined by the amount of deposits in all respects, as provided for 
in the said section. 


Nortr.—Section 31 of “the national-bank act” is Incorporated in sections 5191, 5192, Revised Statutes. 
Section 1 of act June 20, 1874, precedes section 5133, Revised Statutes. 


NO RESERVE NEED BE HELD AGAINST DEPOSITS OF PUBLIC MONEY. ACT MAY 30, 198. 


123. Sec. 14. That the provisions of section fifty-one hundred and ninety-one of 
the Revised Statutes, with reference to the reserves of national banking associations, 


shall not apply to deposits of pu®lic moneys by the United States in designated 
depositaries. 


PROVISIONS FOR REDEEMING CIRCULATION—FIVE PER CENT REDEMPTION FUND 
ACT JUNE 2, 1874. 


124. Sec.3. That every association organized or to be organized under the provisions 
of the said act and of the several acts amendatory thereof shall at all times keep and have 
on deposit in the Treasury of the United States, in lawful money of the United States, 
& sum equal to five per centum of its circulation, to be held and used for the redemp- 
tion of such circulation; which sum shall be counted as a part of its lawful reserve, as 
provided in section two of this act; and when the circulating notes of any such asso- 
ciations, assorted or unassorted, shall be presented for redemption, in sums of one 
thousand dollars, or any multiple thereof, to the Treasurer of the United States, the 
same shall be redeemed in {[ United States notes}. All notes so redeemed shall be 
charged by the Treasurer of the United States to the respective associations issuing 
the same, and he shall! notify them severally on the first day of each month, or oftener, 
at his discretion, of the amount of such redemptions; and whenever such redemp- 
tions for any association shal] amount to the sum of five hundred dollars, such asso- 
ciation so notified shall forthwith deposit with the Treasurer of the United States 
a sum in United States notes equal to the amount of its circulating notes so re- 
deemed. And all notes of national banks worn, defaced, mutilated, or otherwise 
unfit for circulation shall, when received by any assistant treasurer, or at any 
designated depository of the United States to be forwarded to the Treasurer of the 
United States for redemption as provided herein. And when such redemptions 
have been 80 ideal: the circulating notes so redeemed shall be forwar ed to 
the respective ‘associations by which they were issued; but if any of such notes are 
worn, mutilated, defaced, or rendered otherwise unfit for use, they shall be forwarded 
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to the Comptroller of the Currency and destroyed and replaced as now provided by 
law: Provided, That each of said associations shall reimburse to the Treasury the 
charges for transportation and the costs for assorting such notes; and the associations 
hereafter organized shall also severally reimburse to the Treasury the cost of engrav- 
ing such plates as shall be ordered by each association respectively; and the amount 
assessed upon cach association shall be in proportion to the circulation redeemed, 
and be charged to the fund on deposit with the Treasurer: And provided further, That 
so much of section thirty-two of said national-bank act requiring or permitting the 
redemption of its circulating notes elsewhere than at its own counter, except as pro- 
vided for in this section, is hereby repealed. 


Note.—Section 12 of act of May 30, 1908, provides that notes of national banking associations shall be 
redeemed in lawful money of the United States. (See said section 12, page 49, ante.) 
Section 32 of national-bunk act is section 5195, Kevised Statutes. - 


We may now contrast with the requirements which are thus laid 
down by existing national-bank legislation those which are estab- 
lished in the proposed legislation. In the following tabular view is 
given for each class of national banks—central reserve city, reserve 
city, and country—the provisions which it is proposed to create 
under the new legislation: 


Reserve requirements. 


COUNTRY BANKS. 











Total reserve required . .......ccccccccccesccccscocccesaces eccccbececseses. 


Cols SPOR HONS 266. od ices ch 5 ae cdce HESS iis SUA Sie OEE 
On deposit with Federal reserve bank, reqttired = 
On deposit in reserve or central reserve city or in Federal reserve bank or 
in cash, optional with bank. . i<h teiagee Oe . 
In cash or on deposit in Federal reserve bank, optional with bank 


Total reserve 


Date.—‘‘ From and after the date set by the Secretary of the Treasury and officially 
announced by him as hereinbefore provided.” 

Refers to.—‘‘ That within 60 days from and after the date when the Secretary of the 
Treasury shall have oflicially announced, * * * the fact that a Federal reserve 
bank has been established.”’ 


RESERVE CITY BANKS. 





OM GIONE YE THING 55... 0 cove ccecesduccesdaccccscssenquccescoesseetase 

Cash in own vaults............ ace ialiais 

On deposit with Federal reserve bank, required yea’ te Sek 

On deposit in central reserve city. optional with bank. May be cash or on | 
deposit with Federal reserve Soak 

On deposit with Federal reserve bank or in cash, optional with bank 
(see note). 


Total reserve 


gee ee eee RESO SEES OEE S HEE E HHH EHHTEHEH EES OEESEESesees 





Date.—*“* From and after the date set by the Secretary of the Treasury for the incor- 
poration of the Federal reserve bank.’’ 


Again.—* For 60 days from the date set by the Secretary for the organization of the 
reserve bark.’ 
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BANKS IN CENTRAL RESERVE CITIES. 









og Ree eee 
On deposit with Federal reserve bank: 
Optional 


On deposit with Federal reserve bank or in cash, optional with banks... . 


OT. «3s tn Bethe sce toh sans ces ine ons aen Ghana e cen ae oil 


BORO RRR RR Re Ree REE EERE HEHE SEES SEES ORES HEE EEEESEEEE EH OOS tle sees eseselesesesesesisseseseses 





Two questions present themselves in connection with these reserve 
requirements—the first, How far would the banks be able to comply 
with them without sacrifice; and the second, How far would this 
change seem to be desirable? These may be dealt with in the reverse 
order. 

In outlining the general philosophy of the proposed banking bill it 
was pointed out that the existing system of redeposited reserves gives 
rise to cheap money for stock-exchange speculation in the centers 
while it fails to provide in times of panic a reserve upon which the 
country can draw with assurance, because at such times stock-ex- 
change securities can not be easily liquidated, so that call loans are 
unavailable as a resource, and the city banks in self-defense have 
deemed themselves warranted in suspending specie payments. It is 
contended, however, that these difficulties and irregularities of the 
existing system are mere blemishes upon the surface of an otherwise 
desirable state of affairs, and that there is good and sufficient economic 
reason for maintaining ‘the present system of redeposited reserves at 
least in part. This claim may be reduced to a series of propositions, 
as follows: 

1.. The redeposited reserves are placed with the city banks not for 
stock speculation, but in large measure at least to supply exchange 
funds upon which the depositing banks may draw. 

2. The redeposited balances must be kept with the banks which 
now hold them, because the country banks look to these city banks 
for accommodation and the latter gauge the amount of accommoda- 
tion to be granted them by the size of the balances. 

3. The country banks, and in general all banks making the rede- 
posits get a rate of interest thereon. They are thus ablo to make use 
of a reserve which would otherwise be ‘‘dead,” and which when held 
in cash or in the Federal reserve banks will yield them no revenue, 
the latter banks being forbidden by the, terms of the bill to pay 
interest on deposits. 

These contentions are worthy of careful study, because they aro 
widely urged. 

Regarding the first point—the question of exchange funde—it will 
be noted that the proposed bill has met the requirement for such 
funds by specifically directing Federal reserve banks to receive 
specified classes of checks at par. It has thus largely wiped out 
the necessity for any such balance as now held. It may be noted, 
however, that there is in the bill nothing whatever to prevent the 
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banks from maintaining any amount of such balances with city banks 
as they desire. Clearly if the balances with the city banks are ex- 
change balances they are not reserves and there is no reason for 
regarding them as such. 

‘he second point already noted has even less force than the first. 
Not only does the proposed bill provide more extensive facilities for 
rediscount than have ever been known, but even it if did not do so, 
and even if, as alleged, there are many kinds and classes of security 
not eligible for valleenem under the bill which country banks can 
use as a basis for accommodation only with city banks, it would still 
remain true that this does not afford any warrant for demanding the 
maintenance of the existing situation. The refusal to grant accom- 
modation except in proportion to the amount of balance held by the 
would-be borrower is purely a matter of business eee If a con- 
dition should be created under the proposed bill such that banks 
could not maintain the present reserve city deposits, it is hardly to 
be expected that the reserve city banks would immediately injure 
themselves and destroy their own source of business profits by refusing 
to buy good marketable paper or to extend loans upon sound security 
merely because conditions had altered and the large balances of for- 
mer days were no longer kept with them. 

As for the third contention—the loss of interest to depositing banks 
due to the sacrifice of their 2 per cent on reserve balances—the argu- 
ment sgainst the proposed change almost degenerates into absurdity. 
‘The measure so greatly broadens the scope of banking business as to 
open many new avenues of profitable investment, while the sacrifice 
of the 2 per cent now customarily paid is not only no loss to the com- 
munity but represents the abolition of a long-standing evil which has 
drawn funds to places where they were not needed and away from 
those where they were. 

In the ultimate analysis, the whole question simmers down to an 
issue whether the amount of reserve prescribed under the proposed 
bill is or is not excessive, and whether it can or can not be readily 
furnished by banks under the terms of the suggested legislation. The 
existing system is not backed either by the custom of other countries, 
by acstract logic, by the dictates of past experience, or by any other 
consideravions. The only problem in the case is that of determining 
the correct amount of reserves to be required by the banks, and then 
of making the transition to the new basis under proper conditions. 

The next step in the study of the proposed requirements is therefore 
an analys.s of the ability of the banks to make the transition. The 
following computations may first be examined: 

1. The bill provides in section 20 for a revision of the existing 
reserves of national banking associations. 

2. The present reserve system recognizes three classes of banks: 
(a) Country banks, (6) reserve city banks, (c) central reserve cit 
banks. Country banks are required to hold 6 per cent of their deposit 
habilities in lawful money and may hold 9 per cent in balances with 
other banks. Reserve city banks are required to hold 124 per cent of 
their deposits in lawful money and may hold 12} per cent in balances 
with other banks in central reserve cities. Central reserve city banks 
are required to hold 25 per cent of their deposits (including those of 
other banks with them) in lawful money in their own vaults, 
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8. The bill aims to transfer these reserves away from banks other 
than those to which they belong, so that ultimately bank reserves 
will be held pete (a) in the vaults of the banks to which —T 
belong and (6) partly in the reserve banks to be created under it, 
the reserve banks thus created taking the place of existing reserve 
city and central reserve city banks in their relation to others. 

4. Ine out this plan, the bill contemplates that ultimately 
reserves shall be as follows: (a) Five per cent of the outstandi 
deposits of all banks to be carried in the new reserve banks; (b) 5 per 
cent of the deposits of present country banks to be carried in cash 
in their own vaults; (c) 2 per cent of the deposits of present country 
banks to be carried either in cash in their own vaults or as a balance 
with new reserve banks; (d) 9 per cent of the deposits of present 
reserve city and central reserve city banks to be carried in cash in 
their own vaults; (e) 4 per cent of the deposits of present reserve 
city and central reserve city banks to be carried either in cash in 
their own vaults or as balances with the new reserve banks. 

5. It is of course evident that the ‘‘ balances” spoken of can be 
obtained by rediscounting paper with the new reserve banks. 

6. From the foregoing it is clear that as some discretion is left to 
the banks about their reserves, the exact position of those reserves 
at any given time can not be predicted.. Maximum and minimum 
limits can, however, be fixed. This is done as follows: 

7. At the date of June 4, 1913 (comptroller’s last report), the 
resent bank reserve in central reserve cities was $409,601 ,424, 
eld in cash. 

At the-same date the reserve which would. have been required under 
the new plan as above sketched would have been 9 per cent of net 
deposits then subject to reserve requirements in cash and 9 per cent 
as @ maximum in balances with the new reserve banks, as follows: 
TO COE Oe EN nh ee i ceed ecco veda cbetawess $141, 127, 835 
ic caddineceSSut bad UoceSbbons ScectveedeSéaseues 141, 127, 835 


TOR 2.05 ndisnd's-cdononeneeashe des dosccsencbncodabasned cosdeas 282, 255, 670 


From this it is clear that if the balances under the new plan were 
established by taking actual money and putting it in the reserve 
banks the actual release of cash as compared with the penis plan 
would be the difference between the total new reserve and the present 
reserve, while if-the reserve balances were created by rediscounting 
the cash released under the new plan would be the difference between 
the cash required to be held under the new plan and the cash now 
actually held. That would signify: 


Dee Nas GUECUO OF CML. Sorc res ec cc chee ed ee edsvccdacedduasedce $268, 473, 589 
Minimum release of cash 127, 345, 754 


Seer eee ee eee eee eee eee ee ee eee 


8. At the same date mentioned above the banking reserve in 
reserve cities as held by the banks was: 


a I i $250, 383, 926 
SE Ot RE ons cine cub ahasennacsb dan Gesuuy hicks ei neh h habeas os 232, 799, 679 
Desist 8d. Fh. A BR AUK Sor ina 483, 183, 605 


Under the new plan these banks would have to hold in cash 9 
per cent of their net deposits subject to reserve requirements and 4 
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like amount in balances: (maximum), which would be for the reserve 
cities as a group: 


BP NEON onc... es chen sgeponcntucecupeesbiseteasbousccne 7 
To be held in balances..................cseeceeseees eeesccsccccccces O78, 128, 701 
ee et ee ee ee eee $50, 257, 402 


Comparing these res with the present requirements, as alread 
Goon, i is seen thes the new plan right mene either a 
Maximum St Ode. 28 Ei Be ewe ee $75, 255, 225 
Or a maximum contraction of cash............ ‘ 99, 873, 476 


9. At the same date mentioned above ‘the banking reserve in 
country banks was held as follows: 


pS ee er ee ee ee ee ee $289, 177 
FE Es a0 can ocdesson.scchnécacdenachanstaamemenacehschibwes 310, oon 129 
PN a Avec CaP ee Re RSet i. Bee 600, 081, 306 


“Under the new plan the cash required would be 5 per cent of their 
net deposits subject to reserve requirements and 7 per cent in 
balances (2 of this at the bank’s discretion). This would mean: 


SR EE A i ontanen déntccqqensedeaedebemenssscneieaeninn $180, 533, 642 
TT EE GENE. cuccpoadcccosevenccovencengnbsseeeseeoeoennens 252, 747, 100 
iis si aA ates SA TAS IIR UAH 433, 280, 742 


On the same principles as before this would mean a maximum re- 
lease or contraction as follows: 


Pe IeRRE SOMANOG Sins 0 5 s's ce stink. do LHS. eis te hides ek dicted Y. Teat $108, 858, 635 
PRIETO TE COMAATECOION 2 oi vccnan Seis cochlea nab os side mescec stds cébnadens 148, 888, 565 


10. Thus it appears that there would be a possible maximum con- 
traction as follows: 





ST MEE, svat cccccuscoccncedvecsudpes en cnqinkthesendeial $99, 973, 476 

GE IES FEES 6 Seca bee ccc cudes dds ccbnts ude ccdgubedcusreectaeh 43, 
Os ncn anya cacduds abv ade deuce te tdbaten iste yeshnatees 243, 862, 041 
Deduct central reserve city release. ..... 2.2... eee eee eee e wees 127, 345, 754 
De ee ee ee 116, 514, 287 

It is also evident that the resuit might work out as follows: 
Released by central reserve city banks........................--0000-- $268, 473, 589 
Released by reserve city banks......................cseeeeeeeeeeeees 75, 255, 225 
Released by country banks. . .... 2.2.0... ccccc cece ccc cscccccccsccces 108, 858, 535 
Ws 2050 a0capemhanshsannssnedaneeicsinaeebibemmdbneden 452, 587, 349 


11. Which of these results would probably be reached? Assume 
that the first (contraction) was the net result owing to banks fulfilling 
their reserve requirements by depositing cash in every instance. 
The Government balances which are now to be poured into trade 
channels through the new reserve banks will run from $200,000,000 
to $250,000,000. Bearing in mind the fact that the capital of the 
new banks has to be raised in cash, it will be seen that allowing for 
$100,000,000 of this capital the monetary situation would be left 
about the same as it is to-day except that the new reserve banks 
would be in position to add their loaning power to that of the older 
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banks. If we now assume that the transfer of -reserves resulted in 
the extreme limit of expansion already referred to, it would be noted 
that the cash is rele only on the assumption that the new reserve 
banks have to hold one-third in lawful money in order to make these 
discounts, it is clear that only two-thirds of $452,587,349, or about 
$300,000,000, will be released. Of this sum a certain part would 
be needed in bringing the reserves of State banks which may become 
members of the new associations up to the level which is required of 
them. How much this would be can not he poalsiyey asserted. 

12. If it be asserted that this process lead to inflation, the 
answer to be made is that whether it will or not is a matter in the 
hands of the reserve banks which have it in their power by fixing 
their rate of discount suitably to prevent the banks from creat 
with them by rediscounting reserve balances in excess of the requir 
5 per cent. If the reserve banks should do this, it would be found 
that the required 5 per cent referred to would be about $356,000,000 
while the amount which the banks at their option might or might 
not obtain in this way would be about $213,000,000, the actual cash 
required to be held by them under the new plan as already sketched, 
being as follows: 


rn Cite WRGING, 0.65 ins « iin nc ats ddeklac ss iucldbedennbule $141, 127, 835 
NT ON. oo 6.0 ccndu dans Cometegiaue osccdcekackiend saws 175, 128, 701 
«<5 kon in then thakeh ess IPadaeteele wih ch idan 180, 533, 642 

DO in. sie Gs MANO oe dthin Oo cc wedondemsedbbs centadnis we sbied 496, 790, 178 


Add to this the amount which the reserve banks can at their optidn 
make it worth while for the other banks to hold in cash or to deposit 
with them in cash, and we have a total of about $710,000,000. The 
actual cash held to-day by the banks at home and in the redem 
tion fund is about $950,000,000. Something like $240,000,000 would 
thus be released under the probable working out of the system, and 
this would be drawn upon for the other purposes already referred to. 


IMMEDIATE SHIFTING OF FUNDS. 


This review of the reserve requirements of the proposed bill is, how- 
ever, based entirely upon a comparison of the situation as to reserves 
at the present time contrasted with the situation which will exist at 
the end of three years after the measure has gone completely into 
operation. It was deemed wise to allow this length of time, as has 

eady been elsewhere noted, for the reason that there will neces- 
ony e some readjustment of loans, and if the change were to be 
suddenly made it might result in temporary embarrassment for some 
banks. The committee has made very careful inquiry into the 
length of time that should be allowed i shifting reserve require- 
ments in the way indicated, and the maximum period that has been 
asserted to be necessary was found to be three years. It is probable 
that the change could be effected in a very much shorter time than 
this, if it were necessary to bring it about more quickly, but the com- 
mittee has deemed it best to allow the full period that was thought 
desirable by the most conservative reasoners whom it consulted. 
This three-year period was the maxiinum mentioned either in the 
public hearings or in communications sent to the committee by 
experts with reference to the subject. 
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There is, however, another phase of the question of transfer which 
has not yet been dealt with. A review of the reserve section will 
make it clear that a period of 60 days after the creation of the reserve 
banks is fixed, rpms ate ne conditions are allowed to remain as they 
are if desired by city banks, but by the end of which it is required that 
a certain transfer of reserves shall have been made to the reserve 
banks. Inasmuch as it was thought that this transfer might be difficult 
for the banks unless they were granted relief to a corresponding extent, 
the bill provides for the reduction of the reserve requirements in 
reserve and central reserve cities from 25 to 18 per cent at the end of 
the 60-day period in question. An examination of the latest returns 
for banking condition made public by the comptroller as of June 4, 
1913, and reproduced in the appendix of this report shows 
that the total net deposits subject to reserve requirements may be 
taken for purposes of discussion at $7,200,000,000. Three per cent 
of this amount is $216,000,000. This might be eupelied either 
through actual transfer of cash from the banks which now hold it, 
or through the obtaining of rediscounts, or partly in one way or 
partly in the other. The committee, however, has endeavored to 
adjust the requirements of the bill so that the transfer could be 
made, as already stated, in actual cash without any inconvenience. 
The reserve banks of the central reserve cities have normally on 
hand about $400,000,000 of reserve money. Of this seven twenty- 
fifths would be released under the provision for reduction of reserves 
from 25 per cent to 18 percent. Banks in reserve cities have nor- 
mally about $250,000,000 in cash, and about an equal amount in 
balances with central reserve cities. The reduction of reserve re- 
quirements from 25 to 18 per cent would release seven twenty-fifths 
out of this amount, or 34 per cent in balances and 34 per cent in 
cash—roughly speaking, $70,000,000 in each form. 

Now, let ihe assumed that the banks undertake to comply with the 
requirement of a transfer of 3 per cent of their liabilities from existing 
reserve city and central reserve city banks to the new reserve banks. 
As an extreme illustration we may suppose that the country banks 
will draw for the amount in question on the reserve city banks. As 
the deposit liabilities of the country banks are about $3,600,000,000, 
it may be supposed that the call will require about $108,000,000. How 
would the reserve city banks supply tls amount—assuming that the 
call was made upon them and not directly upon central reserve city 
banks? Presumably they would draw upon their New York corre- 
spondents, and upon other central reservecities, unless by sodoing they 
cut down the balances there below the figure necessary for them to 
hold in order to comply with reserve requirements. We have seen 
that they could spare only about 34 per cent of their own outstanding 
deposits. It must be remembered, however, that they will them- 
selves find it necessary to shift 3 per cent of their outstanding de- 
posits to the reserve banks. In addition, then, to the total draft of 
$108,000,000 made upon them by tlie country banks, they will have 
to provide in order to meet their own requirements 3 per cent of about 
$2,000,000,000 or roughly speaking $60,000,000—a total requirement 
therefore of $168,000,000. Of this it is fair to suppose that 34 per 
cent of their present deposits or fully $70,000,000 can be directly trans- 
ferred in cash without damaging their position. Another $70,000,000 
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can be clipped from their balances with central reserve cities without 
unduly reducing the latter. There would thus be needed $28,000,000 
to meet all demands in cash. 

In connection with the foregoing computation, it should, however, 
be borne in mind that 1 per cent of cash has been released in the 
country banks by the reduction of the vault cash requirements from 
6 to 5 per cent. Inasmuch as the total reserve requirements of 
country banks is cut to 12 per cent, it may perhaps be fair to sup- 

e that this margin of cash could be drawn upon at the very outset 
in order to supply cash requirements. It would certainly before long 
furnish a means of angunaiens discounts and would be available as 
a cash resource for the combined banks obviating the necessity of 
applying to the new reserve banks for recdliscount accommodation. 

It must, moreover, be borne in mind in the foregoing computations 
that by the process of withdrawing funds already referred to there 
has been a corresponding reduction of deposit liabilities, with a cor- 
responding reduction of reserve requirements against them. For 
example, if the assumption that country banks draw upon reserve city 
banks for the full amount of their transfers to the new Federal reserve 
banks be correct, tlie effect would be to eliminate about $100,000,000 
of deposits formerly held by reserve city banks against which reserves 
had to be carried but which having been paid off are no longer sub- 
ject to reserve requirements. This would be a release under the new 
reserve provisions of $20,000,000 of reserve money in the reserve 
cities. The reserve thus released might be either in cash om balances 
and it is fair to assume would be about evenly divided between the 
two. In central reserve cities if a draft for $70,000,000 were made 
by reserve city banks the result would be a release of reserve against 
deposits to a corresponding extent, thereby enabling banks to reduce 
their necessary cash holdings by one-fitth of that amount, $14,000,000, 
at the outset and by a further 2 per cent additional later on. 

Summing up these compensating or offsetting factors of the situa- 
tion it is a fair conclusion that the draft upon the banks during the 
first 60 days’ life of the new undertaking would be much less, sf far 
as reserve requirements are concerned, than the demands made by 
present reserve requirements. 

What has been said applies entirely to the first year under the new 
measure. At the end of that time an additional transfer of 2 per 
cent of deposit habilities must be made by the member baste. 
Assuming that their deposits remain stationary during the year on 
the basis of the report of June 4, last, the amount needed to be trans- 
ferred would be 2 per cent of about $6,900,000,000, or about $138,- 
000,000. If the banks had not accumulated cash during the year 
or retained the surplus cash set free at the outset, this require- 
ment might, so far as it consisted of an actual draft upon reserve 
and central reserve cities, have to be met by rediscounting. There 
is, however, no probability that any such situation would de- 
beac On the contrary, the year’s operations would have been 
marked by a far greater ease in the loan transactions of the banks 
than any previously experienced, due to the fact that the new reserve 
system was in operation. It is fair to suppose that the amount of 

eposits would have increased considerably and that the amount of 
reserve to be transferred would have correspondingly increased. 
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That in the meantime the habit of resorting to the reserve banks for 
rediscounts would have grown up can not be questioned. At the end 
of the year, therefore, the banks would snaphy bd obliged to strengthen 
their balances with the reserve banks to the extent of $138,000,000, 
and they would do this throug]? ordinary commercial processes involv- 
ing no inconvenience or sacrifice whatever. If the extreme supposi- 
tion that the banks did not enlarge their deposits during the year, 
and that the cash originally held against them remained stationary, 
should be accepted, the fact weld remain that the reserve banks 
would during that period have received some $200,000,000 from the 
Government in cash deposits and would have paid out more or less 
of it, into circulation, inevitably resulting in increasing the flow of 
cash into the vaults of the member banks while they would still 
have a comfortable margin left from the first release. If the volume 
of loans were the same at the end of the year as at the beginning it 
would be practically inevitable that they should be very much stronger 
in cash than they are at present. 

In closing this discussion of the relative strength of the banks 
before and after the transfer of reserves, it is well to emphasize onee 
more the fact that the new requirements, far from causing constric- 
tion will cause relaxation and that the danger of the situation from 
the banking standpoint will not be in the limitation of loans but 
rather in the inflating of them—a process which, however, will remain 
well under the control of the reserve banks to be organized, by reason 
of their regulation of the rate of rediscount. 

Throughout the foregoing computations, it should be understood, 
reference has been had to the most unfavorable conditions that could 
be supposed to exist and no effort has been made to put the situation 
in a Viet that would present the transition to the new system as 
unduly casy. There are two broad classes of considerations which, 
however, should: be taken into account in studying the situation 
which would exist after tne adoption of the proposed bill. These are 
as follows: 

1. Many banks do not keep their permitted balances with banks 
in reserve cities, but with banks in central reserve cities. The result 
is that the total amount of drafts to be made upon reserve city banks 
will, in tact, be less than that which has already been computed and 
there will be less necessary shifting of balances under the operation 
of the bill in question. 

2. It is not true that all banks would as assumed come into the new 
system within 60 days. The act is founded upon the provision that 
(a) within 90 days after the adoption of the act the organization com- 
mittee snall designate places for the organization of reserve banks, 
and that (b) within 60 days after the date when the organization of a 
bank has been announced, there shall be a shift of a certain per cent in 
the reserves required. This would be a total of 150 days after the pas- 
sage of the act which would be likely to elapse before the new reserve 
requirements would become effective. More important still, the 
new reserve banks can be organized in any district as soon as a capital 
of $5,000,000 each is assured. This woutd be $60,000,000 in all, so 
that even if reserve banks were simultaneously organized in all dis- 
tricts it would not be necessary for more than three-fifths of the banks 
to have signified an intention to enter the system. The banks are 
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given a year within which to settle for themselves whether they will 
enter thesystem or not. It is thus entirely possible, although we think 
not probable, that the organization of some of the reserve banks 
might be deferred until several months after the adoption of the act. 
If this shou'd be the case the cal! for new reserves would be even 
slower and it is fair to assume that the movement of bauks into the 
system will practically be distributed throughout the year so that the 
draft on reserve funds will not fall suddeniy as has been assumed in 
the computations made above, but will be diffused over a very con- 
siderable period. This would give ample opportunity for the acquir- 
ing of reserve money through any one of the channels through bias 
it is ordinarily obtained—importation, production of gold, the gather- 
ing in of cash in circulation, or as a substitute the gradual extension 
of rediscounts by Federal reserve banks which count for reserve pur- 
poses the same as actual cash, up to the specified limit permitted by 
the act. There need therefore be no anxiety whatever with reference 
to a sudden stringeney due to an excessive demand for currency con- 
sequené upon a rush of banks inte the new system immediately after 
the enactment of the proposed legislation. On the contrary, the 
reasonable expectation would point in the opposite direction— 
toward a somewhat extensive relaxation of cash requirements due to 
the fact that banks will sce a profit in getting rediscounts from the 
Federal reserve banks instead of fulfilling their reserve requirements 
by transferring actual reserve money to such banks. This is quite 
opposed, we are aware, to the current view on this subject, but it is 
far more in harmony with the facts of the case. 


SECTION 21, 


In this section provision is made for the repeal of portions of exist- 
ing law which require that the 5 per cent fund deposited with the 
Treasurer of the United States by national banking associations for 
the purpose of note redemption shall be counted as part of the lawful 
reserve. There is no good reason for treating the 5 per cent fund 
in this way and there never has been any. The existing requirements 
of legislation practically withdraw the amount kept with the Treasury 
for the purpose of current redemption of national bank notes from 
the actual uses of the bank and put them out of reach. It is believed 
that if the national banks are to continue to issue notes, and so long 
as they do, they should be required to provide for the redempt on- of 
their notes on an independent basis, and that the fiction of counting 
as reserve something which is not reserve and never can serve that 
purpose ought not to be maintained. As the national-bank notes are 
retired, through the presentation of 2 per cent bonds for conversion 
into threes, the amount of the fund kept on deposit with the Treasury 
for the current redemption of national-bank notes will be of less and 
less importance, so that such burden as is thrown vpee the banks 
by the provisions of section 21 will disappear as the banks at their 


own option convert their bonds. The section is therefore a further 
working out of the ideas carried by section 20, which are in sub- 
stance that reserve should be either actual cash at home or a balance 
with a cooperative institution which is organized for the purpose of 
maintaining and safeguarding the solvency of the Suey and which 
can be relied upon to hold its balances subject’ to call 

necessity. 


in case of 
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SECTION 22. 


Section 22 establishes a reserve of 334 per cent of the owtetanding 
demand liabilities of each Federal reserve bank, such reserve to be 
held in gold or lawful money. In a gencral way the committee 
believes that requirement of a fixed reserve is not a wise or desirable 
thing as vinwedl in the light of scientific banking principle. It be- 
lieves, however, that in a country accustomed to fixed reserve require- 
ments the prescription of a minimum reserve may have a beneficial 
effect, and it therefore has determined upon 334 per cent. This it 
regards as a minimum requirement and it firmly believes that the 
reserve banks will of their own accord keep as a usual practice con- 
siderably more than the amount required. It will be remembered 
that in an earlier section (sec. 12) the Federal reserve board was 

iven power to suspend reserve requirements for 30 days if it saw 
it. And in the present.section, with that in mind, it is provided that 
if, upon notice of 30 days after being directed by the Federal reserve 
board to make good its required reserve so as to bring it up to 334 per 
cent, any Federal reserve bank fails to comply with directions, the 


Federal reserve board shall have power to close the bank and appoint 
a receiver therefor. 


SECTION 23. 


In section 23 it is sought to improve upon and strengthen existing 
bank oxamination requirements, in the belief that the latter are not 
now sufficiently effective and that existing authorities have not the 
power to carry through such examinations either with the thorough- 
ness or the frequency that the circumstances demand. Section 23 
therefore provides for a change in the method of compensating bank 
examiners and alters in various details the methods now employed in 
carrying out the examinations. 

In view of the close and intimate relationships which are to be 
muintained between Federal reserve banks and thar member banks, 
and in view of the fact that the Federal reserve banks are authorized 
to act as clearing houses for such member banks, the power is be- 
stowed upon the Federal reserve banks subject to the oversight of the 
Federal reserve board to carry on examinations of member banks as 
it may deem best. These cxaminations would be similar to those 
now conducted by clearing-house associations. 

Paragraph 3 of the sectior authorizes the Federal reserve board to 
make an examination not less frequently than four times a yoar of 
national banks in reserve cities. This is in view of the fact that the 
reserve cities, if they continue to be such, wil] have the power of hold- 
ing bank funds and of conducting all of the functions they now per- 
form. It has been found in the past that the condition of city 
banks changed much more rapidly than did that of country banks, 
and it is therefore thought to be desirable that specially close over- 
sight should be maintained with rogard to this class of banks. 

It has been complained that under this section national banks in 
reserve cities aaah be under examination nearly all the time. No 
charge of thd sort can be sustained. The Federal reserve board’s 
examinations of banks in reserve cities, which are to be made four 
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times a year, are not additional to the two examinations of every 
national banking association described in the first paragraph, but 
include them. In other words, banks ranked as country banks are 
to be examined at least twice and all others at least four times a year 
by the Federal reserve board, while, if desired, the reserve bank of 
each district may have a system of its own for keeping advised of the 
affairs of member banks—a plan employed by clearing-house associa- 
tions to-day. The specifications with reference to the items to be 
shown in the reports of examination of national banks in reserve 
cities cover items that have been, it is thought, neglected under past 
legislation. 

In gencral the purpose of this section is to convey all reasonable 
and necessary power of bank examination, to place it where it can be 
most effectively used, and to assume that the power is to be used for 
the purpose of strengthening, protecting, but certainly not of annoy- 
ing or crippling the banks to which it is applied. 


SECTION 24. 


In this section it is sought to correct a bad practice, all too preva- 
lent, of paying fees to bank examiners in order that they may make 
a favorable report upon the condition of a bank; and further to end 
the illegitimate practice whereby officers of national banks have here- 
tofore profited at the expense of borrowers by charging a commission 
or Reclierags for the obtaining of loans. The extent of these prac- 
tices can not be stated, but that they prevail is certain; and it is 
equally clear that they are opposed to public welfare and to sound 
banking, besides being wholly at variance with fundamental principles 
of honorable personal conduct. 


SECTION 25, 


In this section it is endeavored to overcome the practice which has 
sprung up on the part of dishonest or cowardly national bank stock- 
holders of evading the double liability provision when they have 
been informed of the failure of a bank in which they hold shares, by 
transferring such shares to some ‘‘dummy” who is immune from 
recovery under the double-liability provision. It is believed that by 
making stockholders who have transferred their shares 60 days before 
a bank failure equally as liable as if they had not made such transfer, 
the needs of the situation will be met. Some have alleged that the 
requirements should be that stockholders be liable whenever and so 
long as it could be proven that they had knowledge of the impending 
cake failure, but that they should not be liable if in good faith they 
transferred their shares within 60 days before a failure. This sounds 
plausible but is at variance with the facts of experience. The process 
of proving that a stockholder had knowledge is difficult and expensive, 
if not impossible in many cases, and it is believed that the 60-day 
provision is entirely equitable and far more workable. 


SECTION 26. 


Loans on improved farm lands are provided for in this section under 
strict limitations as to the value of the security and the amount of 
the loan 4s compared with the face of the bank's capital. The loans 
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are limited to a period of twelve months, and are permitted only in the 
case of country banks. This provision has not been made, as seems 
to be supposed in some quarters, for the purpose of furnishing a 
means of supplying farmers with working capttal: It has been made 
upon the advice of practical bankers, in recognition of the fact that 
in many parts of the country the principal or almost the sole business 
of national banks is found in making loans to farmers, and that while 
these loans are in every sense commercial in that they are to be paid 
back out of the proceeds of a business process then going on—the 
raising and marketing of a crop—the only actual security the farmer 
can offer is a lien upon his Sain adel its products. To allow the bank 
to take this lien enables it to do frankly and truthfully, with due pro- 
tection to itself, business that it will probably do in some way, even if 
not thus authorized, inasmuch as the well-being of the community 
and the transaction of its business calls for the extension of loans to 
farmers who are engaged in the process of growing and marketing 
consumable articles and who need working capital in order to facilitate 
their operations. The total amount of such loans which could be 
made under the provisions of this section might run as high as 
$150,000,000, but is not likely to approximate that sum. 


SECTION 27. 


Permission to national banks to open departments specifically 
designed for the reception of savings deposits and conducted with a 
view to the separate investment and protection of such anvieep 
deposits is granted in section 27. For a long time national banks 
have found their business encroached upon by the growth of savings 
banks and trust companies, and in several hundred instances they are 
now found evading the law by the organization of allied concerns 
which are carried on as trust companies or savings banks under 
technically separate organization, but really under an identical 
control. The committee, while strongly believing in the principle of 
a corps of commercial closely restricted banks as the basic clement in 
the country’s credit system, believes that with the added strength 
afforded by the new Federal reserve banks, Congress may roses 
relax some of the restrictions now surrounding the business of national 
banks and allow to national institutions the savings bank and limited 
trustee functions recognized in this section without unduly straining 
the essential structure of the national banking system, provided that 
savings departments if organized shall be conducted upon an entirely 
separate basis from the commercial departments of the national 
banks creating them, with segregated reserves and strictly segregated 
assets. Some further restrictions have been laid down in the section 
which are largely self-explanatory. 


SECTION 28. 


There has long been a demand for an extension of the powers of 
national banks which would permit them to facilitate foreign trade 
and do business abroad. The plan upon which the committee has 
determined after much consideration and comparison of various 
competing propositions calls for permission to national banks having 
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a capital of $1,000,000 or over to establish branch banks in forei 
countries whenever they may deem best, subject to regulations to 
prescribed by the Federal reserve board. It is, however, required 
that due application shall be made to the reserve board for permis- 
sion to establish such branches and that in establishing them the 
bank-in question shall set aside a specified amount of ita capital for 
use at the said branches and shall submit to suitable examination of 
the affairs of the branches. A separate accounting system is ordered 
to be maintained at each “ook in order that it may be known 
anrety how successfully each such independent institution is a 
carried on, and in order to prevent unsuccessful operations engag 
in at one point from being covered up in the affairs of the institution 
as a whole. Inasmuch as the requirements concerning the creation 
of these branches are necessarily general in terms, section 28 natu- 
rally specifies that a power of further regulation from the adminis- 
trative standpoint shall be lodged with the Federal reserve board 
in order that the said board may exercise a suitable control over the 
doings of the banks which apply for such permission, and of their 
branches. 
SECTION 29. 


Section 29 is merely the usual provision for repeal of inconsistent 
statutory requirements, whatever they may be, that might conflict 
with the terms of the legislation now proposed for adoption. 


SECTION 3. 


Section 30 specifies that Congress retains the right to amend, alter, 
or repeal the act—a power reserved, no doubt, in any event, but 
which it has been deemed best to express in specific language. 





Arrenvrx A. 


Daily statement of the United States Treasury at close of business Aug. 5, 1913. 


CASH ASSETS AND LIABILITIES, 


General fund. 


ASSETS, 
Cash: 
In Treasury offices — 

Ep Sheree ert $26, 227, 243. 44 
Gold certificates........... 91, 276, 790. 00 
Standard silver dollars. ... &, 565, 931. 00 
Silver certificates.......... 14, 136.624. 00 
United States notes... ... 7, 944, 142.00 
Treasury notes of 1890..... 4,538. 00 
Certified checks on banks.. 524, 892. 95 
National-bank notes. 48, 810, 150. 97 

Nore. — This includes 

$44,468,400.97 which the 

Treasury has redeemed and 

for which it will receive 

pene fom national 
197, 490, 321. 36 


In national-hank depositaries— 

To credit of Treasurer 
United States... 

To credit of postmasters, 


54,574, 542. 20 


judicial officers, etc...... 6. 525, KA8. 30 
Available cash in Treasury and 
Dams... « .:< saden seen ... 268,590,701. 86 
Free and available balance in 
Treasury and banks 
Available cash, $258,590, 701. 86 
Current lia 
bilities..... . 151,668, 167 
Free balance... "106, 922, 534. 42 
In treasury, Philippines 
To credit of Treasurer, 
United States .. 1, 829, 953. 69 
To credit of disbursing 
officers..... 1, 654, 548. 97 
Balances in Treasury offices 
limited tender or unavail- 
able 
Silver bullion... 2, 185, 639. 91 
Subsidiary silver coin....... 20, 148, 579. 76 
Fractional currency ....... 339. 19 


Minor coin.... 1,971, 510 07 


Total cash assets in the 
general fund. 





1 The act of July 14, 1890, provides that deposit; made b 
be covered into the Treasury as miscellaneous receipts an 





LIABILITIES, 
Current liabilities: 
in Treasury offices— 


ae officers’ bal 
Nh, dda Sb Ch endiea < 909. 432,075. 81 
Outenndina warrants... 3, 754, 564. 
Outstanding Tresurer’s 
poe Gli adn aos dase 9, 440, 773. 
‘ost fice Department 
balances......... 10, 135, 920. 79 
Postal savings balances... . 1, 504, 100. 63 
Judicial officers’ balances, 
Re Kenneenaueee 8,304,014. 
National-bank notes: Re 
demption fund '.. 20,741, 483. 50 
National-bank 5 per cent 
PE veka bene don ts ds . @%,871,679.3%8 
Assets of failed national 
| Rp pape 5, 441,625. 28 
Coupons and interest checks 1, 400, 769. 47 
Miscellaneous (exchanges, 
Cigetvvevevivvevceveese< 5,075, 981. 16 
EE Se Se 162, 201, 968. 56 
Subtract: Checks not 
ry 17, 944, 501. 58 


144, 47, 486.98 
In national-bank depositaries— 
Judicial officers aangnete, 
etc. osee 6, 525, 838. 30 


Outstanding warrants..... 704, 842. 16 
Current Itabilities in Treasury and 

Weld nccsdoseuseuenea miseaedase 151, 668, 167. 44 

In treasury, Philippines— 

Dis el rsing officers’ 

ieee tate . 1,654, 548. 97 

Outstanding warrants... 2, 106, 704. 

Total liabilities against cash... 155, 428, 420. 50 

Net balance in general fund........ 130, 962, 552. 96 
Total liabilities and net 

Be iicens«ntnvigkiod 236. 380, 973. 6 


7 national banks to redeem circulating notes shall 
that the Treasury shall redeem from the general 


cash the circulating notes which come into its possession subject to redemption. 


75 








76 CHANGES IN THE BANKING AND CURRENCY SYSTEM. 


The currency trust funds, the general fund, end the gold reserve fund. 





ASSET i. 
Currency trust funds 
ath attra is 50d 0g sasiilinn $800, 041, 520. 00 
Gold Ene teas seaenens 202, 778, 640. 00 
Total gold........... seses-- 1,002, 820, 160. 00 
Bilver dollars................. 485, 008, 000. 00 
Silver dollars of 1900........... 2, 645, C00. 
Total currency trust funds.... 1,580, 473, 160. 00 
Total cash amets, as above.. 286, 380, 973. 45 
Geld reserve fund 
Di. -hinshauaneduswese 100, 000, 000. 00 
iiss on cada deciie ks 50, 000, 000. 00 
Grand total cash assets in 
oo. eee 2, 016, 854, 142. 45 





Gia BIL TIES. 


Cera tee aang 00,0, 10.0 


Silver certificates ou 
485, 006, 000. 00 
2, 645, 000. 00 


Total outstanding certificates 1, 530, 473, 160.00 
fund liabilities and 


balance: 
Total liabilities, as above.... 
Balance in 
eneral 


und, as 
above. .... $130, 952, 552. 
000. 


155, 428, 420. 50 





2, 016, 854, 142. 48 


§ Reserved against $346,681,016 of United States notes and $2,145,000 of Treasury notes of 1890. 


Cash receipts and payments, Aug. 5, 1913. 
GENERAL FUND. 








RECEIPTS. 
Current recefpts: 
WR oc cbottasccccazedecators $1,321,619. 83 
Internal revenue— 
Ord besebentvanaapon ses = : 
Miscellaneous... ss, 82682. 80 
i 
‘ Total. . wanseeteeeessesecesneens 2, 286, 956. 47 
} Na tionabbank a post- 
masters’ receipts, etc.......... 5, 506, 450. 65 
Total current and agency re 
a wea 7, 793, 407. 12 
Publio-debt receipts: 
Lawtiul money deposited to re 
tire national-bank notes (act 
DOOR, SOU accsteiassscegse _ 104, 650. 00 
Proceeds of posta! sav BONES... cccccccocese 
Panama Cana!— ani 
POORRSES GT ORES: oo oS cceésccdéeccdisase 
Total recetpts for the day...... 7, 998, O57. 12 
Excess of payments for the day...... 2, 007, 430. 50 
9, 905, 487. 62 





PAYMENTS. 
Currency payments: 
B ry and Subtreasuries.. $2,603, 228. 31 
BY national banks SSecesddscccess 3, 827, 706. 54 
RO on nin dpadicsnsdbebecios 6, 520, 934. 85 
A ymen ts: 
PN atbonal-bank redemptions, post- 
masters’ payments, etc........ 3, 250, 302.77 
Total current and agency - 
ste aantonecnane ctl 9, 780, 237. 62 
Public-debt payments: 
Lawful money for national- 
bank notes re’ (act July 14, 
aw EL ELE Tr 125, 250. 00 
United States bonds, certificates, 
and motes paid..............ccccccccccccccces 
Panama Cana! payments: 
Disbursements for the canal (in- 
cluded above in current pay- 
MOTB) . 0 cece cece ccc cere reenecescceses 
Tota! payments for the day.... 9,905, 487.62 
E-xcees of receipts for the day...........-.-..------ 
9, 905, 487. 62 


Norg.—Both receipts and payments represent transactions which have reached the Treasury this day. 
Distant points are, necessarily, a number of days behind. 





RECAPITULATION, GENERAL FUND. 
Total cash assets in the general 





fund, previous day.............. $288, 388, 403. 95 
Receipts this day............-..... 7, 898, 057. 12 
206, 286, 461. 07 

Payments this day................ 9, 905, 487. 62 


Total cash assets in the general 
fund at end of this day.......... 286, 380, 973. 45 


TRANSACTIONS IN NATIONAL-BANK NOTES. 
Notes received wr redemption this 





BEN oronkt pnicac beds apiedene eae $1, 241, 900. a0 
———= 

Month to date: 
RED DEEN. hn dsacccecdcees 8, 550, 875. 70 
Last fiscal year................ 9, 336, 666. 60 

Year to date: 

EE POD < cccensctevacese 68, 901 , 606. 20 
Last fiscal year................ (8, 503, 127. 50 
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Bonds held in trust for national banks, Aug. 5, 1918. 


rr 





Bonds held for national banks. 


To secure dep rsits of 


ce public moneys. 
Rate of + ota) amount | 

















Kind of bonds. — outstanding. 7 
; Total. ree Value at 
| circulation. : rate ap- 
V oe at proved by 
| pee. depart- 
ment. 
| | 
GOVERNMENT 
U.S. loan of 1925..at par 4 $118, 489, 900 | $36, 821, 700 $33, 357,500 | $3, 464,200 | $3, 464, 200 
U.S. loan of 100%-1918.do..| 3 63,945, 460 | 25,663,300 | 22,023 200 | 3,640,100 | 3,640, 100 
U.S. Panamaof lil...do..| 3 50, 000, 000 57, 56D, 700 |......... ..| 17,580,700 | 17, 580, 700 
140 s.consol of 1930... ..do it (46, 250, 150 | 616, 225,750 | 604, 501,550 | 11,634,200 | 11,634, 200 
U.S. Panama of 1630... do 2 54, 031, ONO 5A, 128, 300 52, SM, (WO 1, 274, 000 1, 274, 000 
U.S. Vanama of 1938... .do.. 2 30, 000, 000 2Y, 472, 40 28, 945, 040 $27,000 527, 000 
Philippine loans. . do } 16, 000, 000 SS A Y eee» 5, 927, 000 5, 927, 000 
Porto Rico loans do., 5, 225, 000 Eee Oe Inacoecaesene 1, 801, 000 1, 301, 000 
District of Columbia. .do..| 3.05 ti, 970, 650 ¥33, OUD |...... oeaceas 933, 000 933, 000 
erritory of Hawaii, 34 per | 
Ul. cent bonds at 90 per cent 
of par: all other Hawaiian 
bonds at market value, | 
not exceeding par........|  (') 6, 515, Ouo 1,943,000 |. 00... eccees-} 1,943, 000 1, 895, 900 
| 
MISCELLANEOUS. } 
Philippine Railway Co....| 4 8, 54:3, 000 | eae ce | 898, OUD 588, 571 
Manila Railroad Co.. 4 6, 735, OOO | i ORD Lcdeccmase cs | 10, 000 6,750 
I1I.{At 90 per cent of market | 
value, not exceeding 90 | 
per cent par. | 
IV. State, county, and city at | 
75 per cent? of market 
value, not exceeding pur (4) saa 14, 831,000 |... <mnntetiios 14, S31, 600 9, 693, 102 
TOD. sic c6s éwestnn ‘ PAM. . | 5m, 2,060 | 741, 772, 250 | 4, as, MOD | 8, Ou, 528 
' i 





' Various 
* For the Histrict of Columbia temporary tax deposits, certain other classes of securities are also accept- 
able at this rate and State bonds are acceptable at & per cent of market value, not exceeding pur. 


When banks have occasion to withdraw bonds held by the Treasurer to secure deposits of public moneys, 
the following shall be the order of withdrawal: Group 1V, Group III, Group I, and Group I. 

Bonds within a group may be interchanged by banks if desired, but bonds in a lower group may not be 
substituted for these in a higher group, except that an initial substitution of bonds of a lower group for 
those of a higher group may be made to an amount net to exceed 30 per cont of the total security value 
of bonds held for a particular bank. National bank depusitaries which have not as yet taken out the full 
amount of circulation authorized by law may withdraw United States 2’s and substitute for them bonds 
in Group LI, provided the 2’s as withdrawn shall be used us security for additional circulation, 
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Current receipts: 
IR Ibs Sehaccihamenesenctatas 
Internal revenue— 

Ordinar 
Corporation tax 
Miscellaneous 


Total cash receipts 


Pay warrants drawn: 


BANKING AND CUBRENCY SYSTEM. 


Current receipts contrasted with pay warrants drawn (exclusive of postal service payable 
from postal revenues)—Aug. 5, 19183. 


Month to date. 








Year to date. 





This fiscal year.) Last fiscal year.) This fiscal year.| Last fiscal year. 







$3, S45, 597. 68 





$3, 859, 556. 50 | $31, 652,252.22 | $31, 996, 058. 77 























3, 616, 306, fi2 3,635, 497.81 | 29,337, 154.75 28, 368, 034. 10 
44, 124. 16 86, 112. 59 1,897, 423. 04 1, 440, 105. 21 
&95, 970. 32 677, 412. 55 5, 746, (92. 89 5, 990, 714. 87 
67, 794. 912. 05 





























































































Legislative establishment.......... 1, 343, 143. 83 1, 214, 583. 19 
Executive Office................... 45, 184. 66 (8, 355. 00 
State Department................. 588, 885. 90 382, 498. 58 
Treasury Department— 
Excluding public buildings. ... , 422. 6 109, 753. 0% 4,316, 767.05 3, 832, 832. 60 
Public buildings !.............. 21,245. 01 55, 431. 12 1, #21, 198. 23 1, 700, 813. 68 
War Department— 
REET Sc asccchsescasbdese 1,907, 407. 1, 014, 557. 46 16, 776, 280. 11 12, 199, 639. 90 
SN ios xcs chsenumaontintieenassnseenewkoweiancaseaeseaden 2:30, O88. 02 184, 814. 53 
Rivers and harbors............ 346, 063.7 426, 436. 85 4,975, 390. 48 4, 024, 133. 75 
Department of Justice............. 29, 616. 04 31, 588. 99 1, 380, 509. 44 596, 761. 37 
Post Office Department— 
Not including postal service. ... 132, 406. 25, 347.94 326, 780. 40 165, 422. 37 
Postal deficiencies.............|.....-. biG es doe meee Awe haa Gaae 401, 947. 60 
Navy Department—Naval......... 1, 988. 506. 71 1,798, 159.50 | 14,311, 720.37 12, GRS, 142. 26 
Civilian....... 14, 900. 00 7, 233. 86 87, 208. 33 75, S87. 12 
Interior Department—E xc iu d- 
ing ‘“‘ Pen- 
sions” 
and “In- 
dians’’.... 120, 432. 03 . 49 4, 834, 369.19 4,877, 134% 
Pensions.... 3, 225, 804. 38 3, ons. 4 59 17, 674, (G8. 15, 774, 255. 46 
Indians..... 530, 710. 23 197, 125. 88 1, 537, 434.72 1, 020, 043. 64 
Department . yn peer aiey = 997.07 21, 506. 00 2, 810, 906. 54 1, 972, 362. 62 
Department of Commerce.......... 48, (125. 62 . 937, 162. 08 . 
WG CERIN aos 5 6 ve ses inde Cade scent cs } 3, 745. 10 { 349, 816. 37 1, O61, 585. 91 
= eet offices and commis- 
lh iain initia hs Rinna hn eb abts oa @, 017.12 583.33 385, 986. 95 339, 331. 19 
District Me NEI. on. os no oss 05'08 61, (39.01 577, 333. 33 2, 574, 110. 30 2, 807, 444. 19 
Interest on the public ‘Quer * 111, 194.75 77, 705. 67 3, 332, 241. 54 3, 406, 007. 40 
Total pay warrants drawn....| 8, 998, 407. 68 7, 907, 882.74 | 80, 788, 974.79 795, 956. 79 
Less: unexpended balances 
Si chenticishitbinkina tes adaxcial 405, 595. 70 444, 805. 68 2, 281, 956. 65 1, 061. 662. 55 
Total pay warrants (net). 8, 592, 811. 98 | i7, 734, 294. 24 
Excess of current receipts (surplus).|................] 705, 502.40 |........... (0, 618.71 
Excess of pay warrants (doficit).... een As RIA cancun cnsaccnde chy Meee MOOI Lacs. <s hii cena 
——_—= —S=== 
Public debt receipts: i 
Lawful money deposited to retire | 

national-bank notes (act July 14, 

I i Si ie a 334, 650. 00 50, 000. 00 1, 791, 690. 00 i, 502, 060. 00 
Proceeds of postal savings NE Ree ee ak. Pere gcse 1, 116), 880. 00 854, 860.00 
Proceeds of Panama Canal bunds...]................]........... eG they ae 

ee ae cr ian ctlaaigetaa rattan 
Tote! public debt receipts 334, 650.00 | 50), 0F0. 90 | 2, 908, 57 0.00 m| 2, 356, 920. 00 
—- i Sa ——SSsess 
Public debt payments: 
National-bank notes retired .......| 3&3, 900.00 375,950.00 | 3,143,012. 90 3, 256, 098. 00 
United States bonds, certificates, 
I I OU issn ek ce ctrewecdncthsessnkieesdeghasleccupeiehi iia 5, 260. 00 | 29, 765. 00 
Total retirements. ........... 383, 900, 00 375,99. 00 3, 148, ~2 50 | 3, ORS. 903, 00 
Panama (Canal payients 
Pay warrants for construction, etc. . 1,049, 846. 50 28, 073. 06 4, 263, 207. 65 4, 186, 587. 45 
Total public debt and l'anama | 
Canal pay warrants.. | Zs 433, 746. 0 44, 023. 06 7,411, 500. 15 7,471, 390.45 
————_ = == = ——| ——_— ——— = ———S EB 
Excess of public debt receipts . esos ce uiewchdaakeckectan hess demain bhes denn cupeveuls sasbeeetab eases 
Excess of public debt and Panama co 
Canal pay warrants. ............. 1,099, 996. 50 353, 963. 06 4,502, 630. 15 5, 114, 470. 45 
EE Sodaancheadsl ieee orate aencdlbtecalincnsiaeal 
Biet ees OF all COCHIN « 6 5 0 00sccccenithesnccnkansnssons 441, 539 Te rie eo a Se 
Net excess of all pay warrants.......... ERE OE TO Mededcecnenccaeess 14,376, 425. 39 | 5, 053, 851. 74 











1 Bites, construction, equipment, operation, and maintenance. 
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Panama Canal (Aug. 5, 1913): 
‘Total amount expended on purchase and construction of canal to this date.......... $322, 491, 900. 66 
Amount expended to this date from proceeds of sales of bonds, including premiums... 138, 600, 869. 02 


Balance expended out of general fund of Treasury, reimbursable from proceeds of 
bonds not yet sold 





S meahonusugsn ot erences Sapahadtios Ghke dn anasteteneeneeeaaad 183, 801, 031. 64 
Tota! bonds authorized by existing laws for Panama Canal....................- 375, 200, 980. 00 
en Oy SOG CP GS 65 wvik ov cdnc dad eavacidacchccectaceccnenediedcuees 134, 631, 980. 00 


ewinvewesssvevecereuauya ees. 240, 569, 000. 00 
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Abstract of reports of condition of national banks in the United Statea on Sept. 4 and Nov. 26, 1912, and Feb. 4, Apr. 4, and June 4, 1918. 
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Changes in the principal items of resources and liabilities of national banks as shown by the 
valurnd oh dene Pi y . 4 


1912. 


4, 1918, as compared with the returns on Apr. 4, 1918, and June 14, 





Bince Apr. 4, 1913. Bince June 14, 1913. 
















Items. 





SR IE INNIS << ccnndcstecsunctunisasanctakabases $35, 068, 246.39 | $199, 123,701.00 |............... 
United States bonds. ...............-.--| $2, 706,190.00 |.............-.. TE, RO | ici cccceccen dS 

Due from national banks, State banks 
and bankers, and reserve agents......./...............| 68,245, 007.88 |................. | $27,903, 419. 00 
ecccoccccccccccccccccccsccccccccos! Ah, IOB, 227. BD |... cccccccccccccfecccccescecccess: 32, 688, 060. 36 
SN 5 nth ticdincdccntenseooed SE aseauecsenetege 1, 467, 806.00 |.....-.-..s20e 
pl aera nti ; OBST ©. oS. énasvanns 
Surptus and other profits................] 13, 686,712.07 |................ aa, GL a 1. ocwncannsanen 
Ses niddcckeccestuavacecSCectsaut Gee .cckekceeoshebe 55, BE, BUS | es desdicdvceds 

Due to national and State banks and 
RE ME cukacecctotolecntgeatckstbianscwantaxs te SD Es vRetiete Rasy teda’ 57,611, 846. 42 
IES on. < ditccacbundhcethddsdnaebadelnet : S90. GOD, SUT. FO isicdavenee es 
United States Government deposits.....| 3, 522,162.56 |. 2.2.2.0... cee lee eee eee ne eee 19, 220, 041. 53 
IE IUD, 255 ccouscccupell < MERI Uc un cbuanc sndeob sladeeanannnscaawenines codecs seeds 
Bills payable and rediscounts...........| 16,374, 236. 73 |........... cadeeh ROOK Oleh a canes ccoscas 
Ria wick 0s cb ends enue sadenapubaccccccauseess BUG, BOOTIES Wekd ddcevsccwsss 


| 
! Postal savings deposits eliminated from United States deposits. 


Total namber banks reporting June 14, 1912, 7,372; June 4, 1913, 7,473; increase, 101. 


Tuomas P. Kane, 
Acting Comptroller. 











1913. 


Abstract of reports of the national banking associations of the United States, showing their condition at the close of business on Wednesday, June 4, 
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1918—Continued. 


Abstract of reports of the national banking associations of the United States, showing their condition at the close of business on Wednesday, June 4, 
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Abstract of reports of the national banking associations of the United States, showing their condition at the close of business on Wednesday, June 4, 
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Abstract of the reports of condition of national banks in the United States on June 4, 1918, 
arranged by classes. 














RESOURCES. 


Loans and discounts. .......... 
COTES. 5 an cabhedsasanodions 
United States bonds to secure 
MIO oc bkctdu teas coins 
United States bonds to secure 
United States deposits ‘ 
Other bonds to secure United 
States deposits 
United States bonds on ‘Stat | 


Premiums on United States 
Nts daiccudsabnagss at Och 
Bonds, securities, etc -| 
Banking house, furniture and 
CG ches beoth << éusas> as 
Other real estate owned. ; 
Due from national banks (not 
reserve agents)....... 
Due from State banks and 
bankers, trust companies, etc. 
Due from approved reserve 
agents... a 
Checks and other cash items... 
Exchanges for clearing house. 
Bills of other national banks. .. 
Fractional currency, nickels, 
8 - SRR ee veneer 
I hatin otatehee Hes cb euees 
Legal-tender notes. . 
Five cent redemption fund 
Due from Treasurer of United 
— other than 5 per cent 
un 


LLA BILITIES. 


Capital stock paid in 
oad es fund. 
ivided profits, 
penses and taxes. ; / 
notional. bank notes outstand- 


less ex- 


ing. . 
State-bank notes outstanding. | 
Due to national banks (not re- 

serve agents) 
Due to State banks and bankers | 
Due to trust companies and 
savings banks... 


Due to a app proved reserve agents. | ip cumeeenteasha 
8 


Dividends unpaid............. 

Individual deposits. ........... 

United Stetes deposits. . 

Postal wee deposits......... 

Deposits of United States dis 
bursing officers. 

Bonds borrowed . 

Notes and bills rediscounted. . 

PRED s 6 dap Kanes o «sent ns 

Reserved for taxes... .. 

Liabilities other than 
above stated....... 


Total... 


Central reserve 
city banks (52). 


81, 355, 090. 00 


3, 670, 000. 00 | 


3, 066, 402. 44 
1, 000, 120. 00 | 


787, 774. 53 
210, 810, 479. 10 


37,931, 243. 04 
1,543, 592. 52 


144, 611, 713. 50 
50, 308, 317.15 


182, 650, 000. 00 
164, 245, 000. 00 


56, 121, 856. 33 


79, 132, 825. 00 
16, 516. 00 


534, 790, 339.03 


205, 009, 999. 23 


224, 605, ORO. 64 
251, 028. 97 


975, 581, 299. 58 


4, 529, 269. 11 
1, 102, 635. 28 


487, 106. 83 
13, 449, 040. 00 
65, 000. 00 
335, 000. 00 
2,501, 111.73 


123, 000. 00 


2, 445, 176, 007. 73 | 3,062, 070, 278. 





Other reserve 
city banks (315). 


‘$1, 640, 317, 608. 33 
) 717.17 | 


1, 435, 930, 189. 14 


3, 183, 861. 62 
164, 633, 240. 00 
18, 547, 500. 00 


17, 122, 899. 04 
1, 734, 800. 08 


1,990, 011.55 
235, 190, 549. 44 


65, 751,006. 40 
7, 769, 305. 11 


194, 344, 454. 86 
91, 646, 988. 98 


265, 216, 882. 89 
11, 902, 552. 93 






3,311,012. 00 






264, 217, 710. 00 
187, 736, 975. 77 






63, 680, 642. 05 


161, 901, 967. 50 
468.00 


411, 957, 865. 50 
216, 121, 788. 43 


227, 697, 703. 81 
31, 431, 888. 90 
191, 478. 77 













19, 291,072. 78 
6, 379, 859. 18 












Ceuntr 


$3, 186, 975, 347. 94 


5,529, 673, 471. 19 






banks 
(6, 






















15, 465, 573. 23 
489, 238, 540. 00 
24, 844, 190. 00 


23, 408, 628. 10 
3, 603, 080. 00 


4, 098, 850. 81 
604, 586, 627. 01 


145, 206, 704. 51 
22, 020, 050. 53 


100, 065, 031. 68 
53, 034, 760. 41 
496, 960, 111. 84 
18,374, 495. 47 
15, 970, 425. 19 
32, 405, 907. 00 
2, 448, 704. 80 
207, 179, 395. 27 
58, 880, 475. 00 
, 306. 00 


, 


1, 574, 266. 40 


610,052, 082. 00 
368, 624, 816. 77 


148, 329, 464.19 








5 


BSERES BS WS 


8 
s 






a 
. 


‘= 
- 
=} 
rT 
Bw 








3, 018, 281. 21 
19, 110, 361. 25 
2, 898, 462. 25 
&, 274, 951. 60 
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APPENDIX C. 
The bill as reported to the House is as follows: 


A BILL To provide fer the establishment ef Federal reserve banks, to furnish an élastic currency, to 


afford means of rediscounting cemmercial te establish a mere effective supervision of banki 
in the United States, and for other purpese = 


Be it enacted by the Senate and House of Representatives of the United 


States of America in Congress assembled, That the short title of this 
act shall be the ‘‘Federal reserve act.” 


FEDERAL RESERVE DISTRICTS. 


Sec. 2. That within nincty days after the passage of this act, or 
as soon thereafter as practicable, the Secretary of the Treasury, the 
Secretary of Agriculture, and the Comiireiine of the Currency 
acting as ‘‘The Reserve Bank Organization Committee,” shall 
designate from among the reserve and central reserve cities now 
authorized by law a number of such cities to be known as Fedoral 
reserve cities, and shall divide the continental United States into 
districts, each district to contain one of such Federal reserve cities: 
Provided, That the districts shall be apportioned with due regard 
to the convenience and customary course of business of the com- 
munity and shall not necessarily coincide with the area of such 
State or States as may be wholly or in part included in any given 
district. The districts thus created may be readjusted and new 
districts may from time to time be created by the.Federal reserve 
board hereinafter established, acting upon a joint application made 
by not less than ten member banks desiring to be organized into a 
new district. The districts thus constituted shall be known as 
Federal reserve districts and shall be designated by number accord- 
ing to the pleasure of the organization committee, and no Federal 
reserve district shall be abolished, nor the location of a Federal 
reserve bank changed, except upon the application of three-fourths 
of the member banks of sack district. 

The organization committee shall, in accordance with regulations 
to be established by itself, proceed to organize in each of the reserve 
cities designated as Setelcbiebed specified a Federal reserve bank. 
Each such Federal reserve bank shall include in its title the name 
of the city in which it is situated, as ‘“‘ Federal Reserve Bank of Chi- 
cago,”’ and so forth. The total number of reserve cities designated 
by the organization committee shall be not less than twelve, and 
the organization committee shall be authorized to employ counsel 
and expert aid, to take testimony, to send for persons and papers, 
to administer oaths, and to make such investigations as may be 
deemed necessary by the said committee for the purpose of deter- 
mining the reserve cities to be designated and organizing the reserve 
districts hereinbefore provided. 

Every national bank located within a given district shall be 
required to subscribe to the capital stock of the Federal reserve bank 
of that district a sum equal to twenty per centum of the capital stock 
of such national bank, fully paid in and unimpaired, one-fourth of 
such subscription to be paid in cash and one-fourth within sixty days 
after said subscription is made. The remainder of the subscription 
or any part thereof shall become a liability of the member bank, 
subject to call and payment thercof whenever necessary to meet the 
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obligations of the Federal reserve bank, under such terms and im 
accordance with such regulations as the board of directors of said 
Federal reserve bank may prescribe: Provided, That no Federal 
reserve bank shall commence business with a paid-up and unim- 
paired capital less in amount than $5,000,000. The organization 
committee shall have power to appoint such assistants and incur 
such expenses in carrying out the provisions of this act as it shall 
deem necessary, and such expenses shall mepeyebe by the Treasurer 
of the United tates upon voucher approved by the Sedtetasss of the 
Treasury, and the sum of $100,900, or so much thereof as may be 
necessary, is hereby appropriated, out of any moneys in the Treasury 
not otherwise appropriated, for the payment of such expenses. 


STOCK ISSUES. 


Sro. 3. That the capital stock of each Federal reserve bank shall 
be divided into shares of $100 each. The outstanding capital stock 
shall be increased from time to time as member banks increase their 
capital stock or as additional banks become subscribers, and shall be 
decreased as member banks reduce their capital stock or cease to be 
members. Each Federal reserve bank may establish branch offices 
under regulations of the Federal reserve board at points within the 
Federal reserve district in which it is located: Provided, That the 
total number of such branches shall not exceed one for each $500,000 
of the capital stock of said Federal reserve bank. 


FEDERAL RESERVE BANKS. 


Sro..4. The national banks in each Federal reserve district uniting 
to form the Federal reserve bank therein, hereinbefore provided for, 
shall under their seals make an organization certificate, which shall 

ecifically state the name of such Federal reserve bank so organized, 

territorial extent of the district over which the operations of said 
Federal reserve bank are to be carried on, the city and State in 
which said bank is to be located, the amount of capital stock and the 
number of sharés into which the same is divided, the names and places 
of doing business of each of the makers of said certificates and the 
number of shares held by each of them, and the fact that the certifi- 
cate is made to enable such banks to avail themselves of the advan- 
tages of this act. The said organization certificate shall be acknowl- 
edged before a judge of some court of record or notary public; and 
shall be, together with the acknowledgment thereof, authenticated 
by the seal of such court, or notary, transmitted to the Comptroller 

the Currency, who shall file, record, and carefully preserve the 
same in his office. Upon the filing of such certificate with the Comp- 
troller of the Currency as aforesaid, the said Federal reserve bank 
so formed shall become a body corporate, and as such, and in the 
name designated in such organization certificate, shall have power 
to’ perform all these acts and to enjoy all those privileges and to 
exercise all those powers described in section fifty-one hundred and 
thirty-six, Revised Statutes, save in so far as the same shall be limited 
by the provisions of this act. The Federal reserve bank so incorpo- 
rated shall have succession for a period of twenty years from its or- 
ganization, unless sooner dissstved by act of Congress. 
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Every Federal reserve bank shall be conducted under the over- 
sight and control of a board of directors, whose powers shall be the 
same as those conferred upon the boards of directors of national 
banking associations under existing law, not inconsistent with the 
provisions of this act. Such board of directors shall be constituted 
and eiected as hereinafter specified and shall consist of nine mem- 
bers, holding office for three years, and divided into three classes, 
designated as classes A, B, and C. 

Class A shall consist of three members, who shall be chosen by and 
be representative of the stock-holding banks. . 

Class B shall consist of three members, who shall be representative 
of the general public interests of the reserve district. 

Class C shall consist of three members, who shall be designated by 
the Federal reserve board. 

Directors of class A shall be chosen in the following manner: 

It shall be the duty of the chairman of the board of directors of the 
Federal reserve bank of the district in which each such bank is situ- 
ated to classify the member banks of the said district into three gen- 
eral groups or divisions. Each such group shall contain as nearly as 
may be one-third of the aggregate number of said member banks of 
the said district and shall consist, as nearly as may be, of banks of 
similar capitalization. The said groups shall be designated by num- 
ber at the pleasure of the chairman of the board of directors of the 
Federal reserve bank. 

At a regularly called directors’ meeting of each member bank in 
the Federal reserve district aforesaid, the board of directors of such 
member bank shall elect by ballot one of its own members as a district 
reserve olector and shall certify his name to the chairman of the board 
of directors of the Federal reserve bank of the district. The said 
chairman shall establish lists of the district reserve electors, class A 
thus named by banks in each of the aforesaid three groups, and shall 
transmit one list to each such elector in each group. Every elector 
shall, within fifteen days of the receipt of the said list, select and cer- 
tify to the said chairman from among the names on the list pertaining 
to his group, transmitted to him by the chairman, one name, not his 
own, as representing his choice for Federal reserve director, class A. 
The name receiving the greatest number of votes, not less than a 
majority, shall be designated by said chairman as [Federal reserve 
director for the group to which he belongs. In case no candidate 
shall receive a majority of all votes cast in any district, the chairman 
aforesaid shall establish an eligible list, consisting of the three names 
receiving the greatest number of votes on the first ballot, and shall 
transmit said list to the electors in each of the groups of banks estab- 
lished by him. Each elector shall at once select and certify to the 
said chairman from among tho three persons submitted to him his 
choice for Federal reserve director, class A, and the name receiving 
the greatest number of such votes shall be declared by the chairman 
as Federal reserve director, class A. In case of a tie vote the balloting 
shall continue in the manner hereinbefore prescribed until one can- 
didate receives more votes than either of the others. 

Directors of class B shall be chosen by the electors of the respec- 
tive groups at the same time and in the same manner prescribed for 
directors of class A, except that they must be selected from a list of 
names furnished, one by each member bank, and such names shall 
in no case be those of officers or directors of any bank or banking 


{ 
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association. They shall not accept office as such during the term of 
their service as directors of the Federal reserve bank. hey shall be 
fairly representative of the commercial, argicultural, or industrial 
interests of their respective districts. The Federal reserve board 
shall have ore at its discretion to remove any director of class 3 
in any Federal reserve bank if it should appear at any time that 
such director does not fairly represent the commercial, agricultural, 
or industrial interests of his district. 

Three directors belonging to class C shall be chosen directly by the 
Federal reserve board, wi shall be residents of the district for 
which they are selected, one of whom shall be designated by said 
board as chairman of the board of directors of the Federal reserve 
bank of the district to which he is appointed and shall be designated 
as ‘‘Federal reserve agent.” He shall be a person of tested banking 
experience; and in addition to his duties as chairman of the board of 
directors of the Federal reserve bank of the district to which he is 
appointed he shall be required to maintain under regulations to be 
established by the Federel reserve board a local office of said board, 
which shall be situated on the premises of the Federal reserve bank 
of the district. He shall make regular reports to the Federal reserve 
board, and shall act as its official representative for the performance 
of the functions conferred upon it by this act. He shall receive an 
annual compensation to be Exed by the Federal reserve board and 
paid monthly by the Federal reserve bank to which he is designated. 

Directors of Federal reserve banks shall receive, in addition to any 
compensation otherwise provided, a reasonable allowance for neces- 
sary expenses in attending meetings of their respective boards, which 
amount shall be paid by the respective Federal reserve banks. Any 
compensation that may be provided by boards of directors of Federal 
reserve banks for members of such boards shall be subject to review 
by the Federal reserve board. 

The reserve bank organization committee may, in organizin 
Federal reserve banks for the first time, call such meetings of ban 
directors in the several districts as may be necessary to carry out 
the purposes of this act and may exercise the functions herein con- 
ferred upon the chairman of the board of directors of each Federal 
reserve bank pending the complete organization of such bank. 

At the first meeting of the full board of directors of each Federal 
reserve bank after organization it shall be the duty of the directors of 
classes A and B and C, respectively, to designate one of the members 
of each class whose term of office shall expire in one year from the 
first of January nearest to date of such meeting, one whose term of 
office shall expire at the end of two years from said date, and one 
whose term of office shall expire at the end of three years from said 
date. Thereafter every director of a Federal reserve bank chosen as 
hereinbefore provided shall hold office for a term of three years; but 
the chairman of the board of directors of each Federal reserve bank 
designated by the Federal reserve board, as hereinbefore described, 
shall be removable at the pleasure of the said board without notice, 
and his successor shall hold office during the unexpired term of the 
director in whose place he was appointed. Vacancies that may 
occur in the several classes of directors of Fedcral reserve banks — 
be filled in the manner provided for the original selection of suc 
directors, such appointees to hold office for the unexpired terms of 
their predecessors. 
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Sec. 5. That shares of the capital stock of Federal reserve banks 
shall not be transferable, nor be hypothecated. In case a member 
bank increases its capital, it shall thereupon subscribe for an additional 
amount of capital stock of the Federal reserve bank of its district 
equal to twenty per centum of the bank’s own increase of capital, ten 
per centum of said subscription to be paid in cash in the manner here- 
inbefore provided for original subscription, and ten per centum to 
become a liabuity of the member bank according to the terms of the 
original subscription. A bank applying for stock in a Federal reserve 
bank at any time after the formation of the latter must subscribe for 
an amount of the capital of said Federal reserve bank equal to twenty 
yer centum of the capital stock of said subscribing bank, paying there- 
for its par value in accordance with the terms prescribed by section 
two of this act. When the capital stock of any Federal reserve bank 
has been increased either on accoupt of the increase of capital stock of 
member banks or on account of the inerease in the number of member 
banks, the board of directors shall make and execute a certificate to 
the Comptroller of the Currency showing said increase in capital, the 
amount paid in, and by whom paid. In case a member bank reduces 
its capital stock it shall ouvrenait a proportionate amount of its hold- 
ings in the capital of said Federal reserve bank, and in case a member 
bank goes into voluntary liquidation’ it shall surrender all of its hold- 
ings of the capital stock of said Federal reserve bank. In eithercase 
the shares surrendered shall be canceled and such membe, bank shall 
receive in payment therefor, under regulations to be prescribed by the 
Federal reserve board, a sum equal to its cash paid subscriptions on 
the shares surrendered. 

Sec. 6. That if any member bank shall become insolvent and a 
receiver be appointed the stock held by it in said Federal reserve 
bank shall be canceled and the balance, after deducting from the 
amount of its cash-paid subscriptions all debts due by such insolvent 
bank to said Federal reserve bank, shall be paid to the receiver of 
the insolvent bank. Whenever the capital stock of a Federal reserve 
bank is reduced, either on account of a reduction in capital stock of 
any member bank or of the liquidation or insolvency of any such 
member bank, the board of directors shall make and execute a 
certificate to the Comptroller of the Currency showing such reduc- 
tion of capital stock and the amount repaid to such cab 


DIVISION OF EARNINGS. 


Sec. 7. That after the payment of all necessary expenses and taxes 
of a Federal reserve bank, the member banks shall be entitled to 
receive an annual dividend of five per centum on the paid-in capital 
stock, which dividend shall be cumulative. One-half of the net 
earnings, after the aforesaid dividend claims have been fully met, 
shall be paid into a surplus fund until such fund shall amount to 
twenty per centum of the paid-in capital stock of such bank, and of 
the remaining one-half sixty per centum shall be paid to the United 
States and forty per centum to the member banks in the ratio of their 
average balances with the Federal reserve bank for the preceding 
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pm Whenever and so long as the surplus fund of a Federal reserve 
ank amounts to twenty per centum of the paid-in capital stock and 
the member banks shall beve received the dividends at the rate of 
five per centum per annum hereinbefore provided for, sixty per 
centum of all excess earnings shall be paid to the United States and 
forty per centum to the member banks in proportion to their annual 
average balances with such Federal reserve bank: all earnings derived 

the United States from Federal reserve banks shall constitute a 
sinking fund to be held for the reduction of the outstanding bonded 
indebtedness of the United States, said reduction to be accomplished 
under regulations to be prescribed by the Secretary of the Treasury. 
Should a Federal reserve bank be dissolved or go into liquidation, 
the surplus fund of said bank, after the payment of all debts and 
dividend requirements as hereinbefore orovided for, shall be paid to 
and become the property of the United States. 

Ever Bader reserve bank incorporated under the terms of this 
act and the capital stock therein held by member banks shall be 
exempt from Federal, State, and local taxation, except in respect to 
taxes upon real estate. 

Sec. 8. That any national banking association heretofore organized 
may upon application at any time within one year after the passage 
of this act, and with the approval of the Comptroller of the Currency, 
be granted, as herein provided, all the rights, and be subject to all 
the lishilities, of national banking associations organized subsequent 
to the passage of this act: Provided, That such application on the part 
of such associations shall be authorized by the consent in writing of 
stockholders owning not less than a majority of the capital stock of 
the association. Any national banking association now organized 
which shall not, within one year after the passage of this act, become 
a national banking association under the provisions hereinbefore 
stated, or which shall fail to comply with any of the provisions of 
this act applicable thereto, shall be dissolved; but sock dissolution 
shall not take away or impair any remedy against such corporation 
its stockholders or officers, for any liability or penalty which shall 
have previously been incurred. 

Sec. 9. That any bank or banking association incorporated by spe- 
cial law of any State or of the United States, or organized under the 
general laws of any State or the United States, and having an unim- 
paired capital sufficient to entitle it to become a national banking 
association under the provisions of existing laws, may, by the consent 
in writing of the shareholders owning not less than fifty-one per cen- 
tum of the capital stock of such bank or banking association, and with 
the approval of the Comptroller of the Currency, become a national 
banking association under its former name or by any name approved 
by the comptroller. The directors thereof may continue to be the 


directors of the association so organized until others elected or 
appointed in accordance with the eee of the law” When the 
comptroller has given to such bank or banking association a certifi- 


cate that the provisions of this act have been comphied with, such bank 
or banking association, and all its stockholders, officers, and employ- 
ees, shall have the same powers and privileges, and shall be subject to 
the same duties, liabilities, and regulations, in all respects, as shall 
have been prescribed by this act or by the national banking act for 
associations originally organized as national banking associations. 
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STATE BANKS AS MEMBEES. 


Sec. 10. That from and after the passage of this act any bank or 
banking association or trust company incorporated by special law of 
any State, or organized under the general loan of any State or the 
United States, may make application to the Federal reserve board 
hereinafter created for the mght to subscribe to the stock of the Fed- 
eral reserve bank organized or to be organized within the Federal 
reserve district where the applicant is located. The Federal reserve 
board, under such rules and regulations as it may prescribe, subject 
to the provisions of this section, shall permit such applying bank to 
become a stockholder in the Federal reserve bank of the district in 
which such applying bank is located. Whenever the Federal re- 
serve board shall permit such an applying bank to become a stock- 
holder in the Federal reserve bank of the «istrict in which the apply- 
ing bank is located, stock shall be issued and paid for under the rules 
and regulations in this act provided for national banks which become 
stockholders in Federal reserve banks. 

It shall be the duty of the Federal reserve board to establish 
by-laws for the general government of its conduct in acting upon 
applications made by the State banks and banking associations and 
trust companies hereinbefore referred to for stock ownership in Fed- 
eral reserve banks. Such by-laws shall require applying banks not 
organized under Federal law to comply with the reserve requirements 
and submit to the inspection and regulation provided for in this and 
other laws relating to national banks. No such applying bank shall 
be admitted to stock ownership in a Federal reserve bank unless it 
possesses a paid-up unimpaired capital sufficient to entitle it to 
Coean a national banking association in the place where it is situ- 
ated, under the provisions of the national banking act, and conforms 
to the provisions herein prescribed for national banking associations 
of similar capitalization and to the regulations of the Federal reserve 
board. 

If at any time it shall appear to the Federal reserve board that a 
banking association or trust company organized under the laws of 
any State or of the United States has failed to comply with the pro- 
visions of this section or the regulations of the Federal reserve board, 
it shall be within the power of the said beard to require such banking 
association or trust company to surrender its stock in the Federal 
reserve bank in which it holds stock upon receiving from such Federal 
reserve bank the cash-paid subscriptions to the said stock in current 
funds, and said Federal reserve bank shall, upon notice from the 
Federal reserve board, be required to suspend said banking associa- 
tion or trust company from further privileges of membership, and 
shall within thirty days of such notice cancel and retire its stock and 
make payment therefor in the manner herein provided. 


FEDERAL RESERVE BOARD. 


Seo. 11. That there shall be created a Federal reserve board, 
which shall consist of seven members, including the Secretary of the 
Treasury, the Secretary of Agriculture, ard the Comptroller of the 
Currency, who shall be members ex officio, and four members chosen 
by the Daihen of the United States, by and with the advice and 
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consent of the Senate. In selecting the four appointive members of 
the Federal reserve board, not more than one of whom shall be 
selected from any one Federal reserve district, the President shall 
have due regard to a fair representation of ee aphical 
divisions of the country. The four members of the Federal reserve 
board chosen by the President and confirmed as aforesaid shall devote 
their entire time to the business of the Federal reserve board and 
shall each receive an annual salary of $10,000, together with an allow- 
ance for actual necessary traveling expenses, and the Comptroller of 
the Currency, as ex officio member of said Fedgral reserve board, 
shall, in addition to the salary now paid him as comptroller, receive 
the sum of $5,000 annually for his services as a member of said board. 
Of the members thus appointed by the President not more than two 
shall be of the same political party, and at least one shall be a person 
experienced in paaeenes One shall be designated by the President 
to serve for two, one for four, one for six, and one for eight years, 
respectively, and thereafter .each member so appgjnted shall serve 
for a term of eight years unless sooner removed for cause by the 
President. Of the four persons thus appointed, one shall be desig- 
nated by the President as manager and one as vice manager of the 
Federal reserve board. The manager of the Federal reserve board, 
subject to the supervision of the Secretary of the Treasury and Fed- 
eral reserve board, shall be the active executive officer of the Federal 
reserve board. 

The Federal reserve board shall have power to levy semiannually 
upon the Federal reserve banks, in proportion to capital stock, an 
assessment sufficient to pay its estimated expenses for the half year 
succeeding the levying of such assessment, together with any deficit 
carried forward from the preceding half year. 

The first meeting of the Federal reserve board shall be held in 
Washington, District of Columbia, as soon as may be after the pas- 
sage of this act, at a date to be fixed by the reserve bank organiza- 
tion committee. The Secretary of the Treasury shall be ex officio 
chairman of the Federal reserve board. No member of the Federal 
oeserve board shall be an officer or director of any bank or banking 
institution or Federal reserve bank nor hold stock in any bank or 
banking utstitution; and before entering upon his duties as a member 
of the Federal reserve board he shall certify under oath to the Sec- 
retary of the Treasury that he has complied with this requirement. 
Whenever a vacancy shall occur, other than by expiration of term, 
among the four members of the Federal reserve board chosen by the 
President, as above provided, a successor shall be appointed by the 
President, with the advice and consent of the Senate, to fill such 
vacancy, and when chosen shall hold office for the unexpired term of 
the member whose place he is selected to fill. 

The Federal reserve board shall annually make a report of its 
fiscal operations to the Speaker of the House of Representatives, who 
shall cause the same to be printed for the information of the Congress. 

Section three hundred and twenty-four of the Revised Statutes of 
the United States shall be amended so as to read as follows: ‘‘There 
shall be in the Department of the Treasury a bureau charged, except 
as in this act otherwise provided, with the execution of all laws passed 
by Congress relating to the issue and regulation of currency issued by 
or through banking associations, the chief officer of which bureau 
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shall be called the Comptroller of the Currency, and shall perform his 
duties under the general direction of the Secretary of ree 
acting as the chairman of the Federal reserve ~ ded, 
however, That no herein contained shall be construed to affect 
any power now vested by law in the Comptroller of the Currency or 


Sgro. 12. t the Fed reserve board hereinbefore established 
shall be authorized and empowered: 

(a) To examime at its discretion the accounts, books, and affairs 
of each Federal reserve bank and to require such statements and 
reports as it may deem necessary. The said board shall publish 
once each week a statement showing the condition of each Federal 
reserve bank and a consolidated statement for all Federal reserve 
banks. Such statements shall show in detail the assets and liabilities 
of such Federal reserve banks, single and combined, and shall furnish 
full information regarding the character of the lawful money held as 
reserve and the amount, nature, and maturities of the paper owned 
tr) et Sasi aktseapies; 4 f emergency, Federal 

© permit or require, in time of em ) reserve 
bamks to rediscount the discounted prime paper of other Federal 
reserve banks, at least five members of the Federal reseave board 
being present when such action is taken and all present consenting 
the requirement. The exercise of this compulsory rediscount io 


we 

by the Federal reserve board shall be subject to an interest o 

to the accommodated bank of not less than one nor greater than three 
per centum above the higher of the rates prevailing in the districts 
unmediately affected. 

(c) To suspend for a period not ex ing thirty days (and to 
renew such suspension for periods not to ex fifteen da a 
ower reserve requirement specified in this act: Provided, at it 
. establish a graduated tax upon the amouats by which the 
reserve requirements of this act may be permitted te fall below the 
level hereinafter specified, such tax to be uniform in its application 
to all banks; but said board shall not suspend the reserve require- 
ments with reference to Federal reserve notes. 

(d) To supervise and regulate the issue and retirement of Federal 
reserve notes and to prescribe the form and tenor of such notes. 

(e) To add to the number of cities classified as reserve and central 
reserve cities under existing law in which national banking associa- 
tions are subject to the reserve requirements set forth m section 
twenty of this act; or to reclassify existing reserve and central 
reserve cities and to designate the banks therein situated ss country 
banks at ite discretion. 

(f) To suspend the officials of Federal reserve banks and, for cause 
stated in writing with opportunity of —- oe the removal of 
said officials for incompetency, dereliction of duty, fraud, or deceit, 
such removal to be subject to approval by the President of the 
0 ®) Tore the writing off of doubtful or worthless assete 

© require the wri off of dou or wo assets upon 
the dpe balance sheets of Federal reserve banks. 

(h) To suspend, for cause relating to violation of any of the pro- 
visions of this act, the operations of any Federal reserve bank and 

int a receier therefor. 


ts ere orm the duties, functions, or services specified or implied 
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Smo. 13. “here is hereby created a Federal advisory council, 
which shall consist of ae many members as there are Federal reserve 
districts. Each Federal reserve bank by ite board of directors shall 
annually select from its own Federal reserve district one member of 
said council, who shall receive no compensation for his services, but 
may be reimbursed for actual necessary expenses. The meetings 
of said advisory council shall be held at Washington, District of 
Columbia, at least four times each year, and oftener if called by 
the Federal reserve board. The council may select its own officers 
and adopt ite own methods of procedure, and a majority of its 
members shall constitute a quorum for the transaction of business. 
Vacancies in the council shall be filled by the respective reserve 
banks, and members selected to fill vacancies shall serve for the 


unexpired term. 

The Federal advisory council shall have power (1) to meet and 
confer directly with the Federal reserve board on general business 
conditions; (2) to make oral or written representations concerning 
matters within the jurisdiction of said board; (3) to call for complete 
information and to make recommendations in regard to discount 
rates, rediscount business, note issues, reserve conditions in the 
various districts, the purchase and sale of gold or securities by 
reserve banks, open-market operations by said banks, and the gen- 
eral affairs of the reserve banking system. 


REDISOOUNTS. 


Sro. 14. That any Federal reserve bank may receive from any 
member bank or, solely for exchange on from other Federal 
reserve banks deposits of current funds in lawful money, national- 
bank notes, Federal reserve notes, or checks and drafts upon solvent 
banks, payable upon presentation. 

Upon the indorsement of -~ member bank any Federal reserve 
come 3 may discount notes and bills of exchange arising out of com- 
mercial transactions; that is, notes and bills of exchange issued or 
drawn for = industrial, or commercial purposes, or the 
proceeds of which have been used, or may be used, for such poe 
the Federal reserve board to have the right to determine or define 
the character of the paper thus eligible for discount, within the 
meaning of this act, but such definition shall not include notes or 
bills issued or drawn for the purpose of ae or trading in stocks, 
bonds, or other investment securities; nor s ahem thing herein con- 
tained be construed to — such notes and bills of exchange, 
secured by staple agricultural products or other goods, wares, or 
merchandise from being eligible for such discount. Notes and bills 
admitted to discount under the terms of this paragraph must have a 
maturity of not more than ninety days. 

bs apa the indorsement of any member bank any Federal reserve 
bank may discount the paper of the classes hereinbefore described 
having a maturity of more than sixty and not more than one hundred 
and twenty days when its own cash reserve exceeds thirty-three and 
one-third per centum of its total outstanding demand liabilities exclu- 
sive of its outstanding Federal reserve notes by an amount to be 
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fixed by the Federal reserve board ; but not more than fifty per centum 
of the total paper so discounted for any member bank shall have a 
maturity of more than ninety days. 

ae the indorsement of any member bank any Federal reserve 
b may discount acceptances of such banks which are based on 
the rtation or importation of goods and which mature in not 
more than six months and bear the signature of at least one member 
bank in addition to that of the acceptor. The amount so discounted 
shall at no time exceed one-half the capital stock of the bank for 
which the rediscounts are made. 

The aggregate of such notes and bills bearing the signature or 
indorsement of any one person, company, firm, or corporation 
rediscounted for any one bank shall at no time exceed ten per centum 
of the unimpaired capital and surplus of said bank; but this restric- 
tion.shall not apply to the discount of bills of exchange drawn in 
good faith against actually existing values. 

Any national bank may, at its retion, accept drafts or bills of 
cnonene? drawn upon it having not more than six months’ sight to 
run and growing out of transactions involving the importation or 
exportation of goods; but no bank shall accept such bills to an 
amount equal at any time in the aggregate to more than one-half the 
face value of its paid-up and unimpaired capital. 


OPEN-MARKET OPERATIONS. 


Sro. 15. That any Federal reserve bank may, under rules and 
ations prescribed by the Federal reserve board, purchase and 
sell in the open market, either from or to domestic or foreign banks, 
firms, corporations, or individuals, prime bankers’ bills, and bills of 
exchange of the kinds and maturities by this act made eligible for 
rediscount, and cable transfers. 
Every Federal reserve bank shall have power (a) to deal in gold coin 
and bullion both at home and abroad, to make loans thereon, and to 
contract for loans of gold coin or bullion, giving therefor, when neces- 


sary, acceptable security, including the hypothecation of United 
ted States bonds, and bonds issued 


States bonds; (b) to invest in Unite 
by any State, county, district, or municipality; (c) to purchase from 
member banks and to sell, with or without its indorsement, bills of 
exchange arising out of commercial transactions, as hereinbefore 
defined, payable in foreign countries; but such bills of exchange must 
have not exceeding ninety days to run and must bear the signature of 
two or more responsible parties, of which the last shall be that of a 
member bank; (d) to establish each week, or as much oftener as 
required, subject to review and determination of the Federal reserve 
board, a rate of discount to be charged by such bank for each class 
of paper, which shall be fixed with a view of accommodating the com- 
merce of the country; and (e) with the consent of the Federal reserve 
board, to open inf maintain banking accounts in foreign countries 
and establish agencies in such countries wheresoever it may deem 
best for the purpose of purchasing, selling, and collecting foreign bills 
of exchange, and to per and sell with or without its indorsement, 
through such correspondents or agencies, prime foreign bills of ex- 

e arising out of commercial transactions which have not exceed- 
ing ninety days to run and which bear the signature of two or more 





a 
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Szo. 16. That all moneys now held in the general fund of the 
Treasury shall, upon the direction of the Secretary of the Treasury, 

| within twelve months after the p of this act, be deposited in 

| Federal reserve banks, which banks l act as fiscal agents of the 
United States; and thereafter the revenues of the Government shall 
Ses regularly deposited in such banks, and disbursements shall be 
made by checks drawn senines such deposits. . 

The Secretary of the Treasury shall, subject to the approval of the 
Federal reserve board, from time to time, apportion the funds of 
the Government among the said Federal reserve banks, distribu 
them, as far as practicable, equitably between different sections, an 
may, at their joint discretion, ch interest thereon and fix, from 
month to month, a rate whic be arly paid by the banks 
holding such deposits: Provided, That no Federal reserve bank shall 
Poy ret upon any deposits except those of the United States. 

o Federal reserve bank shall receive or credit deposits except 
from the Government of the United States, its own member banks, 
and, to the extent permitted by this act, from other Federal reserve 
banks. All domestic transactions of the Federal reserve banks in- 
volving a rediscount operation or the creation of deposit accounts 
shall be confined to the Government and the depositing and Federal 
reserve banks, with the exception of the purchase or sale of Govern- 
ment or State securities or of gold coin or bullion. 


NOTE ISSUES. 


Szo. 17. That Federal reserve notes, to be issued at the discretion 
of the Federal reserve board for the purpose of making advances to 
Federal reserve banks as hereinafter set forth and for no other pur- 
ag are hereby authorized. The said notes shall be obligations of 

United States and shall be receivable for all taxes, customs, and 
other public dues. They shall be redeemed in gold or lawful money 
on demand at the Treasury Department of the United States, in the 
as Washington, District of Columbia, or at any Federal reserve 


ank. 

Any Federal reserve bank may, upon vote of its directors, make 
application to the local Federal reserve agent for such amount of the 
aScomaey notes hereinbefore provided for as it may deem best. Such 
application shall be accompanied with a tender to the local Federal 
reserve agent of collateral security to protect the notes for which 
application is made equal in amount to the sum of the notes thus 
applied for. The collateral security thus offered shall be notes and 
bills accepted for rediscount under the provisions of section fourteen 
of this act, and the Federal reserve agent shall each day notify the 
Federal reserve board of issues and withdrawals of notes to and by 
the Federal reserve bank to which he is accredited. The said Federal 
reserve board shall be authorized at any time to call upon a Federal 
reserve bank for additional security to protect the Federal reserve 
notes issued to it. 

Whenever any Federal reserve bank shall pay out or disburse 
Federal reserve notes issued to it as hereinbefore provided, it shall 
segregate in its own vaults and shall carry to a special reserve account 
on its books gold or lawful money equal in amount to thirty-three and 
one-third per centum of the reserve notes so paid out by it, such 
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reserve to be used for the redemption of said reserve notes as pre- 
sented; but any Federal reserve bank so using any part of such re- 
serve to redeem notes shall unmediately carry to said reserve account 
an amount of gold or lawful money sufficient to make said reserve 
equal to thirty-three and one-third per centum of ite outstanding 
Treasury notes. Notes so paid out shall bear upon their faces a dis- 
tinctive letter and serial number, which shall be assinged by the Fed- 
eral reserve board to each Federal reserve bank. Whenever Federal 
reserve notes issued through one Federal #eserve bank shall be re- 
ceived by another Federal reserve bank they shall be returned for 
redemption to the Federal reserve bank through which they were 
originally issued, or shall be charged off against Government deposits 
oad beteeande to the Treasury of the United States, or shall be pre- 
sented to the said Treasury for redemption. No Federal reserve 
bank shall pay out notes issued through another under penalty of a 
tax of ten per centum upon the face value of notes so paid out. 
Notes presented for redemption at the Treasury of the United States 
shall be paid and returned to the Federal reserve banks through 
which they were originally issued, and Feceral reserve notes received 
by the Treasury otherwise than for redemption shall be exchanged 
for lawful money out of the five per centum redemption fund herein- 
after provided and returned as hereinbefore provided to the reserve 
bank through which they were originally issued. 

The Federal reserve board shall have power, in its discretion, to 
require Federal reserve banks to maintain on deposit in the Treas 
of the United States a sum in gold equal to five per centum of cab 
amount of Federal reserve notes as may be issued to them under the 
provisions of this act; but such five per centum shall be counted and 
included as part of the thirty-three and one-third per centum reserve 
hereinbefore required. The said board shall also have the right to 

nt in whole or in part or to reject entirely the application of any’ 
Federal reserve bank for Federal reserve notes; but to the extent and 
in the amount that such application may be granted the Federal 
reserve board shall, through its local Federal reserve agent, deposit 
Federal reserve notes with the bank so applying, and such bank shall 
be charged with the amount of such notes and shall pay such rate of 
interest on said amount as may be established by the Federal reserve 
board, which rate shall not be less than one-half of one per centum per 
annum, and the amount of such Federal reserve notes so issued to any 
such bank shall, upon delivery, become a first and paramount lien on 
all the assets of such bank. 

Any Federal reserve bank may at any time reduce its liability 
for outstanding Federal reserve notes by the deposit of Federal reserve 
notes, whether issued to such bank or to some other reserve bank, 
or lawful money of the United States, or gold bullion, with any 
Federal reserve agent or with the Treasurer of the United States, 
and such reduction shall be accompanied by a corresponding reduc- 
tion in the required reserve fund of lawful money set apart for the 
redemption of said notes and by the release of a corresponding amount 
of the collateral security deposited with the local Federal reserve 

nt. 

Any Federal reserve bank may at its discretion withdraw collateral 
deposited with the local Federal reserve agent for the protection of 
Federal reserve notes deposited with it and shall at the same time 
substitute other collateral of equal value approved by the Federal 
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reserve agent under regulations to be prescribed by the Federal 
reserve board. 

It shall be the duty of every Federal reserve bank to receive on 
deposit, at = and without charge for exchange or collection, checks 
and drafts drawn upon any of its depositors or oy any of its depositors 
upon any other depositor and checks and drafts drawn by any deposi- 
tor in any other Federal reserve bank upon funds.to the credit of 
said depositor in said reserve bank last mentioned, nothing herein 
contained to be construed as prohibiting member banks from making 
reasonable charges to cover actual expenses incurred in eo 
and remitting funds for their patrons. The Federal reserve bo 
shall make and promulgate from time to time regulations governing 
the transfer of funds at par among Federal reserve banks, and ma 
at its discretion exercise the functions of a clearing house for suc 
Federal reserve banks, or may designate a Federal reserve bank to 
exercise such functions, and may also require each such bank to 
exercise the functions of a clearing house for its member banks. 

Sgo. 18. That so much of the provisions of section fifty-one hun- 
dred and fifty-nine of the Revised Statutes of the United States, and 
section four of the act of June twentieth, eighteen hundred and 
seventy-four, and section eight of the act of July twelfth, eighteen 
hundred and eighty-two, and of any other provisions of existing stat- 
utes, as require that before any national banking association shall 
be authorized to commence banking business it shall transfer and 
deliver to the Treasurer of the United States a stated amount of 
United States registered bonds be, and the same is hereby, repealed. 


REFUNDING BONDS. 


Sxo. 19. That upon application the Secretary of the Treasury shall 
exchange the two per centum bonds of the United States bearing 
the circulation privilege deposited by any national banking associa- 
tion with the Treasurer of the United States as security for circulating 
notes for three per centum bonds of the United States without the 
circulation privi ge, ayable after twenty years from date of issue, 
and exempt from eral, State, and municipal taxation both as to 
income and principal. No national bank shall, in any one: year, 

resent two £ we centum bonds for exchange in the manner herein- 
orem provided to an amount exceeding five per centum of the total 
amount of bonds on deposit with the Treasurer by said bank for 
circulation purposes. Should any national bank fail in any one year 
to so exchange its full quota of two per centum bonds under the terms 
of this act, the Secretary of the asury may permit any other 
national bank or banks to exchange bonds in excess of the five per 
centum aforesaid in an amount equal to the deficiency caused by the 
failure of any one or more banks to make exchange in any one year, 
allotment to be made to applying banks in proportion to their holdings 
of bonds. At the expiration of twenty years from the passage of this 
act every holder of United States two per centum bonds then outstand- 
ing shall receive payment at par and accrued interest. After twenty 
years from the date of ae of this act national-bank notes still 
remaining outstanding shall be recalled and redeemed by the national 
banking associations issuing the same within a period and under regu- 
lations to be prescribed by the Federal reserve board, and notes still 
remaining.in circulation at the end of such period shall be secured by 
an equal amount of lawful money to be deposited in the Treasury of 
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the United States by the banking associations originally issuing such 
notes. Meanwhile aeenty national bank may conti in ply for 
and receive circulating notes from the Comptroller of the ney 
based upon the deposit of two per centum bonds or of any other bo 

the circulation privilege; but no national bank shall be per- 
mitted to issue other circulating notes except such as are as 
in this section provided or to issue or to make use of any substitute 
for such circulating notes in the form of clearing-house Loan certifi- 
cates, cashier’s checks, or other obligation. 


BANK RESERVES. 


Szo. 20. That from and after the date when the Secretary of the 
Treasury shall have officially announced, in such manner as he may 
elect, the fact that a F reserve bank has been-established in any 
oe eee district, every banking association within said district 
which shall have subscribed for stock in such Federal reserve bank 
shall be required to establish and maintain reserves as follows: 

(a) If a country bank as defined by existing lew, it shall hold and 
maintain a reserve equal to twelve per centum of thé aggrege's amount 
of its deposits, not including savings ee tae heremafter provided 
for. Five-twelfths of: such reserve consist of money which 
national banks may under existing law count as legal reserve, held 
actually in the bank’s own vaults; and for ee of fourteen 
months from the date aforesaid at least three-twellths and thereafter 
at least five-twelfths of such reserve shall consist of a credit balance 
with the Federal reserve bank of its district. The remainder of the 
twetve per centum reserve hereinbefore required may, for a period of 
thirty-six months from and after the date fixed by the es 
the Treasury, as hereinbefore provided, consist of due 
national banks in reserve or central reserve cities as now defined by 
law. From and after a date thirty-six months subsequent to the 
date fixed by the Secretary of the Treasury, as hereinbefore provided, 
the said remainder of the twelve per centum reserve required of each 
country bank shall consist either in whole or in of reserve money 
in the bank’s own vaults or of credit balance with the Federal reserve 
bank of its district. a 

©) If a reserve city bank as defined by existing law, it shall hold 
and maintain, for a period of sixty days from the date fixed by the 
Secretary of the as hereinbefore provided, a reserve equal 
to twenty per centum of the aggregate amount of its deposits, not 
including savings deposits hereinafter re for, and permanen 
thereafter eighteen per centum. At t one-half ‘of such reserve 
shall consist of money which national banks may under existing law 
count as legal reserve, held actually in the ’s own vaults. 
After sixty days from the date aforesaid, and for a period of one 

car, at least three-eighteenths and permanently thereafter at least 
five eighteenths of such reserve shall consist of a credit balance with 
the Federal ge nes of a famne, The pamnsines: of the 
reserve in this paragraph required may, for a period of thirty-six 
months from ad after the date fixed by the Secretary of the i 
as hereinbefore provided, consist of balances due from national banks 
in central reserve cities as now defined by law. From and after a 
date thirty-six months subsequent to the date fixed by the Secretary 
of the Treasury as hereinbefore provided, the said remainder of the 
eighteen per centum reserve required of each reserve city bank shall 
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consist either in whole or in part of reserve money in the bank’s 
= vaults or of credit balance with the Federal reserve bank of its 
trict. 

(c) If a central reserve city bank as defined by existing law, it shall 
hold and maintain for a period of sixty days from the date fixed by the 
Secretary of the Treasury as hereinbefore provided a reserve equal to 
twenty per centum of the aggregate amount of its deposits, not in- 
cluding savi deposits herenafter provided for, an a 
thereafter eighteen percentum. Atleast one-half of such reserve shall 
consist of money which national banks may under existing law count as 
legal reserve, held actually in the bank's own vaults. After sixty 
days from the date aforesaid, and thereafter for a period of one year, 
at least three-eighteenths and pune thereafter at least five- 
eighteenths of such reserve shall consist of a credit balance with the 
Federal reserve bank of its district. The remainder of the eighteen 
per centum reserve required of each central reserve city b: shall 
consist either in whole or in part of reserve money actually held in 
its own vaults or of credit balance with the Federal reserve bank of 
ite district. 

Sro. 21. That so much of sections two and three of the act of June 
twentieth, eighteen hundred and seventy-four, entitled “An act 
fixing the amount of United States notes, providing for a redistribu- 
tion of the national bank currency, and for other purposes,” as pro- 
vides that the fund deposited by any national banking association 
with the Treasurer of the United States for the redemption of its 
notes shall be counted as a part of its lawful reserve as provided in 
the act aforesaid, be, and the same is hereby, repealed. And from 
and after the passage of this act such fund of five per centum shall in 
no case be counted by any national banking association as a part of 
ita lawful reserve. 

So. 22. That every Federal reserve bank shall at all times have 
on hand in its own vaults, in gold or lawful money, a sum equal to 
not less than thirty-three and one-third per centum of its ovtstand- 

demand liabilities... 

e Federal reserve board may notify any Federal reserve bank 
whose lawful reserve shall be below the amount required to be kept 
on hand to make such reserve; and if such bank shall fail for 
thirty days th ter so to make good its lawful reserve, the Federal 
reserve board may appoint a receiver to wind up the business of 
said bank. 

BANK EXAMINATIONS. 


So. 23. That the examination of the affairs of every national 
association authorized by existing law shall take place at 

least twice in each calendar year and as much oftener as the Federal 
reserve board shall consider necessary in order to furnish a full and 
complete knowledge of its condition. The Secretary of the Treasury 
may, however, at any time direct the holding of s special examination. 
The person assigned to the making of such examination of the affairs 
of any national banking association shall have power to call together 
® quorum of the directors of such association, who shall; under oath 
state to such examiner the character and circumstances of such o 
its loans or discounts as he may designate; and from and after the 
passage of this act all bank examiners shall receive fixed salaries, 
the amount whereof shall be determined the Federal reserve 
board and annually reported to Congress. But the expense of the 
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examinations herein provided for shall be assessed by the Federal 
reserve board upon the associations examined in proportion to 
assets or resources held by such associations upon a date during the 
year in which such examinations are held to on established by the 
‘ederal reserve board. The Comptroller of the Currency shall so 
arrange the duties of national-bank examiners that no two successive 
examinations of any association shall be made by the same examiner. 

In addition to the examinations made and conducted by the Com 
troller of the Currency, every Federal reserve bank may, with the 
approval of the Federal reserve board, arrange for special or period- 
ical examination of the member banks within its district. Such exam- 
ination shall be so conducted as to inform the Federal reserve bank 
under whose auspices it is carried on of the condition of its mem- 
ber pane and of the lines of credit which are being extended by 
them. Every Federal reserve bank shall at all times furnish to the 
Federal reserve board such information as may be demanded by the 
latter concerning the condition of any national banking association 
located within the district of the said Federal reserve bank. 

The Federal reserve board shall as often as it deems best, and in 
any case*not less frequently than four times each year, order an 
examination of national banking associations in reserve cities. Such 
examinations shall show in detail the total amount of loans made by 
each bank on demand, on time, and the different classes of collateral 
held to protect the various loans, and the lines of credit which are 
being extended by them. The Federal reserve board shall, at least 
once each year, order an examination of each Federal reserve bank, 
and upon joint application of ten member banks the Federal reserve 
board shall order a special examination and report of the condition 
of any Federal reserve bank. 

Sec. 24. That no national bank shall hereafter make any loan or 
grant any gratuity to any examiner of such bank. Any bank offend- 
ing against this provision shall be deomed guilty of a misdemeanor 
and shall be tined not more than $5,000 and a further sum equal to 
the money so loaned or gratuity given; and the oflicer or officers of a 
bank making such loan or granting such gratuity shall be likewise 
deemed guilty of a misdemeanor and shall be fined not to exceed 
$5,000. Any examiner accepting a loan or gratuity from any bank 
examined by him shall be deemed guilty of a misdemeanor and shall 
be fined not more than $5,000 and a further sum equal to the mone 
so loaned or gratuity given, and shall forever thereafter be disquah- 
fied from holding office as a national-bank examiner. No national- 
bank examiner shall perform any other service for compensation 
while holding such office. 

No officer or director of a national bank shall receive or be bene- 
ficiary, cither directly or indirectly, of any fee (other than a legiti- 
mate fee paid an attorney at law for legal services), commission, gift, 
or other coasideration for or on account of any loan, purchase, sale, 
payment, exchange, or transaction with respect to stocks, bonds, or 
other investment securities or notes, bills of exchange, acceptances, 
bankers’ bills, cable transfers, or mortgages made by or on behalf of 
a national*bank of which he 1s such officer or director. Any person 
violating any provision of this section shall be punished by a fine of 
not exceeding $5,000 or by imprisonment not exceeding five years, or 
both such fine and imprisonment, in the discretion of the court 
having jurisdiction. 
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Except so far as already provided in existing laws this provision 
shall not take effect until six months after the passage of this act. 

Src. 25. That from and after the passage of this act the stockhold- 
ers of every national banking association shall be held individually 
responsible for all contracts, debts, and engagements of such associa- 
tion, each to the amount of his stock therein, at the par value thereof 
in addition to the amount invested in such stock. The stockholders 
in any national banking association who shall have transferred their 
shares or registered the transfer thereof within sixty days next before 
the date of the failure of such association to meet its obligations 
shall be liable to the same extent as if they had made no such transfer; 
but this provision shall not be construed to affect in any way any re- 
course which such shareholders might otherwise have against Cacise 
in whose names such shares are registered at the time of such failure. 
Section fifty-one hundred and fifty-one, Revised Statutes of the 
United States, is hereby reenacted except in so far as modified by 
this section. 


LOANS ON FARM LANDS. 


Seo. 26. That any national banking association not situated in a 
reserve city or central reserve city may make loans secured by im- 
proved and unencumbered farm land, and so much of section fifty- 
one hundred and thirty-seven of the Revised Statutes as prohibits 
the making of such loans by banks so situated shall be, and the same 
is hereby, repealed; but no such loan shall be made for a longor time 
than twelve months, nor for an amount exceeding fifty per centum 
of the actual value of the property offered as security, and such 
property shall be situated within the Federal reserve district in which 
the bank is located. Any such bank may make such loans in an 
agsregate sum equal to twenty-five per centum of its capital and 
surplus. 

he Federal reserve board shall have power from time to time 
to add to the list of cities in which national banks shall not be per- 
mitted to make loans secured upon real estate in the manner described 
in this section. 
SAVINGS DEPARTMENT. 


Sec. 27. That any national banking association may, subsequent 
to a date one year after the organization of the Federal reserve 
board, make application to the Comptroller of the Currency for 
permission to open a savings department. Such application shall 
set forth that the directors of said national bank have by a majority 
vote apportioned a specified percentage of their paid-in capital 
and surplus to said savings department, and to that end have i, 
gated specified assets for the purposes of said department, or that 
cash capital for the said savings department has been obtained 
by subscription to additional issues of the capital stock of said 
national bank: Provided, That the sum in assets or in cash thus 
set apart for the uses of the proposed savings department aforesaid 
shall in no case be less than $25,000, or than a sum equal to twenty 
pen. oontanm of the paid-up capital and surplus of the said national 


In making the application aforesaid any national banking associa- 
tion may further apply for power to act as trustee for mortgage 
loans, subject to the conditions and limitations herein prescribed or 
to be satablshed as hereinafter provided. 
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Whenever the Comptroller of the Currency shall have approved any 
such application as Seoslaledans provided, he shall so inform the 
applying bank, and thereafter the organizatjon and business con- 
ducted or possessed by said bank at the time of making said applica- 
tion, except such as has been specifically segregated for the savings 
department, and subsequent expansions thereof shall be known as 
the commercial department of the said bank. National banks may 
increase or diminish their capital stock in the manner now provided 
by law, but whenever such general increase or reduction of the capital 
stock of any national bank operating upon the provisions of this 
section shall be made such increase or reduction shall be apportioned 
between the commercial and savings departments of the said bank 
as its board of directors shall prescribe, notice of such increase or 
reduction, and of the apportionment thereof, being forthwith given 
to the Comptroller of the Currency; and any such national bank 
may increase or diminish the capital already apportioned to either 
its savings or commercial department to an extent not inconsistent 
with the provisions of this section, notifying the Comptroller of the 
Currency as hereinbefore provided. The savings department for 
which authority has been solicited and granted shall have control 
of the cash or assets apportioned to it as hereinbefore provided, and 
shall be organized anaes the rules and regulations to be prescribed 
by the Comptroller of the Currency. 

Both the savings and commercial departments so created shall, 
however, be under the control and direction of a single board of 
directors and of the general officers of said bank. 

All business transacted by the commercial department of any such 
national bank shall be in every respect subject to the limitations and 
requirements provided in the national banking act as modified by 
this act, and such business shall hencefurward be known as com- 
mercial business. 

The savings department of each such national bank shall be author- 
ized to accumulate and loan the funds of its depositors, to receive de- 
posits of current funds, to loan any funds in its possession upon per- 
sonal or real estate security, and to collect the same with interest, 
and to declare and pay dividends or interest both —_ demand and 
time deposits. The Federal reserve board is hereby authorized to 
exempt the savings departments of national banking associations 
from any and every restriction upon classes or kinds of business laid 
down in the national banking act, and it shall be the duty of the said 
board within one year after its organization to prepare and publish 
rules and regulations for the conduct of business by such savings de- 
partments. The said regulations shall require every national bank 
which shall conduct a savings department and a commercial depart- 
ment to segregate in its own vaults the cash and assets belonging to 
such departments respectively and shall prescribe the general forms 
of separate books of account to be used by each such department for 
its exclusive and individual use. The regulations aforesaid shall 
further specify the period of notice for the withdrawal of deposits 
made in the said savings department and shall forbid the acceptance 
of deposits by one department of such national bank from the other 
department of such bank. ‘The Federal reserve board shall make 
and publish at its discretion lists of securities, paper, bonds, and other 
forms of investment, which the savings departments of national banks 
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shall be authorized to buy; and said lists need not be uniform through- 
out the United States, but shall be adapted to the conditions of busi- 
ness in different sections of the country. 

It shall be the duty of every national bank to maintain, with respect 
to all deposit liabilities of its savings department, a reserve in money 
which may under existing law be counted as reserve, equal to not less 
than five per centum of its total deposit liabilities, and every national 
bank authorized to maintain a savings department is hereby exempted 
from the reserve requirements of the national banking act and of this 
act in respect to the said deposit liabilities of its savings department, 
except as in this section provided. Every regulation made in pursu- 
ance of this section shall be duly published, and also posted in every 
member bank having a savings department. 

Every officer, director, or employee of any national bank who shall 
knowingly or willfully violate any of the provisions of this section, or 
any of the regulations of the Federal reserve board, or of the Comp- 
troller of the Currency, made under and by virtue of the provisions of 
this section shall be guilty of a felony, and on conviction thereof shall 
be punished by «a fine not exceeding $5,000 or by imprisonment not 
exceeding two years. 

FOREIGN BRANCHES. 


Sec. 28. That any national banking association possessing a capital 
of $1,000,000 or more may file application with the Federal reserve 
board, upon such conditions and under such circumstances as may 
be prescribed by the said board, for the purpose of securing authority 
to establish branches in foreign countries for the furtherance of the 
foreign commerce of the United States and to act, if required to do so, 
as fiscal agents of the United States. Such application shall specify, 
in addition to the name and capital of the banking association filing 
it, the foreign country or countries or the dependencies of the United 
States where the banking operations proposed are to be carried on 
and the amount of capital set aside by the said banking association 
filing such application for the conduct of its foreign business at the 
branches proposed by it to be established in foreign countries. The 
Federal reserve board shall have power to approve or to reject such 
application if, in its judgment, the amount of capital proposed to be 
set aside for the conduct of foreign business is inadequate or if for 
other reasons the granting of such application is deemed inexpedient. 

Every national banking association which shall receive authority 
to establish branches in foreign countries shall be required at all times 
to furnish information concerning the condition of such branches to 
the Comptroller of the Currency upon demand, and the Federal 
reserve board may order special examinations of the said foreign 
branches at such time or times as it may deem best. Every such 
national banking association shall conduct the accounts of each 
foreign branch independently of the accounts of other foreign branches 
established by it and of its home office and shall at the end of each 
fiscal period transfer to its general ledger the profit or loss accruing 
at each such branch as a separate item. 

Sec. 29. That all provisions of law inconsistent with or superseded 
by any of the provisions of this act be, and the same are hereby, 
repealed. 

Sec. 30. That the right to amend, alter, or repeal this act is hereby 
expressly reserved. 
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Reserve required under H. R. 7837, based on deposits reported June 4, 1919. 
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Balance in under H. R 


Cash require- 

















Cities, States, and Territories ject to reserve ment under ms a 7837 (per 
requirements. | H.R. 7837 under >=" | cent cash or 

—* balances). 

seins =a ose = 7 Saha Sueaeen sles levestnaeiiccant . bascaced oa 
New York City $1, 083, 8996, 154. 20 | $98, 450, 654.00 | $54,604, 807. 00 /g43, 755, 845. 00 
Chicago 365,020, 439.98 | 32,671,540. 00 18, 151,022. 00 | 14,520, 819. 00 
St. Louis 111, 170,462.55 | 10,005,341. 00 5,558, 525.00 | 4,446, 818.00 
Central reserve citie p 1, 568, 087,056. 73 | 141, 127, $35. 00 8, 404,352. 00 | 62,723, 482. 00 

} = Ss 
Boston 235, 937,447.19 | 21, 234,370.00 | 11,796, 872.00 | 9, 437,497. 00 
Albany 30,207,953. 26 | 3, 536, 816. 01 1,964, 897.00 | 1,571,918 00 
Brooklyn 23, 836,325.80 | 2,145, 270.00 1,191,816.00 | 953,453. 00 
Philadelphia 279, 772, 336.64 | 25,179,512.00 | 13,988, 617.00 | 11, 190, 894. 00 
Pittsburgh 196, 116,426.28 | 17,650,439.00 | 9,805. 821.00 | 7,844,657. 00 
Baltimore 62,246,492.72 | 5, 602,14.00 4, 112,324. 00 2, 480, 859. 00 
Washington 28, 568. 018.15 2,571, 125.00 | 1,428,41.00 ) 1,142,722. 00 
I il 1, 857, 723. 80 167, 195. OD | 9? 8) OD 74,309. 00 
25.217. 548. 95 | 2. 260. 581.00 1, 260. 878. 00 1, 008. 703. On 
Pallas 1.829.510. 24 1, 946, 658. 00 1,081,476. 00 865, 181. 00 
Fort Wor 14,961,247. 51 | 1,348, 314. 00 | 749, 082. 00 599, 249. 1) 
(ialvestor 4.7). 174.05 | 428 415.00 8 O08 Om) 190, 406. ©) 
Houston 29.642,962.90 | 2,667. S6N. 00 1, 482, 148.00 1, 185, 719. 00 
San Antonio 11,052, 476. 24 | 4.724. 00 552, 624.00 442,099.00 
Waco : 5. 788, 341.06 | 921), 952. 00 289, 417.00 231, 534. 00 
Louisville 29,537. 728.00 | 2,658,496. 00 1, 476, 887. 00 1, 181,510.00 
Cincinna 60, 188,620.74 | 5. 416.977. 00 00,441.00 | 2.407.545. 00 
Cleveland 6A. 629. 985. 00 | 6. 176. 698. 00 4,431,498. 0D 2,745,199. 00 
lum = 23,6639,013.72 | 2,127,512. 00 181,950. 00 945, 560. 00 
Indianay 31,915,589.99 | 2.872, 404.00 1.595.779.00 ) 1,276, 62%. 00 
Detroit 46,914, 506. 04 4.27272, 313.00 > 3 o0. 00 1, 876, 5&3. O00 
Milwaukee 51, 591, 0-48. 49 4,043, 249. 00 2,474, 582. 00) 2, 063, 668), 00 
Minneapolis 61, 364, 44. OR | § 522, 805.00 | +. iN, 225.00 2, 454, 5&0. 00 
st. Paul : | 40, 873, 142. 6 7S, 5S4. 00 2,044, 057. 00 1, 634, 927.00 
Cedar Kapid 10, 2K, 775. 07 O28, 442.0) | 514, 088. 00) 411,750.00 
Des Moines 16, 043, 138. 16 1. 443. &84_ 00 | miV2, 157.00 641, 726. 00 
Doug bovsequas +, 61%, 675.53 125. 6X3. 00 180, 984.00 144, 748.00 
Sioux City 12, 997, 107. 50 | 1, 160, 740). 00 149, S560 | 519, 8&5. 00 
Kansas t M AL, doG, 89. 40 7,341 026.00 4, 078, 347.00 3, 262, 678. 00 
St. Joaept ! 13. KAS. 196. 44 1, 2), 109. 00 i), 759. 00 533, 407.00 
Lincoln 6, 656,009. 11 500. O48. ( 32. 8M. OD | 266, 243. 00 
Omaha | 39 128" 378. 20 3, 521, 555. 00 1, 954), 419.00 | 1,565, 125.00 
South Omaha | 9, 189. OOS, T7 N27. 065. 00 450 480 00 | 367, 584.00 
Kanaae ( ‘ 4,82, 871. 80 443, 959. 00 246, 643.00 197, 315.00 
Topeka | 3,389, 138. 20 305, 0724.00 160, 457.00 | 135, 566. 00 
Wichita 6, 692, 169. 82 H2, 205. 00 134. HON. 00 | 267, 686. 00 
Denver 42, 731,003.75 3.845 797. 0n 2,136, 5453.00 | 1,709, 242.00 
Pueblo | &, 355, 23. 10 751, 973.00 417,762.00 | 334,210.00 
Muskogee 4,844, 447. 25 $485, 000,00 242, 722. OO 193, 778. 00 
Oklahoma City 7, 8X3, 172.09 709, 486. 00 394, 158,00 | 315, 326. 00 
Seattk | 35, 198,357.96 | 3, 167,854.00 1,759,918.00 | 1, 407,934.00 
Spokane 18.885. 980.26 | 1.699. 739.00 144. 299.00 755. 440. 00 
Tacoma | 7. 854. ‘AM. 57 | 706, X78.00 | 302, 710.00 | 314, 1648.00 
rtiand 29, 906, 806. 26 } 2, 681, 614.00 1, 495, 440. 00 1, 196, 272.00 
Loa Anes 54,679, 499.16 | 4,921, 156.90 2 723,975.00 2, 187, 180.00 
San Fran ) 119, 056, 019. 87 10,715,044. 00 5,952,800) 4,762,242. 00 
Salt Lake City 13, 276, 773. 65 1,194 912.00 Mi3,XIN.00 | 531,071.00 
ther reser 1, 945, 874, 457.03 | 175, 128, 702. 00 97, 2%3, 723.00 | 77,834, 979.00 
A =r 518, O61, 513. 76 416, 256, 536. 00 175, G98, 075.00 1140,! 5S, 400). 

: = = = 

Maine 46, 898, HA. 28 2,344, 2.00 2,344,932.00 | 7,972.90 
New Hampshir 22, 208, 7H. 99 1,113 438.00 1,112,438.00 | 445,377.00 
Vermont 19. 21S, 2446, 04 | of) 914.00 wu) O18 OD 34 U4. Oo 
Massachiusett T2174. 97 | 7, O30, OST. 00 | P, O48, 087.00] 2, 814, 4:45. 0 
hode I ral | oat 10.63 | 1, 445,851.00 | 1,495.8 0 | HON, 140). OF 
Connecticut | (4, 821, 700. 52 | 3, 491, OR5. 00 3, 491,085. 00 | 1, 3%, 454. 00 
New Enyl tates 22K, 246,117.42 | 18, 442,208 an | 16, 442. 306 oo | 6, 578, ©. On 
! ' ' = 
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Reserve required under H. R. 7837, based on deposits reported June 4, 1913 Contd. 










































| 
| Optional 
| Net deposits sub-| Cash require- eon under H. R. 
Cities, States, and Territories. ject to reserve ment under under H. R. 7837 (per 
requirements. H. R. 7837. 7837. | cent cash or 
| : | balances). 
ee 1 eedeaiesiaeetceeneiea eee be acs Ss 
Se, a re ee seeee----| $370, 193, 609. 43 | $18, 509, 681 00 | $18, 509, G81. 00 | $7, 403, 872. 00 
RARER katt s occ Rak ceuctoees. } 202, 574,593.74] 10, 128,729.00] 10, 128,729.00 | 4,051, 492. 00 
Pennsylvania............ PS aS. 475, 471, 735. 41 23, 773, 587. 00 23, 773, 587. 00 9, 509, 434. 00 
Delaware..... WWEltiesedaducdeatabeetes | 8,513, 102. 98 425, 655. 00 425, 655. 00 170, 262. 00 
Ee eee isk eaeteck he 40, 554, 108. 05 eas 6 eg 2,027, 705. 00 811, OR2. 00 
District of Columbia. ................ | 1,031, 403. 06 7 51, 570. 00 20, 628. 00 
Eastern States...........0000.. 1, 098, 338, 552. 67 i, 916, 9% 927.00) 54, 916, 927 00 | 21, » 966, 770. 00 
0 are (Av pees Reecwe | 93,719, 750. 42 4, 625, 987.00 4, 685, 987 00 | 1, 874, 395. 00 
ME ti A eirnncsc sth nee see a an Si, 100, 448. 92 2, 80%, 023 00 2, 808, 025. 00 1, 123, 209. 00 
I NGS iss s aikins caus ctee eee oors 32, 965, 737. 40 1, O48, 288. 09 1, 48, 288. 00) 659, 314. 00 
RMON 55.3.6 000s 4%» ckaedad é 20, 201, 398. 31 1, 010, 8. 00 1,010, 009, 00 404, 027.00 
0 SS ieee 42, 547, 683. 67 2, 127, 385. 00 2, 127, 385. 00 850, 954. 00 
Florida..... ih Sie titi deci aaah nied Gated 36, 918, 647. 97 1, 845, 932. 00 1,845, 932. 00 738, 373. 00 
DR oe ton oa. A. ot eek a xe 37, 229, 745. 07 1, 861, 487. 1, 861, 487. 00 744, 504. 00 
SS nti toie Sy shatel 5 Bi and wwe 0 13, 887, 110. 55 694, 354. 694, 3541.00 277, 743. 00 
EE ES eae ee 16, 644, 169. 34 &32, 208 R32, 20K. 00 332, 884. 00 
WOREG 5... ccveses am weseseses| 120,776, 500.33 | 6, 038, 825. 6, 038,825.00] 2,415, 531.00 
I ig kG d aise altos ; eae 19, 072, 404. 12 953, 621. 00 953, ti21. 00 381, 449. 00 
PRDOONNOR...- ds0<.ca.< ; ; ' 43, 405,014. 17 2, 173, 250. 00 2, 173, 250. 00 869, 301. 00 
Temmessee.............. aia d eteeren ten (4, 719, 553. 41 3, 235, 977. 3, 235, 977. 00 1, 294, 390. 00 
Scmeiipeiatapes 
Southern States........ ménnaee st | 598, 308, 163. 68 29, 915, 408 29,915, 408 0O | 11,966, 164. 00 
i= ———— = = SS 
I Sete ick a's sale nics ee tumoral | 211, 714, 557. 24 : : “10, 585, 728.00 | 4,234, 292.00 
NN <4 oGe AES AUN Wik’ ceva ewualenedenh | 127,799, 890.35 6,389,995.00 | 6,389,995.00 | 2,555, 998.00 
Illinois ae ee nie 217, 140, 603. 31 10, 857,030.00 | 10,857,@0.00 | 4,342, 812.00 
eee ae j 2,318, 092. Bl 4,615, 905.00 4,615, 05. 00 1, $46, 362. 00 
NN SD eae Sep aoe 45, OF), 65. 39 4, 752, 530. 00 4, 752, 530 0O 1, 901,011.00 
Minnesota........... wececeee-} 109,083, 507. 97 5, 451,675. 00 5,451, 675.00 | 2,180, 670.00 
OEE coonccccs) 823,003,981.28 6, 154, 645. 00 6,154, 645.00 | 2, 461,557.00 
DEMOS coccwcisscscess peeccneceensasl 32, 575, 300. 80 1, 628, 765. 00 1, 628, 715.00 651, 506. 00 
i iisiscacecthcdincanes i: 1, 008, 725, 46. 20 $0, 438,273.00 | 60, 436, 273.00 | 20,174, 508. 00 
North Dakota............ ich ook os | 34, 156, 07 9.53 1, 707, 804. o “9 “707, 84. 00 653, 122.00 
INR Ga cniin itt’ ns. tetaihwannih <n | 32, 524, 541. 88 1, 628, 227.00 1, 628, 227.00 650, 490. 00 
EE Tn we bie thet delQe as cc bre Se awe | 57,44, 779. 54 2, 874, 239. 00 2, 874, 239.00 1, 149, 695. 00 
PN tation gvuenes aia 62,990,129. 91 3, 149, 507.00 3,149,507.00 | 1,259, 803.00 
ER. i < castness aise eid eee 34, 569, 197.15 1,728,459.00 | 1, 728, 459.00 691, 3%3. 00 
ee sidingebebenel 13, 135, 808. 01 656,795. 00 656, 705. 00) 22,717.00 
ns eA AGek cai tetas ae ted 38, 730, 570. 50 1, 36,528.00 | 1, %36, 528.00 774, 613. 00 
New Mexico ie Shen +005 dah ctnneks | 15, O82, 617. 80 754, 132.00 744, 132. 00 301, 652. 00 
SINGIN 8&9 5. 05:00 cans iRadsAR RK Ohl } 55, 268, 368. 49 2, 763, 418. 00 2, 703,418.00 | 1, 105,349.00 
Western States................... 343, 042, 182. 3 17,197, 109.00 17, 197, 109.00 6, R78, 844. OO 
————. —— ——— — 
Washington........ seo ope ae 30, 235,417.25} 1,511,771.00| 1,511, 771.00 604, 708. 00 
a Ue hte rics ate sxe eons renee 29, 327, 686. 13 1, 466, 384. 00 1, 4665, 384.00 58f, 554. 00 
I. is we aets ssesttiw Rout i ...| 197,304, 756. 39 6, 365, 238. 00 6,385, 238.00 | 2,548,096. 00 
CEA. Jip aes siue okee nutes wibesnl 18%, 842, 263. 16 942,113.00 942,113.00 376, 846.00 
SE Mitten nnkwats iaae apse cic — 7, 800, 595. 98 394, 979. 00 394, 979. 00 157, 990. 00 
Nevada....... ah dawn <b » ath Che ekaw pte Ht 6, 587, 718. 61 329, 386. 00 329, 386. 00 131, 754. 00 
criss debated enna oc a csdtdcmane il 9, 520, 462. 64 476, 033. 00 476, 033. 00 190, 414. 00 
Sik acl ob cits abate cag << in cin tae menacel 852, 680. 20 42, 634. 00 42,634.00 17, 064. 00 
PO BNR. cnnansccenaseneses | 2%6,570,770.38 | 11,528, 538.00 My, 528, 538. 00 4,611, 416.00 
= EES ee == =e 
Isiand possessions (lawali)............ 1,94}, 602. 46 97,080.00 7,080.90 38, 332.00 
Total States... agmaaikd 3, 610, 472. 858.00 | 180, 533,642.00 | 180, 443,642.00 | 72,213, 457.00 
Total United States 


heen bakeen 7, 124, 634,372.00 | 496, 790, 179. 00 en ae 212,771, 917.00 








VIEWS OF THE MINORITY. 


The undersigned regret that when the Committee on Banking and 
Currency met finally to consider H. R. 7837 they found the majority 
members of the committee so bound by their caucus action that they 
could not consider amendments to the bill which, tf adopted, would 
have climinated its unsound and questionable provisions. 

Sueh changes, while comparatively few in number, i our opinion 
are fundamental and vital. Tho majority members of the committee 
refused to favorably consider them on the ground that they involved 
mattors of Democratic party policy settled by the caucus. 


COMPULSORY PURCHASE OF STOCK. 


One objection to the proposed law goes to the provision which 
compels national banks to subscribe for the capital stock of the Fed- 
eral reserve banks on pain of forfeiture of their charters. We be- 
lieve this forfeiture provision is of doubtful constitutionality and 
wholly unnecessary and inexpedient. If the plan proposed by the 
bill proves to be a good one, the mercantile, manufacturing, and agri- 
cultural interests of the country, which control the banks, can be 
depended upon to appreciate its advantages, and the banks will nat- 
urally and voluntarily join in trying to make it a success. At least 
time enough should . allowed for a gradual and natural develop- 
ment to fully demonstrate that the new system is a success before 
force should be applied, by way of quasi penal or forfeiture pro- 
visions, to compel reluctant banks to come into it. 

If, on the other hand, the plan proposed by the bill should prove 
to be too cumbersome or not workable, the tying up of so vast a 
quantity of the reserves as the bill proposes to compel would cause 
the borrowing public great hardship, and the vast business inter- 
ests of the country would be npcelan, Should the national banks 
of the country, or a large majority of them, elect to forfeit their 
present charters rather than come into the new system, our currency 
supply would be greatly curtailed, all business would be disastrously 
affected, and our national banking system would be destroyed. ~ 


FEDERAL RESERVE NOTES. 


Another fundamental objection is to the provision (p. 28, line 19) 
that the notes to be issued to or through the Federal reserve banks 
‘shall be obligations of the United States.” Section 17, in which 
this provision 1s found, practically creates a Government central bank 
or board of issue, which may issue notes on application without 
limit at its discretion for the sole accommodation of the banks and 
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not to meet the necessities of the Government. In times of serious 
crises the Government obligation to pay these notes might, and 
probably would, lead to very serious complications involving the 
credit of the Government, as the history of all such experiments 
amply proves. 


FEDERAL RESERVE BOARD. 


The powers of the Federal reserve board are, in our judgment, too 
great. This board should be givensupervision, but not actual man- 
ugement of the banking business of the country. We also believe that 
while an effort has been made to make the board somewhat non- 
Paeeas, there is still great danger as the bill is now drawn that the 
yanking business of the country may be used for partisan political 
advantage. Every possible provision should be incorporated to 
prevent a result which every right thinking man would greatly 
deplore. ‘Those who will most suffer from political management of 
this board will be the small merchant aut the borrowing public. 
There is also a clear impropriety in allowing the Comptroller of the 
Currency, who is Chien with the supervision and administration of 
the whole national banking system, to serve on this board. 

There are other imperfections in the bill which will be pointed out 
during its consideration on the floor of the House. 

K. A. Haves. 

Frank E. GUERNSEY. 
James F. BurRKE. 
Frank P. Woops. 
EpMUND P tart. 





Mr. Linbazros submitted the following 
MINORITY VIEWS. 
THe Grass But, H. R. 7837. 


The Glass bill, as drafted, is merely a new form for the admin- 
istration of a false old system. It leaves the worst of all features 
in the present financial scheme unchanged; that is, the burden of 
excessive interest. It provides upon its face for a financial strin- 

ency and possible panic in its inception as a result of the forced 
Shift of cash and resultant transfer, and therefore a disturbance 
of credit. After the shift would be made and the adjustment was 
finally completed, with the exception of a provision for the issue 
of asset currency, it would be an improvement over the present 
method of finances. The disadvantage that would arise by ee 
of cash balances and early disturbance of credits may be remedi 
by simple amendments. t - 

The most disappointing thing about the bill is that it provides 
no relief from existing economic evils. That relief is due to begin 
with an improved money system. The Glass bill anon to incor- 
porate, canonize, and sanctify a private monopoly of the mon 
and credit of the Nation—to remove al] the people’s money from 
the United States Treasury and place it in the vaults of the banks 
to be used by them for private gain. It violates every principle 
cf popular, democratic, representative Government and every 
declaration of the Democratic Party and platform pledges from 
Thomas Jefferson down to the beginning of this Congress. 

Those of the committee who favor the bill have worked diligentl 
with earnestness and ability to modify the details in dealing with 
finances, but have done nothing to correct the grossly false basis 
on which finance is now opebaiiek that is, the fact that financing in 
the present way is a burden instead of an assistance to trade and com- 
merce. Severe as my criticism of the bill may seem, still I believe 
that with some few amendments the system tbat the Glass bill 
would put into operation would be less severe on the people than 
our present system. I do not object to it because of unfavorable 
comparison with that now practiced, but base my objections on the 
= that now, while we are at it, we should instead pass a good 


In submitting a minority report I have two purposes in view: 
(a) To offer suggestions for amendments in the Glass bill that would 
make it simple, more responsive, and less expensive to operate; 
(6) to offer a new bill to form the basis for an American financial 
policy to place public and private enterprise, industry, and exchanges 
upon s sound economic basis and destroy the power of private 
operators to monopolize the mediums of exchange. 

Those who are responsible for the draft of the Glass bill undoubtedly 
hope through ita enactment to remove from finance the frequent 
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stringencies and occasional panics that develop. The plan th 
offer, once it became operative and adjusted i woul puebaiely 
remove some of the danger elements that in the past have driven 
the country into frequent money stringencies and occasional panics; 
but as an effective remedy it is inadequate. The very basis of the 
system that is sought to be patched te falas. 

The Glass bill would make a change in the administration of the 
oo system, but no change in the money basis. The design of the 

ill is to lessen the immoderate and violent fluctuations that result 
from the present method of financing. For that reason a Member 
who does not consider the bill satisfactory may vote for it nevertheless. 


We should first do all we can to secure the enactment of a bil. 
at is 7 good -bill, but with a few amendments it may be better 
an no bill. 


Business is now operated under a highly technical credit system 
based on a small amount of lawful money. Twenty-five and —s 
more dollars of credit exchanges, on the average, for each dollar of 
actual cash paid, but credit as a rule is directly related to the location 
of actual money. It is through the banks that most of the credit 
extensions occur. The cash is in reserve for the final balances. Com- 
paratively little of the cash in the banks moves at all. It lies in the 
vaults year after year without going out on any mission of business. 

This bill proposes to shift a very considerable part of the bank cash. 
It would require several months at the very least to adjust credits to 
the shift. e volume of credit would be disturbed to a very much 

ter extent than the shift of cash. Business would be disturbed 
by the change unless provision were made to keep credit from being 
interfered with. 

The general public gets no direct connection with the Glass bill for 
ene of securing either credit or cash. The public will still be 
orced to go tothe banks. Therefore if the bill is to become operative 
the banks will have to come under it. The national would 
only be compelled to do so, but if they alone do, it will hardly be 
satisfactory, because they do only about one-third of the Sinking 


business. 


SOME ACTUAL OONDITIONS TO BE MET. 


On April 4, 1913, the deposits held by national banks required 
them to hold a reserve of $891,794,905. They were $15,691,784 
short—below the reserve requirements. If they had been compelled 
to subscribe for Federal reserve bank stock under those conditions, 
what would have happened? Their capital stock was approxi- 
mately $1,050,000,000, which would have required them to pay 
$105,000,000 for stock within 60 days. This sum would be transferred 
to an entirely new field of financial development. In addition to 
that, under the law they would have been required to make good the 
$15,691,784 shortage in reserve within 30 days; an old provision 
which is carried into this bill. The State banks were practically in 
the same condition, and if they, too, came in, as the bill contemplates, 
the demand for ready money would have exceeded $200,000,000 for 
Federal reserve b stock alone, and a much greater shift of de- 
posits would be required. Aill ee it is not improbable 
that a shift of near half a billion do would have to be made. 


CHANGES IN THE BANKING AND CURRENCY SYSTEM. 187 
A MONEY STRINGENCY AND POSSIBLE PANIC. 


The contraction which would come about in making such a change— 
that is, in the shifting of cash from its old moorings and the still greater 
credit disturbance—would result seriously and bring about a great loss 
to the people. A statement of some actual facts will illustrate suffi- 
ciently. In a general way the results would be the same from an 
analysis of any bank report made in the last 10 years, but to be 
specific I take the banks’ reports to the Comptroller of the Currenc 
September 4, 1912. I call attention merely to a single bank in sieh 
of the States having a representative on the Banking and Currency 
Committee. I show the capital stock, the amount it would have to 
pay under this bill, and the actual lawful money contained in its 
vaults, as follows: 





Barnesville National Bank, Minmesota.......................------- $25, 000 $2, 500 $2, 514 
Peoples’ National Bank, Virginia... ........ 2.2.22. .cceeeeeeeenceees 50, 000 5, 000 3,931 
Whitiland National Bank, Indiana....................... cece ee ceese 25, 000 2, 500 1,287 
People’s National Bank, Rollesburg, W.Va.........-..-.-.-----+-+- 25, 0U0 2, 500 1, 636 
First National Bank, Hudson, Ohio...................-.---00-ee- ws 50, 000 6,000 3, 657 
First National Bank, Almena, Kans.......................-.-..---- 50, 000 5,000 2, 856 
Irving National Bank, Irving Park, Ill...... ........ 2 ..222-eee- 100, 000 10, 000 7,798 
ED CEs A, PEO ooo 6c oo ns cvccccccccencconnuccsces 100, 000 10, 000 6, 582 
Commanche National Bank, Commanche, Tex....................- 100, 000 10, 000° 6,637 
eS, Bs GI, cdc ccaescsuieenccsnwpeedasvaedent 25, 000 2, 500 1,688 
First National Bank, Wellington, Colo......................-...... 25, 000 2, 500 1,233 
Heard National Bank, Jacksonville, Fia..................--.--..-.. 1, 000, 000 100, 000 80, 838 
ene UU PIE, AUN, COMERS 5 5 ncn cv cecacccccdunccuntucenecmec 25, 000 2, 500 1,503 
Gaffney National Bank, South Carolina... .....................4--. 150, 000 15, 000 9, 725 
ies PEE TUE, VUTEC, 6 oc vinccnsseéedcheden als cdwaheus 50, 000 5,000 3,501 
Union National Bank, Brunswick, Me.....................-........ 50, 000 5, 000 4,288 
Grange National Bank, Chester, PG... ........ccccccsccccecccccccece 100, 000 10, 000 9,112 
Farmers & Mechanics’ National Bank, Jefferson, lowa.............. 40, 000 4,000 1,877 
First National Bank, Baldwinsville, N. Y.....................-000- 100, 000 10, 000 8, 225 








These responsible banks, on the date named, did not have sufficient 
lawful money in their vaults to meet the requirements of the Glass 
bill. Many of the banks have more cash than is necessary, but the 
banks listed above are not isolated cases. Substantially the same 
condition exists in all the States. Hundreds and hundreds of banks 
would be required to pay out, within 60 days after the organization 
commenced, all the aah in their vaults, and many more of them 
would have barely enough. In the aggregate they would not have 
enough. 

tnttunting this condition, in South Carolina there were 46 national 
banks on September 4, 1912. On that date 6 of them did not have 
enough lawful money in their vaults to pay for the stock they would 
be compelled to take. What would happen under such conditions ? 
These banks would, of course, draw on their reserve banks for the 
money due from them. Simultaneously the reserve banks would be 
called on to return to the other banks their reserves and pay for 
Federal reserve bank stock. 

Let us take the National City Bank of New York as an example. 
Ft is a central reserve bank, required by law to keep 25 per cent 
lawful money reserve. On September 4, 1912, its deposits were 
$239,669,430. It required a legal reserve of $59,917,357, but it had 
only $48,364,892 lawtul money in its vaults. It was owing to other 
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banks, included in the $239,669,430, approximately $100,000,000. 
These banks, under the operation of the bill, would be compelled to 
draw on the National City Bank for money to pay subscriptions for 
Federal reserve bank stock, and also to cover in these banks within 
60 days a 3 per cent reserve. The country banks do not, as a rule 
carry more reserve cash in their vaults than the law requires and 
could not draw directly from their vaults. In addition to that, the 
National City Bank would be required to pay $2,500,000 for capital 
stock. The statement of September 4 shows that the National Cit 
Bank had not sufficient lawful money to meet any such demand. It 
may be suggested that it had $38,296,647 checks and exchanges out- 
standing; but, admitting that, and that these come in rapidly, as 
many more are put out in the regular course of business. The com- 
merce of the country demands transmission through the mails, 
express, and in clearance agencies enormous sums. Under the terms 
of the bill this one bank would probably be compelled to transfer 
more than $100,000,000. I do not pene for that bank. Its stock- 
holders have fleeced the people of this country, but what applies to 
the demands that are to be made on that bank applies to the demands 
that would be made on banks generally in the proportion of their 
business. A scramble would ike place among the lente to get in 
shape to meet their obligations. Naturally they would pth. ay- 
ment of the borrowers. A stringency would result, and possibly a 

anic. In such an emergency the borrowing people would cotter: 
faishuna they are absolutely tied to the banks, and the Glass bill 
would make no change in that respect. If everybody would remain 
perfectly calm and make no demand for impossible things, the shift 
could be made under the stress without an actual panic. 


COMPENSATING PROVISIONS TO THE BANKS, 


There are some compensating provisions in the Glass bill that 
would aid the banks in changing from the present system to the 
proposed system, provided that no excitement would arise until they 
were made effective. The Federal reserve board may suspend for 
30 days, and renew the suspension for periods of 15 days, any and 
every reserve requirement contained in the bill. Aid would also be 
riven to the banks by a deposit of all the funds in the Government 

easury. Still further aid might be provided by a loan of United 
States currency. But the organization would have to be complete 
before that could be loaned. Much loss might occur in the mean- 
time. 

It is claimed by this bill to give considerable control and manage- 
ment of the hawhe to the Government, but it reserves no power in 
the Government to aid those who need money to do business with. 
Those who actually use the money to carry on business are com- 
pelled to go to those who use money simply for the purpose of charg- 
ing a profit out of handling it. That is, the banks and money loaners 
make a profit out of those who use money. The latter have no other 

urpose whatever. This biJl makes the bankers the ‘‘go-between”’ 
babween the Government and those who use money only as a means 
to deal in the material and social exchanges that are essential to 
civilization, the only true purpose of money. This bill provides for 
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the continuation of an actual extortion fostered by the Government 
against the freedom of business intercourse among the people. It 
recognizes the superior sovereignty of the embodied institutions of 
money over any power of government, so that neither the Govern- 
ment in its sovereign capacity nor the people, or their representa- 
tives, can initiate the placement of one Sellen of monetary function 
into actual exchanges among the people, except through the agency 
of organized money loaners with purely selfish interests. The Glass 
bill positively abolishes the United States Treasury and the public 
money of the people, and substitutes the so-called Federal reserve 
banks, which by the terms of the bill are to be the exclusive stock of 
the bankers. It reduces the people’s Treasury Department and the 
Bureau of Printing and Engraving to the position of a job printing 
house for the private use of the bankers. 

It is an advantage to the banks to have the Government print and 
engrave the money, so long as the banks may have a monopoly of its 
distribution. This bill continues and affirmatively gives them that 
monopoly. They have held it for a long time in the past, and now 
Congress is about to bow its subserviency in more positive express 
terms of a statute than heretofore. Ask, Where will the people go to 
borrow money after this bill goes into effect? Congress he oa 
slipped into the halter by the money lenders, and they seem to have 
supplied themselves with a double hold—a chain in addition to the 
strap. 

Those who wish to use money for the purpose of its service to a 
freedom of trade by the people among themselves find no Goverh- 
ment-supported source of supply except the exclusive monopoly 
granted to the banks. These banks have the means and do compel 
the people to pay for the use of money a rate of interest that forces 
the majority of mankind into needy circumstances, and deprives all 
but a few of a a compensation for their lives’ efforts. No one 
should assume because of all this, and because the bankers get the 
lion’s share of profits, that bankers are disposed to be vicious. We 
should change the system and not blame the bankers. In the process 
of changing the system the people should address themselves first to 
a subservient Congress. 

The Glass bill, Laine distinctively a banker’s bill, and all who are 
not bankers being compelled to go to the banks for accommodations, 
we should at least make it easy for the banker to help borrowers 
whenever he is willing. If this bill is passed without some minor 
amendments, to make the transfer from the old to the new system 
easy, the bankers will be compelled to retrench until they can adjust 
to this new system. They will not only be compelled to withhold 
further credit during that period, but many borrowers will be called 
on to pay notes while the adjustment is going on. For that reason, 
if the general plan of the bill is to be adopted, some amendments can 
and should be made to obviate the tendency to create a stringency. 
The banks will not wait for help, but will help themselves by calling 
on borrowers to pay. It evidently is the opinion of those who favor 
the bill that the Federal Reserve Board will waive the affirmative 
requirements to enable bankers to shift from the old to the new 
system without disturbance. Admitting that the board would do 
80 is not sufficient to the business world. Bankers are cautious 





140 CHANGES IN THE BANKING AND CURRENCY SYSTEM. 


business men and will resolve all doubts in favor of safety and there- 
fore call in loans until they are prepared to meet the most difficult 
provisions of the bill. The bill should be made right to start with 
so far as human foresight can make it and still have the saving 
clauses to meet any oversight. 


FEDERAL RESERVE BANK STOCK ASSESSMENT. 


Instead of making a call for 5 per cent instanter and 5 per cent 
within 60 days, it should be made in several smaller calls distributed 
over a period of a year. There is, however, no need of so much cen- 
tested capital as would occur in these banks. The security of 
the depositors in a bank depends on the good management more 
than on the amount of its capital stock. The funds in the control 
of a good management in a bank are usually several times greater 
than its capital. A 5 per cent assessment on the capital and surplus 
for the establishment of the Federal reserve banks would serve the 
country better than a larger assessment upon the capital alone. 
I believe that 3 per cent on the combined capital and surplus would 
be still better, because that would leave more money for use in the 
proximity of its origin, where it belongs. 


ASSESS COMBINED CAPITAL AND SURPLUS. 


Assessments should be made both on the capital and surplus. The 
surplus of a bank is as much a part of its conte as the capital itself is. 
It would be an injustice to the smaller banks unless the assessment is 
made on both capital and surplus. The 37 national banks in New 
York City, for example, had September 4, 1912, a capital of 
$120,200,000 and a surplus of $128,255,000, while taking, for instance, 
the first 37 banks listed in Minnesota, which is a fair average for coun- 
try banks generally, their aggregate capital on the same date was 
$1,425,000 and their surplus $458,615. ow, if this new system is to 
be a protection to the banks or if it is to be a burden to them, in either 
case, let them pay for the one or the other in a proper proportion | 
The bill should be amended to have the assessment made on the capital 
and surplus both. | 


BANK RESERVES. 


The reserve requirements should be reduced immediately to 20 per 
cent for all reserve banks. That would help the banks to meet the 
demands of the country banks for a return of their funds. As the bill 
is, the reserve banks would simultaneously be compelled to press col- 
lections-—first, in order to meet the demands from the country banks 
for their reserves; second, to subscribe for stock in Federal reserve 
banks; and, third, to transfer a part of their own reserves to the lat- | 
ter. The period of adjustment should be more graduated and the | 
reserve requirements reduced. Since the banks have absolute control 
of the distribution of money to borrowers, they should not be pre- 
vented from loaning at times and in places when and where the money 
is needed. The formative period of adjuatanent to the requirements 


| 
| 
of this bill would prevent that unless amendments are made. 
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CAPITAL CAN NOT BE SIMULTANEOUSLY PROVIDED FOR 12 FEDERAL 


RESERVE BANKS, WHICH MIGHT RESULT IN THERE BECOMING ONE 
CENTRAL BANE. 


On page 3 the Glass bill provides for not less than 12 Federal 
reserve banks with capital equal to 20 per cent of the capital stock of 
the banks subscribing, and for one-fourth to be paid in cash, and also 
that no Federal reserve bank shall begin business until $5,000,000 has 
been paid in. Since the Federal reserve banks would be started by 
the national banks alone, as they alone would be forced to join, they, 
with an egate capital stock of less than $1,100,000,000, even if 
they should alf join, could not start 12 Federal reserve banks on a 5 

r cent assessment with each a paid-in capital of $5,000,000, as the 

ill requires. Furthermore, it would be impossible to equalize’ to 
approximately equal the capital in all districts. It is necessary, 

erefore, to amend on page 3. The bill would serve the country 
better by making the stock of the'Federal reserve banks equal to 3 
per cent of the unimpaired combined capital stock and surplus of the 
subscribing banks and permit them to begin business when $1,000,000 
is paid in. Under the provisions of the bill the Federal reserve 
board may name the 12 Federal reserve districts. and the cities for 
their banks. The city of New York should and of course would be 
named as one of the 12. Chicago would be another. The influence 
of the moneyed interests coal easily prevent all of the districts 
except New York City from completing the organization unless the 
provision forcing banks to become members is held constitutional, 
which is somewhat questionable. The larger banks would have to 
join in order to have capital enough for 12 reserve banks. The 
coe banks are controlled by stockholders who support the Wall 
Street system. Anyone who has investigated the influence of that 
system knows that its influence in a case of this kind would be all 
powerful. The New York district under that condition might com- 
vlete its organization and the rest drop out by default. Then there 
would be one central bank controlled by Wall Street stockholders. 
The Federal reserve board would have some influence, but not 
sufficient td help the general public out of the difficulty that would 
arise from such a condition. It is not within the power of the 
Federal reserve board to complete a single organization if the banks 
do not affirmatively act. 


INCREASE AND DECREASE OF CAPITAL STOCK. 


Sections 5 and 6 provide that when banks reduce their capital, or 
dissolve, or become insolvent, the Federal reserve bank shall pay 
therefor a sum equal to their cash paid subscriptions on shares sur- 
rendered. In times of panic or financial stress this provision would 
weaken the Federal reserve banks. The banks holding the stock 
could dissolve, reduce their capital stock, or go into insolvency, thus 
not only avoiding the whole or a part of the respansibility to carry 
the Federal reserve banks through financial storms, but actually there- 
by reenforce their individual holdings by reducing those of the Federal 
reserve banks. This should be so amended that payment for shares 
surrendered would be made at such time as the Federal reserve 
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board from time to time provides. No solvent bank should be per- 
mitted to surrender its stock at a period when in the opinion of the 
Federal reserve board the pana ublic interests, on account of 
financial stringency, require the Federal reserve banks to have all 
their resources available to meet the more general demand. 


SMALL BANKS SHOULD BE ADMITTED. 


The second paragraph of section 10 should be amended so as to 
— that no bank should be excluded from becoming a member 

ank of a Federal reserve bank because of the amount of its capital 
stock, so long as its capital stock and surplus remained unimpaired, 
if in every other respect such bank was qualified. The welfare of the 
whole people requires the thrift of every community. The small 
communities are as essential as the large ones, and their banks should 
receive the same treatment as those of the larger cities. 


FOREIGN AGENCIES. 


The last paragraph of section 15 should be amended so as to pre- 
vent instead of permit Federal reserve banks opening accounts or 
establishing agencies in foreign countries. Since it is proposed by 
this bill to turn over to the Federal reserve banks the Nation’s funds, 
we should not entangle them further by permitting the Federal re- 
serve banks to establish agencies in foreign countries for speculation. 
The foreign banks authorized by section 28 of the Glass bill would 
attend to foreign business. 


GOVERNMENT DEPOSITS. 


It may be questionable whether it is constitutional to deposit Gov- 
ernment funds in the banks, except in consequence of appropmations 
made by law. Funds that have not been appropriated must remain 
in the Treasury. Subdivision 7 of section 9, article 1, reads: 

No money shall be drawn from the Treasury but in consequence of appropriations 
made by law; and a regular statement and account of the receipts and expenditures 
of all public money shall be p iblished from time to time. 

It may be that any funds that have actually been appropriated can 
legally be deposited in the banks. However, passing that question, 
the adoption of a policy to continually keep on deposit all the public 
funds in the banks is at least doubtful. the bankers claim that the 
ory is being taken out of business to pay the Government demands 
and shoud be deposited in the banks in order to pass back into busi- 
ness. If its doing so were confined to legitimate business, and did not 
enter into speculating and gambling, there would be more virtue in 
the claim. 

A concrete illustration exists at the present time to show the effect 
of the use of the public funds. The first $10,000,000 that the present 
Secretary of the Treasury deposited in the summer (1913) in the 
banks on 2 per cent interest basis, probably did no good, because it was 
imataAlinttbr absorbed by Wall Street and used to exploit the people. 
The bank statements show that it quickly aeavibalod to Wall Street. 


I do not make the statement in criticism of the Secretary. It did not 
happen to be a good time to make the deposit. On the other hand, 
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the later and larger deposits being made by the Secretary of the 
Treasury in the banks in the South and West come at an opportune 
time. It will help to move the crops and to steady conditions and 
prevent financial stringency. 

The undesirability of keeping ail the public funds on deposit in the 
banks all the time is, I think. manifest. At certain seuinade there is a 
great demand for money to move crops. When crops have been 
moved the demand for money weakens and it piles up in the banks. 
The banks loan it out then at lower rates of interest. The speculators 
have taken advantage of those conditions in the past years to reduce 
the price of farm products when the farmers sell their crops. They 
hold the money tight then, but when the farmers buy what they 
require the speculators would have the money market easy so as to 
make the farmers pay high prices. In that way the speculators have 
practically fixed prices. When the farmer sells he 1s compelled to 
take the price the speculator offers; when the farmer buys he gives 
the price the speculator demands. That is one of the troubles with 
the present system and this Glass bill does not furnish a sufficient 
remedy 

If the banks are given all the public funds at all times, as the Glass 
bill provides, there will be times when they will not be in demand for 
legitimate commercial business. They will then be loaned to the 
speculators, who will exploit the people. Then when the demands of 
legitimate trade come again the money market will become tight. 
The farmer, the merchant, the manufacturer, and others will be com- 
pelled to compete with the speculators to borrow money. The interest 
rates will be raised. There will be no place then to give relief like 
that at the present time being sittendiela to some sections of the 
country by the Secretary of the Treasury. The discovery that such 
relief can be given has come too late, for we will hardly have more 
than a sample of its effect until the Glass Ill will become a law and 
will take the public funds and place them where they will be available 
to speculators in competition with legitimate commerce. It may be 
contended by those favoring the bill, that the banks can secure 
Government note issues at any time they wish. That is true if the 
Federal reserve board would approve, as very likely it would if the 

ublic interest required, but that is a protection available to the 
bei alone. They may apply if they wish, but neither the Federal 
reserve board nor the public at large could force such an application 
to be made. The banks are in the business solely for profit. It is 
for their interest to keep the rates of interest as high as hae can, and 
it will make no difference how much the public may be in need of 
more money, the banks will make no application for Government 
note issues till such time as the public is willing to pay a larger profit 
than the banks can make without. The banks can bring out the note 
issues if they wish but no one else can. 


NOTE ISSUES MADE ASSET CURRENCY. 


For more than a half century the money loaners have ridiculed the 
issue of United States currency based on the credit of all the people. 
Now they ask the United States to issue notes on the credit of the 
people, but not for the people, nor in their interest. Instead it is 
proposed to organize the private banks into 12 or more special cor- 
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porations and issue this currency on the security of notes, bills of 
exchange, acceptances, Government, State, and municipal bonds. In 
other words, it is to be a form of asset currency supported by the Gov- 
ernment but given to special interests to be aa by Congress with 
full and complete authority to scalp from the people and generally 
exploit them. 

By section 7 in this bill the Government is to divide the profits 
that the Federal reserve banks get out of the people; that 1s, the 
Government is to print and engrave currency for tliese private cor- 
porations and give them the monopoly of loaning it, and whatever 
they are able to force the people to pay for the use of it such proceeds, 
after the corporations have first taken out the expenses and 5 per cent 
profit for themselves, the excess wil be divided between these copora- 
tions and the Government. Considering section 7 in connection with 
the note issues which the Government is supposed to charge for, and 
also in connection with the charge to be made upon Government 
deposits, this section 7 establishes a vicious principle. Upon the 
note issue as well as the Government deposits, the policy of making 
a reasonable charge, can not be reasonably questioned. That is 
clearly within the Government right as well as a fair policy, but this 
section goes further, and provides that after the special private 
corporations to which Government note issues and Government 
deposits have been furnished and a proper charge made, that after 
these corporations have gotten out of the people a reasonable return, 
that is 5 per cent as fixed by the bill, then whatever in addition to 
that that can be extorted from the people the Government will 
divide with the banks. 

No one other consideration in connection with the business dealings 
of the people with each other is so important as the money and 
eredit system. The authority for the money, as well as the support 
of credit, depends for its stability on the Government. In the ex-~ 
tension of a udvantages sought to be derived from the use of 
money and a practical use of credit the power of the Government 
is absolutely essential. Any proper considerations by Congress of 
this subject are necessarily national in their scope. 

It is the acme of absurdity for Congress to place between the 
people and the Government itself an agency in the absolute control 
of the distribution of money and the use of credit that would be 
valueless without the guaranty of the Government, and yet that is 
the identical thing that has been done by Congress, and the Glass 
bill emphasizes the absurdity. 

Why should Congress place a controlling agency, employed for pri- 
vate gain, between the people and the Government of the United 
States? That is what has been done by giving to the banks the 
exclusive privilege of the use of the Government credit. Why is it 
proposed that the banker should take the merchants’, the manufac- 
turers’, and others’ notes, as well as the bonds of towns, villages, 
cities, States, and even the Nation's bonds, to the Government and 
get currency, and at the same time refuse the producers themselves, 
the makers of those notes and obligations, an equal privilege? The 
absurdity of the Government giving away its own credit to corpora- 
tions to exploit the people is incomprehensible. The bankers are not 
to blame. Congress is to blame for giving away the people's rights 


and bestowing them upon the banks. 
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It is true that Congress possesses the authority and has the power 
to strip the banks of their exclusive monopoly, but the most of us 
have not the courage, and therefore we have the absurdity of the 
Congress of the United States giving to special interests the Govern- 
ment credit—the credit of the people—thercby forcing the people to 
borrow at exorbitant rates of interest the very money that their own 
Government issues on their own credit. The fiat of the Government 
is stamped upon the coins and the currency and then given to special 
interests and used as a means to pauperize the people. If the exclu- 
sive privilege were not given to the banks, then they would become 
the people’s natural agents, but with the exclusive monopoly they 
become the people’s masters. 

The notes, bills of exchange, acceptances, bonds, etc., are the lim- 
ited currency of those giving them—limited in its circulation by the 
credit that one or more persons are willing to give to it. By this 
Glass bill it is proposed to give the credit of the Government to these 
and create an endless chain by means of which the Government is 
to manufacture asset currency for the banks. 


GOVERNMENT FURNISHES CAPITAL. 


The Glass bill proposes to deposit all the Government funds in the 
banks. In the past the funds have been approximately $250,000,000 
and the sum increases with the growth of Government business. Of 
this first sum of the people’s own money to be taken from the United 
States Treasury the banks may loan to the people two-thirds and 
keep one-third on reserve. They will get the people’s notes, bonds, 
etc., for approximately $165,000,000. Then, under section 17 of the 
Glass bill, they will be allowed to take these notes and bonds to the 
United States and deposit them and get United States currency. 
This currency they will take out and loan to the people and get an 
additional supply of notes and bonds. In the meantime they will 
have aileeten a lot of interest on the first installment, and, with that 
reloaned to the people, they take all the notes and bonds they get 
and come back to the United States Treasury for another supply of 
United States currency, and, as previously, they run out again and 
reloan that currency to the people, and now again they liave still 
more interest collected from the people which they will have reloaned, 
so they add that and come back to the United States for still another 
supply of currency. If it were only the Treasury funds they were 
to have it would be hampered some by the reserve required to be 
back of the note issues, but they also get the deposits from member 
banks and can do the same with those. 

Thus we see that the specially created interests which the Glass bill 
proposes to make will get the funds in the United States Treasury 
and a large part of the individual deposits of the people, loan them out 
to their owners, the people, get the people’s notes and bonds drawing 
interest, and keep returning over oa over, again and again, for United 
States currency to loan. Thus it is to continue ‘‘world without end,”’ 
the people encumbered without end. It is to be a never-ending 

ulley, with boxes attached, leading from the banks into the Treasury 
of the United States, taking into the boxes the people’s money, bring- 
ing it out from the Treasury of the people cot into the banks, to be 
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loaned to the people themselves at a price to be in the exclusive con- 
trol of the banks. The Glass bill proposes to protect the individual 
bank that rediscounts with the Federal reserve from exorbitant 
interest rates, but none but member banks can apply and the bill gives 
no individual borrower any protection as against an unreasonable 
charge of interest by the bank. 

In accordance with the legislative and executive policy, and upheld 
by judicial decrees, running through their official acts, to be found in 
statutes, department orders, and judicial decrees, the people have 
been given into bondage. In less than 100 years the expense of 
administering the investment of the money that this Glass bill alone 
authorizes to be taken by the banks out of the United States Treasury, 
plus the eompennding of interest, at the rates that banks charge and 
collect from the people, would absorb the equal of every dollar's worth 
of property now in existence and stil leave a deficiency on which to 
declare the people bankrupt. I challenge any honest person to com- 
pute the cost to the people. If he does, he must admit the truth of the 
statement. A somewhat similar process to that which this bill makes 
possible for the pyramiding of loans from the use of currency author- 
ized to be given to the banks has existed for a long time by the use of 
deposits and credits for loans based on bank accounts, and we are paying 
now in the high cost of living partly because of that practice. A vast 
majority of the people have no property, but live from hand to mouth 
on the little part they get from the results of their daily toil. The 
rest is absorbed to pay the toll that the Government practically pro- 
vides for the banking and other special interests. 


THE ABSORBING POWER OF INDIVIDUAL FORTUNES. 


By reason of the policy followed by the legislative and executive 
departments, and supported by the judicial, there are several indi- 
v duals in these United States, each of whose fortunes are now large 
enough so that 6 per cent annual interest compounded as is the cus- 
tom, computed for 100 years, would furnish the owners with all the 
luxuries and extravagances of life, such as the families of the wealthy 
usually indulge, and in addition enable them and their successors to 
their fortunes to absorb the equal of the whole wealth now existing 
in this country. There are more than a thousand others who in 
twos, threes, fours, fives, and sixes could do the same thing. They 
are all levying a tax, burden, or whatever you wish to call it on us 
every day of our lives 

It is a fact that any and all the legislation that has been advocated 
by the political leaders will have mighty little influence in solving the 
cost of living. It is not in the tariff bill, nor is it in the currency bill. 
It will not come out of a bill that comes out of secret meetings and 
closed caucuses. There can be only one purpose for doors being 
closed to the public, and that is to whip subservient Members into 
supporting something that does not give the people that to which 
they are really entitled. This Glass bill is anexample of that. Those 
who provide us with bread and butter and with the clothes that we 
put on our backs and the shelter for our bodies are the last to be 
served. These, who are the source and very basis for the supply of 
life’s necessities, are deferred to a future period, while the Glass bill 


that we are called on to enact continues the system which gives to 
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special interests @ monopoly control of the distribution of money. 
Those who toil must support it, and must appeal to these special 
interests and pay them the toll for its use, with not one word in the 
entire bill placing a limit on that toll. 

It is generally pretended that the reason the money supply is out 
of proper commercial adjustment at certain periods is because of the 
extra demand for the movement of the crops. It is true that there 
is a farmer’s demand, but the trouble with the reformers is that they 
do not intend to give the farmers the remedy. The farmer is put off 
till the last. His rural credit system can wait. The speculating 
interests are to be first supplied with funds to speculate on the farm- 
ers’ products. This bill, in one of its sections, is expressly against 
the ferns r. It offers a sop in section 26 by permitting the national 
banks to loan on improved farms for nine months, which would be of 
little if any value to a farmer. The farmer, unless in desperate 
straits, would be foolish to mortgage his farm for so short a period, 
but section 17 of the bill discredits the farmer’s note by refusing to 
permit it to be used as security for United States currency, but allows 
most other kinds of paper to be taken. There is nothing better than 
a note secured by a fase mortgage. Farm-mortgage notes should be 
accepted the same as merc hants’ notes and others when they have 
the same period to run before maturity. A large amount of farm- 
mortgage notes are coming due within 60 and 120 days all the time; 
that is, a farm mortgage, after it has run to within a period of 60 or 
120 days of maturity, it makes no difference how long it was made for 
originally, even if 10 years, is as good as any other short-time note, 
and the bill should be amended to take such notes. 

While I regret it, ] am not surprised that the President might advo- 
cate a bill that he could not possibly have had time to study, for his 
multifarious duties make it impossible for him to give detail study 
to these matters, but Members of Congress have time and are not 
excusable for submitting a bill so weak in its value to thepublic. It 
may be better than what we have now in practice, but the people are 
entitled to a bill worth 100 cents on the dollar. 

Various other amendments of lesser importance could be made to 
the Glass bill, improving it, to which I shall not call attention in this 
report, rather leaving them to be considered on the floor of the House. 
In suggesting the amendments that I have, it is not with the inten- 
tion of approving the bill even if the amendments are adopted. The 
amendments would improve the bill, and with them in I could vote 
for the bill when all things possible had first been done to adopt a 
good bill. 

The Glass bill is unfitted to an adjustment of the greatest financial 
problems that now confront the people for solution. If it were to be 
amended so as to meet the necessities of the present times, even the 
title would have to be stricken out, another substituted, all the 
sections rewritten, and there would be nothing left to resemble the 
original. 


NEW LEGISLATION AND NOT PATCHWORK IS NEEDED. 
Congress was called into extra session to legislate with a view to 


reduce the cost of living. All honest people must commend the pur- 
pose. Earnest efforts have been and still are being made to accom- 
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— that result, but on account of peculiar partisan practices and 
alse rules for the government of Congress, for which men and not 
parties are at fault, Congress does not have presente.| to it in form to 
vote on measures suited to the people’s most urgent needs. Secret 
committee meetings and secret caucuses fraine bills, bind and gaz the 
attending members, and by a systein of evading recor.d votes on sep- 
arate important provisions, prevent the passage of levislation that 
would result in a substantial reduction of the cost of living. 

Unless some sudden change takes place in the government of Con- 
gress, that is not apparent at this time, nothing that is here being done 
will reduce materiuly the cost of living to those who earn it by their 
daily work. The reason why may be easily understood by anyone 
who will carefully study the conditions. Such a study will reveal to 
anyone the leading cause for the high cost of living. When one under- 
stands those, he will know that the two bills which by the rules gov- 
erning Congress are permitted to be acted upon, will not accomplish 
the result demanded. 

In the hopes that the people, as well as their representatives in 
Congress, may give this most serious inatter attention early enough 
to i the course of things here to give them a better turn, | have 
labored to point out a few things that must be done if we would 
give the people any material relief. I sm not given sullicient time 
to state all the facts that I wish to in this report. 1 have no greater 
capacity than other Members, but | have put in the time to investi- 
gate carefully the conditions. I have gone out among the people 
and seen the rich and poor in actual operation in business and work 
and have studied them there as well as in their homes. I have had 
enough experience in various ways to enable me to understand quite 
well why it is that a few people are now getting all the wealth that 
results from the labor of people generally, and what is more import- 
ant, I know that the power of the few to outrageously extort from 
the people generally can be prevented. For the information of any 
Member who has not had time to make the investigation for himself 
and who wishes to study the subject further from my viewpoint and 
so informs me, I will furnish a book which I have just published on 
Banking and Currency and the Money Trust, and also a speech which 
I delivered in the House August 2, 1912. 


THE LOWER COST OF LIVING AND ITS RELATION TO MONEY AND CREDIT 
AND TO INTEREST, DIVIDENDS, RENTS, AND PROFITS. 


We must have food, clothes, and shelter, and require the instru- 
ments with which to ply our daily work. These are the prime 
necessities, and are made available only as the product of labor. 
They determine the initial cost in living. When the means of the 
individual units in our social order—that is, of the people—are safe- 
guarded and kept unencumbered while they provide their prime 
necessities, their securing benefits from the social order in excess 
of such prime requirements will be assured as a consequence. A 
few concrete illustrations will make that clear. 

It. must. be kept in mind that the Government of the United States 
and of the several States has established a policy supported by 
yeneral practice, by statutes, and the decrees of courts, that. the 
owners of property are legally entitled to a rate of interest or divi- 
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dends or profit return, that in and of itself encumbers all people. 
The people must have the use of the property or the products from 
its use and therefore are compelled to pay the interest. The power 
of its enormous burden I show in the following interest table com- 
piled by a former Librarian of Congress. This table shows the 
wth of $1 by compounding interest in the manner of the banks. 
ne dollar loaned for 100 years would grow as follows: 


Interest at— 
6 per cent per annum would amount to.............. $340 
8 per cent per annum would amount to.............. 2, 203 
10 per cent per annum would amount to............. 13, 808 
12 per cent per annum would amount to............. 84, 075 
18 per cent per annum would amount to............. 15, 145, 007 
24 per cent per annum would amount to............. 2, 551, 798, 404 


I shall cite a few individual cases from which Members of Congress 
can easily determine that not only on paper and in Guiry is the 
Government supporting a policy o pauper ere the people, but it is 
actually pauperizing them by its support of this practice. Use the 
table above, and from it the tremendous power of interest and divi- 
dends to oppress tho plain producers may be seen. The individual 
fortunes are stacked up against the people’s daily energy, so that 
from the products of their tc il the interest, dividends, and rents must 
be paid. It means that de:d capital is stacked up against human 
life so as to make humanity subservient to so-called ‘‘ vested rights,” 
by law privileged to take un extortionate toll for the use of sub- 
stance which has beon produced by the people’s own toil. That is the 
incumbranco to which I referred as being directly and indirectly 
responsible for the high cost of living. No bill that’ would properly 
deal with this problem has beon permitted by the so-called “leaders” 
in this Congress to get a fair hearing. On the contrary the “ leaders’”’ 
have appropriated the public committee rooms and the Halls of 
Congress as well, corralled subservient Members, locked the doors to 
keep tho other Members and the public out, and produced bills that 
Membors have been coerced to support under the guise of harmony in 
a party. 

The folowing cases to which the table of interest may be applied 
is illuminating: 

From the testimony given by George F. Baker (president of the 
First National Bank of New York City) before the committee 
appointed to investigate the Money Trust we learn that the opera- 
tions of a single bank produced in 50 years profits equal to $86,000,000, 
or 172 times its original capital. If that bank continues to do busi- 
ness and is allowed to pile up profits in that geometrical progression 
it alone, on an original investment of $500,000, in less than 100 
years would have the power to extort from the people more than the 
equal value of all the existing preperty in the United States, and 
that bank is but one of the 30,000 banks operating on an uneco- 
nomic system. 

The capital stock of the national banks alone, in 1912, was 
$1,046,012,580. The dividends paid for the year ending June 30, 
1912, averaged 11.66 per cent, which was in addition to the accumu- 
lation of a large surplus. Going at that rate, compounded as the 
banks do, they would have the equal of the entire present valuation 
of the country absorbed in less than 50 years and would have the 
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surplus from year to year to do — they wish with. These 
dividends are over and above all the expenses which include pay 
for the clerks and high salaries for the officers connected with the 
banks. That is not all; the bank officials have unusual opportu- 
nities, and most of them do speculate in various ways, and in the 
aggregate they - greater profits from deals that make no return 
to the banks t the actual dividends: declared. What I have 
named includes the national banks alone. There are more than 
twice as many other banks, loan and trust companies of the different 

ds. These do about twice as much business as the national 
banks. That is just one great interest, the banking and financial. 

There are the railways, the steel and iron companies, the oil com- 
panies, the coal companies, the telegraph and telephone and numer- 
ous other companies, besides a thousand or more great individual 
fortunes, that concentrate into very limited control the principal part 
of the active capital in the country. This is held on one side by the 
so-called capitalists, protected by the ‘‘vested rights doctrine,” 
which means law, that enables them to extort from the people in what 
are called dividends, interest, rents, and profits, an amount that, as 
shown by the interest table given before, is absolutely sure to keep 
the cost of living high and to keep the people working to support 
that system. By that system any person who can get a few thousand 
dollars can live in idleness or as a spendthrift on the interest that 
the working people of this country are forced to pay. 

Members of Congress are intelligent. What I have already stated 
is sufficient toshow any intelligent person that our present system is a 
fraud on the people. No intelligent, self-respecting people can long 
tolerate a governmental system which by its established and ex- 
pressed policy places an unnecessary burden on the citizenship. I 
shall not multiply the examples showing the injustices created by the 
policy of Government. A word to the wise is sufficient. To others 
it would be hopeless to pile up examples. 


WE REQUIRE TO LIBERATE THE PEOPLE FROM EXCESSIVE INTEREST. 


Under the Glass bill the amount of money that would be exclus- 
ively within the control of the banks within a few months after its 
becoming a law would be increased. The bankers’ powers to collect 
interest would be considerably augmented. It is on that account 
that the Glass bill does not provide a remedy to meet the people’s 
greatest necessity. 

There is but one way to meet the financial necessities of the people, 
and that is to have the Government support all the people in what- 
ever useful industry they may be engaged. The Government must 
withdraw from the banks the exclusive monopoly control of financing 
the people and give to every legitimate and necessary enterprise 
impartial governmental support. It is absolutely necessary to an 
independent people that the Government should stand ready to do 
that. Then the bankers, seeing that they no longer have an ex- 
clusive monopoly, would exercise the office of an agency instead of 
holding the hand of mastery. With that purpose in view, and to 
pave the way for very early permanent relief to the people, I offer 
the following amendments to the Glass bill: 
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Strike out the title of the Glass bill and substitute the following for 
its title: 


A BILL To amend the national banking laws, to provide a revenue system by which 
the Government taxing powers shall be represented by United States currency 
drawn on the people of the United States to be disbursed through the governmental! 
agencies on appropriations by Congress for services rendered or to be rendered the 
Government, to inaugurate, develop, and maintain an American financial polic 
and currency system which will liquidate and eventually abolish debt, National, 
State, and municipal, and put the public and private enterprises, industries, and 
exchanges tipon a sound economic basis, and remove the power of private interests 
to monopolize the mediums of exchange, and for other purposes. 


Also strike out all of the Glass bill following the enacting clause, 
except sections 26, 28, and 29, and renumber said sections so as to 
be numbered sections 18, 19, and 20, respectively, and in lieu of the 
part thus struck out insert after the enacting clause the following: 


FISCAL DEPARTMENT. 


Section 1. That there is hereby established a new fiscal department of the United 
States as an adjunct to and within the jurisdiction of the Treasury Department of the 
United States. The board of said fiscal department shall consist of eight members. 
This number shall inelude the Secretary of the Treasury, who shall be member ex 
oflicio, but without voting power except as specifically in this act provided, and seven 
others, nonpartisan, to be selected by the President, by and with the advice and con- 
sent of the Senate, and whose term of office shall be for ten years: Provided, That in 
naming the first board one shall be named for two years, one for four years, one for 
six years, one for eight years, and three for ten years, and always subject to removal by 
and with the consent of the Senate. ‘The salaries of the seven members thus appointed 
shall be fixed by Congress annually in the appropriation bills. The Secretary of 
the Treasury shall be the chairman of said board and shall select a first and second 
vice chairman, who shall, in the order named, preside at meetings in the absence of 
the Secretary of the Treasury. The Secretary of the Treasury shall have no vote 
except in case of a tie vote, when he may vote to break the tie. Five members shall 
constitute « quorum. The seven members on the board appointed by the President 
and confirmed by the Senate shall devote their entire time to the business of the fiscal 
department and do the principal part of the work in order to establish in practical 
working order a new fiscal department; that said board shall have authority to 
employ such assistance and incur such expenses as may be necessary in the perform- 
ance of their duties, and for such purpose there is hereby appropriated $100,000, or 
so much thereof as may be necessary, to be paid out of the moneys in the Treasury not 
otherwise appropriated upon vouchers approved by the Secretary of the Treasury. 


UNITED STATES CURRENCY. 


Sec. 2. That in aid of Congress in pursuance of the power conferred by the Constitu- 
tion upon Congress to coin money and regulate the value thereof the fiscal department 
is hereby authorized to issue a new United States currency, which shall be in the form 
of public-service certificates, and these shall state upon their face in substance that the 
bearer has performed a public service of the value stated in the certificate, that each 
separately is issued and circulated for value received under the provisions of this act, 
and the same shall be the lawful money of the United States and shall be receivable 
at par for all debts, dues, and demands, public and private, within the jurisdiction 
of the United States, created after the passage of this act; that the same shall be wrinted 
and engraved by the Bureau of Printing and Engraving from plates and dics Sevieed 
by the fiscal department, and shall be issued from time to time in such quantities 
and in such denominations as the public interests require, and in all cases, except 
where otherwise provided in this act, shall first be placed in circulation by being 
earned in public service of the Government or in the supply of some material needed 
for Government use, and then for its full par value, and shall not after returning to the 
Government be again reissued or circulated except for a like purpose. 


DISTRIBUTION OF UNITED STATES CURRENCY. 


Sec. 3. That to carry out the appropriations made by Congress, the fiscal department 
shall issue the United States currency authorized by this act to the various depart- 
ments of Government for all public purposes that require or may require the expendi- 
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ture of public funds. That when funds have been appropriated by Congress and the 
United States currency is issued to cover such appropriations, the fiecal dep ent, 
for the convenience in the transaction of business a the Government disbursing 

ncies, may deposit such currency, as well as checks, drafts, and other receipts of the 

vernment, in national and other banks, or in postal savings banks, for checking 
accounts, but banks shall not be required to pay interest on such accounts. on 
of checks, drafts, and other evidences of dues to the Government may be made in the 
banks, but otherwise the United States currency only shall be deposited in the banks 
by the Government, which currency when so deposited shall be held as a specific 
fund to special d it, but checks and drafts and other evidences of dues to the Gov- 
ernment deposited by the Government shall not be distinguished from or have any 
privileges or preference over other deposits of individuals, whether private or otherwise, 
in the same barks. No deposits shall be made in banks for the purpose of creating 
surplus therein but merely to facilitate the transaction of public business. The 
banks shall, so long as there remains a credit to the Government's general account, pay 
checks drawn by the Government agencies out of the general account, and the use of 
the special deposits of United States currency in payment of such checks is hereby pro- 
hibited until the general account shall have been exhausted, in which case payment 
may be made out of the special deposit. 


CANCBLLATION OF EXISTING CURRENCY. 


Sc. 4. That from and after the passage of this act all United States notes, currency 

ld and silver certificates, and national-bank notes shall be fall legal tender for ail 

ebts and dues, public and private, in the United States, its Territories, and pomes- 
sions, except debts or contracts existing at the time of the passage of this act, which 
by their terms are payable in some other form of money or material, but while in 
circulation the present money and currency aforesaid, as well as all existing coins, 
shall not be deprived of its present qualifications, and the outstanding United States 
notes, currency, gold and silver certificates, and bank notes shall be redeemed on 
demand in such other form of money as now provided by law; and as soon as practi- 
cable after any United States notes, currency, gold and silver certificates, and bank 
notes come into the possession of the Secre of the Treasury for redemption the 
same shall be canceled and destroyed: ided, That when such redemption is of 
national-bank notes the amount canceled shall operate in liquidation of an equal 
amount of United States bonds mene. the same, except that any national bank 
may, by giving the fiscal department such notice as the said department may require, 
have the national-bank notes redeemed, reissued by complying with the ome as to 
the maintenance of security, and no such notes, currency, or other certificates shall 
be reissued except as in this act provided. All existing laws for reissuing or recir- 
culating any such notes, currency, or certificates are hereby repealed. at when 
gold or silver becomes the property of the United States their aati tone quality 
except as to subsidiary coin required for circulatory purposes for small change, shall 
cease and the gold be reserved for use in the redemption of outstanding obligations 
and for use and in aid of interstate exchanges when the Government shall in any 
way be interested. That the fiscal department may purchase gold from time to 
time at the marketable value, if nec , for either of said purposes, and also when, 
in its judgment, the national debt can thereby the better and the sooner be extin- 
—* and except as authorized by this act, the United States shall receive gold 
or coinage only, the purpose being solely to affix the governmental stamp of weight 
and fineness to such coins, but all coins so made after the pa of this act shall 
have no legal-tender quality. A charge equal to the cost of coining the same shall 
be made, which coin shall forthwith be removed ne whoever it may have been 
coined for, and no department of Government shall hereafter give storage facilities 
to any gold bullion or coins not belonging to the United States and shall issue no 
moe gold co eee ‘ i“ 

Ec. 5. t on and after three years from the passage o oct 8 are ones 
equal to the cost of maintaining the same shall be charged and collected on all go 
and silver held against outstanding certificates, it being the ultimate purpose and 
policy of this act to remove the Government fiat from all metals and reduce metals 
to their commercial commodity value. 


AID TO THE STATES. 


Sec. 6. That all States of the Union whose laws now or hereafter confer upon them. 
or their executive or other State functionary, the power to borrow money on the credit 
of the State or to guarantee the obligations and debts of their counties, towns, boroughs, 
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villages, cities, municipalities, school districts, or political divisions for any just and 
recognized public use, may apply to the Secretary of the Treasury to secure loans of 
United States currency for the purpose of defraying the current expenses of the State 
or any of its political subdivisions aforesaid for which the people of the State or 

litical division aforesaid are taxed. The Secretary of the Treasury shall certify to 
Congrese as often as practical, not less than once annually at the a ery | of each ses- 
sion and oftener when practical, an abstract of such applications and the details so 
far as practicable in regard thereto, to the end that Congress —_ in its discretion 
appropriate United States currency in such sums as it deems best for the use of such 
State or States applying therefor, and to be loaned by the Federal Government to the 
States only. Before any such loans shall be made the fiscal department shall recom- 
mend uniform rules and regulations, so that Con may not discriminate or allow 
discriminations by the fiscal department in making such loans, and shall prevent 
the States, in the use of the funds secured, from allowing any discrimination in the 
administration of the system. Such proposed rules and repu ations shall provide for 
a uniform expenditure by the States, so that the issue of United States currency and 
the volume shall conform to the demands of business, public and private, avoidi 
alike redundancy and insufficiency, and shall provide that no State shall pay out 
said currency secured from the Federal Government except for the full face value of 
the same in service to the public for public purposes for which the people are annually 
taxed, so that the currency may be returned in the payment of such taxes through the 
usual methods; and before any State shal] be extended a loan it shall establish and 
submit to the fiscal department the rules by which it would be governed in the ex- 
penditure, which rules must be satisfactory to the fiscal department. All rules and 
regulations thus proposed shall be referred to Congress for such action as Congress may 
ad 


opt. 

Sac. 7. That the charge for loans to the States and the manner of guaranty by the 
States and the form of guaranty to insure the proper expenditure of the same shall be 
adopted by the fiscal department and-shall in every respect be uniform to the States 
and subject to review and confirmation by the Senate. 


NATIONAL PUBLIC WORKS AND IMPROVEMENTS. 


Sec. 8. That the fiscal department shall devise a plan whereby Congress may be 
guided in the enacting of legislation to authorize the fiscal department to establish a 
system of national public works and improvements adapted at all times to give imme- 
diate relief to all congested labor conditions within the territorial jurisdiction of the 
United States and render available all surplus labor and insure against enforced idle- 
ness and the ills incident thereto by means of the inherent powers of the Government 
to establish justice and promote the general welfare, and shall report such plans and 
the outlines of a policy to Congress with recommendations. 


AID TO THE AGRICULTURAL AND HORTICULTURAL INTERESTS. 


Sec. 9. That the fiscal department shall proceed with all reasonable expedition to 
communicate and cooperate with the authorized representatives, organized and 
unorganized, of the agricultural and horticultural interests of the Nation, with a view 
to the adoption of a plan and policy of systematizing the production, storage, transpor- 
tation, and distribution of sntesioand and horticultural products, to the end that 
both the producers and consumers of such products may have complete emancipation 
from the present extortions of speculators and manipulators in these products and of 
organized and trustified storage, elevator, and transportation combinations now monop- 
olizing the same and controlling and manipulating the prices of such products both to 
the producers and cons imers, and shall, if practical, propose such an extension and 
enlargement of the postal savings system, and if neal: be, increased issue of United 
States currency in aid thereof as will provide for a system of Government loans to 
owners and operators of improved agricultural and horticultiral lands, upon such 
terms as will amply insure the repayment of such loans, at a rate of interest not to 
exceed four per centum, payable semiannually. Such interest shall be reduced to a 
nominal interest barely sufficient to reimburse the Treasury as soon as the national 


debt can be extinguished, and such plan shall be reported to Congress with recom- 
mendations. 


GOVERNMENT LOANS TO WAGE EARNERS. 


So. 10. That the fiscal department shall proceed with all reasonable expedition to 
communicate and cooperate with the organized and unorganized wage earners to 
consider and devise a plan and policy for a system of Government loans to wage 
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earners at the lowest rate of interest consistent with the cost and integrity of the 
service, which loans will enable them to provide homes independent of real-estate 
speculators with an adjunet and department of wage and salary advances to further 
protect wage and salary workers from the overcharge made by loan agencies. These 
plans shall be submitted to Congress with recommendations. 


AID TO MANUFACTURING INDUSTRIES. 


Sec. ll. That the fiscal department shall proceed with all reasonable expedition to 
au inquiry into the conditions of the manufacturing industries of staple products in 
the United States and Territories with a view to ascertain the state of such industries 
and devise plans for the inauguration of a policy to aid and assist such of those man- 
ufacturing interests as are not invelved in monopolistic combinations, or are able 
aud «disposed to extricate themselves from existing monopolies, which plans shall 
involve a system of Government loans and advauces to such manufacturing interests 
as are able to insure the repayment with the lowest rate of interest consistent with 
the cost and the integrity of the service, which plans shall also be reported to Con- 
gress with recommendations. 


IN GENERAL, 


Sec. 12. That it shall be the duty of the fiscal department to investigate into the 
financial conditions of all legitimate industry, work, and enterprise of whatsvever 
character, the pursuits and results of which, under proper conditions, promote the 
general welfare, and ascertain what plan or plans, if,any, can be contrived for their 
uid by extending Government loans to them or such of them as require aid. The 
fiscal department shall report to Congress from time to time thereon with recom- 
mendations 

Sec. 13. That the fiscal department in its administration shall take notice of the 
economic fact that payment by the Government for a service to the Government 
involves a collection from the people of an equal amount plus the expense of collec- 
tion, and that the issue of United States currency in payment of Government eX peses 
creates a demand on the part of the people equal to the currency required to be re- 
turned to the Government in cancellation of taxes or dues; and further, that economic 
private enterprise (eliminating speculation) for the production of commodities or the 
rendering of services for the use of others legitimately involves the return of commodi- 
ties or services of equal value, whether the same is accomplished by direction or indi- 
rection, and that whenever actual commodities or services are not immediately or 
directly exchanged in a cancellation of the respective obligations, then a credit repre- 
sentative is necessary, and so far as possible, in a practical sense, when applied to the 
affairs of the people as they exist, the obligations of credit should be liquidated without 
the burden of a greater charge than is consistent with the cost and integrity of an honest 
and just system. Therefore in the supply of United States currency guaranteed by 
the credit of the people as a medium of exchange, the volume to be placed in circula 
tion should conform to the needs of commerce, avoiding alike both redundancy and 
insufficiency, and with that as the ee the fiscal department xhall make estimates 
and report to Congress, for under the Constitution no money shall be drawn from the 
Treasury but in consequence of appropriations made by law. 


AUTHORIZING NATIONAL BANKS TO BORROW RESERVES. 


Sec. 14. That the national-bank act is hereby amended so as to permit national banks 
to borrow from their own reserves by complying with the provisions of this section 
That any national bank having its capital and surplus unimpaired may apply to the 
fiscal department to borrow from its cash reserves maintained in its own vaults. The 
bank so applying shall set forth in detailed description the securities it proposes to 
deposit with the fiscal oereeeee for the loan, which securities shall be of the same 
character as is by law an tr now required or as may be hereafter required for 
the deposit of Government funds in banks. If in the opinion of the fiscal department 
the public interests require the extension of any such loan or loans, the same shall 
be authorized by said department to the extent it deems wise; but before a bank 
authorized to borrow from its reserves shall be allowed io do so its securities shall be 
approved and deposited with the fiscal department in such amounts as the fiscal 
department shall demand, and the bank or banks having complied with all the rules 
and regulations of the fiscal department, on order from said department, there shall be 
transmitted from the nearest subtreasury to the bank or banks to which such authority 
is extended United States currency to the extent of the amount authorized to be 
borrowed from the reserves, and the bank shall specificaliy retain the United States 
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currency thus received in its vaulta, and then may loan or pay to its depositors or 
pay its other obligations from its other cash reserves held in its vaults w the extent 
authorized, and shall substitute the United States currency thus paid out to be kept 
as reserves and for the benefit of the bank’s creditors to the extent of the actual amount 
of the reserves that have been borrowed and paid out by the bank, as herein author- 
ized. Any bank thus borrowing shall pay interest to the fiscal department on the 
amount of United States currency loaned to it under the provisions of this section 
at a rate which shall not be in excess of four per centum per annum for the first three 
months, which fate shall be increased thereafter monthly at the rate of one per centum 
per annum for each additional month until paid, but subject to the fiscal department 
requiring the payment when in its opinion the public interests require it. For the 

‘ial purpose of carrying out the provisions of this section and the following sec- 
tion there is hereby appropriated, in addition to all other sums appropriated by this 
act, the sum of $1°500, 000 000 of United States currency, authorized by this act to 
be specificall retained by the fiscal department for said purpose, and to be specifi- 
cally retained by the department for said purpose, and to be printed and engraved 
in advance in such amounts only as are necessary to insure a sufficiency immediately 
when required. 

STATE BANKS. 


Sxc. 15. That from and after the passage of this act any bank or banking association 
or trust company organized or incorporated by special law of any State, or organized 
under the general laws of any State, or of the United States, and whose capital and 
surplus is unimpaired, may make application to the fiscal department for the right 
to borrow from its cash reserves maintained in its own vaults on complying with this 
act and the rules and regulations of the fiscal department: Provided, That the same 
shall be consistent with the laws of the State under which such bank or trust com- 

is organized: And provided further, That a majority of the stockholders in the 
Conk or trust company of such applicants shall sign in writing their consent with 
the fiscal department to bring the banks so applying within the laws, rules, and 
regulations that govern national banks in securing such loans, except that no bank 
shall be refused the privileges and advantages in regard to such loans on account of 
the amount of its capital and surplus so long as the same remains unimpaired. All 
such banks having complied with the provisions named shall be entitled to like 
privileges accorded tw national banks. 

The substance of what I offer in amendment above is embodied in 
a bill that I introduced August 8, 1913. Sections 14 and 15 provide 
for an emergency currency that would absolutely relieve the banks 
of difficulty to furnish funds to move the crops, and would save the 
Nation from the burden of establishing another retinue of officials 
for 12 or more central banks, such as the Glass bill provides. With 
these amendments that I offer enacted into law, the many economic 
evils now existing in our social conditions would directly cease. 
Furthermore, the bankers would then be instrumental in carrying 
out the great reform. Once their exclusive privilege and monopoly 
is taken from them, we shall have the benefit without the burden of 
their practical dealings. 

The bill that I have offered as a substitute for the Glass bill has all 
the elements of a complete — and would reach its perfection 
through the work of the board of the fiscal department, which board 
would give all its time to that purpose. It would not discard the 
present system, but would require it to stand on its own merits. If 
the old system would respond to the demands of freedom in trade, 
that system would continue in use, but if it failed, the new system 
would respond. The issue of currency would be scientifically regu- 
lated to meet the demands of trade. It would be controlled by the 
Government instead of by the banks. While this is not a party 
ee the following plank in the Progressive Party platform states 
the correct principle: 


The issue of currency is fundamentally a Government function and the system 
should have as basic principles soundness and elasticity. The control should be 
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lodged with the Government and should be protected from the domination of manipu- 
lation by Wall Street or any special interest. 


GOLD STANDARD RESPONSIBLE FOR MANY OF THE SOCIAL EVILS. 


It will be objected to my bill that it discredits the gold standard. 
It is difficult to remove a prejudice such as that existing in tavor of 
the gold standard. 

On March 14, 1910, after an adroit campaign carried on by the 
special interests covering a considerable aoa Congress passed an 
act which called for the permanent establishment of the so-called 
‘*gold basis’’ for all of our money. Since then there have been new 
inventions made for mining gold which make the available amount 
more plentiful, with the result that the ‘‘gold basis” is puzzling the 
Money Trust. But there is a still further complication and that is 
that the people are becoming familiar with the fallacy of the ‘‘gold 
standard” and they are becoming dissatisfied in proportion to their 
understanding of its bad effects. 

The dollar is worth less now than it was in 1900; that is, it will buy 
less. That fact, particularly, does not satisfy the creditor class. They 
have had enormous interest returns, but they have lost a part of that 
advantage because of the depreciation of the purchasing power of the 
dollar. To a greater or less extent all of the - le are dissatisfied 
with it; many for selfish reasons; and they only desire a remedy to 
be adopted which will help them alone, but there are fewer of these 
than there are of those who seek a reform which will better the con- 
ditions of all. 

We have seen many comments in the press lately in regard to a 

lan devised by Prof. Irving Fisher, of Yalo University. Mis. Fisher 
is no doubt an honest and earnest worker who is trying to reform the 
gold standard. He has arrived at the inevitable conclusion that every 
capable student must finally adopt, and that is that the present gold 
standard is not the standard by which we can secure honest money. 

Prof. Fisher has given a most thorough analysis of the production 
and supply of gold and shown quite extensively the effect of its present 
use as a money standard upon the prices of commodities. I have 
given below a synopsis of his plan as stated in the Boston News Bureau 
of December 28, 1912. It is as follows: 


Prof. Fisher is one of the most distinguished economists in this country, if not in 
the world. Le is eminently practical and not merely tieoretical in all his work and 
writing. 

All who have to do with long-time contracts recognize the desirability of a monetary 
unit of tixed purchasing power. 

The following is Prof. Fisher’s plan for converting the gold dollar into such a com- 

onite unit, thus standardizing the dollar. Such standardization would be effected 
by increasing or decreasing the weight of gold bullion constituting the ultimate dollar 
a a way that the dollar shall always buy the same average composite of other 
things. 

Every dollar in circulation derives practically its value or purchasing power from 
the gold bullion with which it is intercontrovertible. Every dollar is now intercon- 
trovertible with 25.8 grains of gold bullion (nine-tenths fine), and is therefore worth 
whatever this amount of bullion is worth. 

The very principle of intercontrovertibility with gold bullion which we now em- 
ploy could be used to maintain the proposed standardized dollar. The Government 
would buy and sell gold bullion just as it does at present, but not at an artificially 
and immutably fixed price. 

At present the gold miner sells his gold to the mint, receiving $1 in (say) gold cer- 
tificates for each 25.8 grains of gold, while on the other hand the jeweler or exporter 
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buys gold of the Government, paying $1 of certificates for every 25.8 grains of gold. 
By thus standing ready to either buy or sell gold on these terms ($1 for 25.8 grains), 
the Government maintains exact parity of value between the dollar and the 25.8 
grains of gold. Thus the 25.8 grains of gold bullion is the virtual dollar. 

The same mechanism could evidently be employed to keep the dollar equivalent 
to more or less than 25.8 grains of gold, as decided upon from time to time. 

The change in the virtual dollar (bullion weight of gold intercontrovertible with 
the dollar) would be made periodically, or once a month, not by guesswork or at any- 
body’s discretion, but according to an exact criterion. This exact criterion is found 


in the now familiar ‘‘index number,’’ which tells us whether the general level of 


price is, at any time, higher or lower than it was. Thus, if in any month the index 
number was | per cent above par, the virtual dollar would be increased 1 per cent. 
Thus the dollar would be ‘‘ compensated ’’ for the loss in the purchasing power of each 
grain of gold by increasing the number of grains which virtually make the dollar. 

Prof. Fisher has performed a great service to his country and to the 
world by discrediting the gold standard so convincingly. Whenaman 
of his prominence and ability has the courage to state his beliefs, the 
more timid of those holding like views, of which there are many, ought 
to take an active part in supporting the indictment of the gold 
standard. 

While the professor has clearly indicted the gold standard and con- 
clusively shown that it is e false one, I do not agree with the remedy 
that he proposes. Instead of oh to abandon gold as a standard 
and relegating it to its natural place among the articles of commerce, 
he advocates its reform and would still retain is as a standard by 
making the weight of the dollar variable and determining its value 
from time to time according to a commodities index. The professor 
is surety correct in his assumption that commodities have actual value 
worth considering in connection with the establishment of a true 
exchange system based upon the actual value of services and com- 
modities. It is to be regretted that Prof. Fisher has complicated the 
conclusions he arrives at by continuing to consider the gold standard 
entitled to any greater recognition than is accredited to commodities 
in general. After proving its falsity he should have suggested the 
abandonment of the gold standard. 

If we were compelled to change the weight of the dollar monthly, 

uarterly, or even annually, as we would have to do with a commodity 
ddler: if we tried to keep it of the same purchasing power all of the 
time, it Would give us more trouble than we now have in changing the 
tariff schedules; but while Prof. Fisher has eee a world service 
in being instrumental in giving general — icity to the falsity of the 
gold standard, that pub icity is pushed by the influence of selfish 
interests, because they are pleased with the remedy he proposes. If 
he had not proposed to standardize the gold dollar, his proof that it 
is not an honest measure of value would have received no publicity 

eater than he himself and his friends and a few others could give to 
it. It would have been ridiculed if he had not proposed a remedy 
that suited the interests, for the money sharks demand some measure 
that is favorable to them and not fair to the people. They have 
always sought to make the world believe the gold standard to be 
sacred and, therefore, that the people were bound to support it, no 
matter how much it wronged them. These selfisl: interests have sim- 
ply seized on this proposed remedy, which I believe Prof. Fisher to 
lave erroneously suggested without his having given as much thought 
to the remedy as he hud to the facts which conclusively prove gold to 
be a false money standard. 
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It may seem strange to some people that this remedy suggested b 
Prof. Fisher should be advertised over the world now, but there is 
nothing strange about it, for the all-powerful Money Trust interests 
are quick to observe anything that might be made use of by them, and 
immediately upon its appearance they seized upon the idea of stand- 
ardizing the gold dollar and were instrumental in having the plan 
advertised in order, if possible, to induce the people to accept it as a 
remedy. 

It may not be generally realized by the people that this is a critical 
period in the establishment of governmental policies, but the interests 
are especially alert to that fact. Everything is being done to make 
the people accept some worthless makeshift, and in some cases 
actually basen, so-called ‘‘remedies,’’ which, if accepted, will 
delay the adoption of real substantial remedies until another genera- 
tion shall enter public life. It is because of that fact that I foar the 
Glass bill may delay a true remedy. Simultancously, in all countries 
where they have the gold standard-—and that is in most countries, and 
in the others equally unjust standards are used-—articles were pub- 
lished which were substantially the same in substance as the following 
which was published in a Washington paper on Apmil 12, 1913: 


TO ASK INTERNATIONAL GOLD-DOLLAR AGREEMENT. 


One of the features of the proposed currency legislation which will be considered 
by Congress is the initiation of a movement for an international agreement for the 
purpose of preventing the depreciation of the gold dollar ae 

Such action has been suggested by eminent economists. It is widely held that 
the enormous increase in gold supply and the consequent depreciation of the gold 
dollar is the real cause of the high cost of living and high prices. 

Democratic leaders, expecially Senator Owen, chairman of Banking and Currency, 
feel that if the cost of living is to be reduced the gold situation must be taken into 
account. 

Not all of the articles appearing in the press directly discuss the 

old standard, but many of them are adroitly written in order to 
impress the reader and prepare him to receive the information that 
the gold dollar is not now a good standard, but further designed to 
make the reader come to a wrong conclusion on the question 6f a 
remedy. When the first half of an argument is truc, unless the reader 
is very careful it goes far toward making him believe that the second 
half is also true, and that is frequently the case even when the con- 
clusions are wholly erroneous, as long as the material is adroitly 
handled. That is where the danger comes in the discussion of the 
gold standard from the side of the special interests alone. Innu- 
merable articles are now published, in fact the plan is system- 
atically advertised for that very purpose. But there are other 
articles which are written and published in good faith, and in these 
there is no intention to deceive. An article was published in Col- 
lier’s Weekly, also on the date of April 12, 1913, which I quote: 


THE DISCOURAGEMENT OF THRIFT. 


The people of the United States have now saved up well over a hundred billions, 
as measured by current money standards. The aggregate is amazing, and, while the 
amount per capita is not large, nothing like it was ever known before in any country. 
This saving takes on many forms the largest, of course, being in the rearing of 
children, which shows itself in the steady increase in the value of land. The next 
is ownership of enormous amounts of securities of railway and industrial companies 
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and the like. Then probably comes life insurance. The savings in banks are relatively 
small. The increment in land values goes to much less than one-half of the population, 
even in theory, and a comparatively small number of people get the benefit which is 
made up of the efforts of all. The larger amount of the securities outstanding repre- 
senta a more or less fixed value. The eighteen billions of insurance in force 1s of ab- 
eolutely fixed value. While these securities and insurance obligations were bei 
created the relative worth of the dollar has been rapidly declining. The forehand 
folk who saved and loaned this money get for it an average return of leas than 5 per 
cent, and if they received back the principal now it would buy of land or food 
one-third less than 12 or 15 years ago. This is a savage penalizing of thrift. We 
believe that events will soon focus public attention upon this serious problem. The 

rocedure of the insurance companies, which in part is enforced by law, is of ial 
interest. The companies collect above $600,000,000 annually from policyholders, 
and from this loan largely on long-time notes. They act simply as money brokers, 
but with this effect, that with the rapid depreciation of the currency in the last 15 
years, they are now returning to their policyholders, on death claims or matured 

nlicies, relatively far leas than the average amount of money which the policy- 
cine have paid in. Roughly speaking, the ae his been paying in 
$1 bills; he will get back 66-cent pieces. Theoretically, the compounding of the 
interest on premiums ought to pay the companies’ expenses and yield the policy- 
holders a profit on the average payment. In point of fact, with the extravagance 
of the companies and the decline in the purchasing power of the dollar, there is a 
serious loss. This is not as it should be. A remedy might lie in a radical change of 
investment. A larger part of the insurance money 1s loaned directly or indirectly on 
land. Actual ownership of the land ought to be as safe as loans, and, if gold inflation 
is to continue, more profitable. It is something to think about. 


Surely Colliers states the truth when it says that it is something 
to think about. We have indeed been buncoed long enough—so long 
that we ought to think about it seriously. It is up to Congress right 
now. 

I believe that the remedy is necessarily twofold: First, and con- 
current with the establishment of a new system, the old system should 
be so amended that some of its most serious administrative defects 
will be diminished. It should then serve as a vehicle for carrying out 
the equitable relations and obligations already existing as a result 
of the legitimate business based upon it. 

Second, an entirely new system should be instituted, which shall 
be founded upon the natural demands of commerce and trade and 
divorced from personal favor or property preference. This new 
system should be the basis for the establishment of a permanently 
solid and equitable means of exchange. 

In order to completely accomplish the latter, we will have to cease 
monetizing gold. But that prohibition would not prevent, nor should 
we desire to prevent, the use of gold as a means of exchange. The 
Government, on being paid the cost of stamping, may peapeels stamp 
the weight and quality on any commodity < commerce and let it 
pass in exchange on a basis of its own intrinsic value. Anyone who 
demands more than that privilege for the use of a metal or other 
commodity is intentionally unfair to the rest of us, or ignorant. In 
most cases it is because the persons accept seeming facts without 
actually understanding the conditions which surround them. If the 
owner of gold, silver, or other commodity desires to pay the Govern- 
ment the expense of the operation, there need be no objection. Te 
so stamp gold and make it legal tender is simply to decrease the 
value of our labor, and of our property—if we have any, unless we 
also possess gold enough to offset, which most of us do not. 

The owners of gold claim that it has an intrinsic value which 
makes it the most practicable commodity to use as money. Because 
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of its small bulk it is a convenient commodity to ship and store. 
But it can be used as a means of exchange without making it legal 
tender. The Government could still stamp its weight and fineness, 
and then it could be exchanged in the same way that it now is if it 
really is intrinsically worth what they say. If it is not, then it should 
be exchanged for only what it is worth. When the owners of gold ask 
anything more, they, in effect, admit that it becomes more valuable 
with the legal-tender privilege than without. They would not demand 
it if that were not true. It can not be made legal tender except by 
governmental act. A governmental act is the act of the people, and 
there is no reason why the people should stamp gold or any other 
commodity that belongs to individuals with a special privilege. 
This results in a tax against themselves. Let gold be weighed and 
tested and given credit only for what it is. Existing coins will retain 
their legal tender while in circulation, but when the Government 
acquires any such, their legal-tender character should be removed, and 
after that bullion should be stamped with its weight and quality and 
should become an article of commerce standing on its own merits. 

If the owners of gold are correct in their statement that gold cir- 
culates on its intrinsic value, instead of partly on that and partly on 
the additional value it acquires by reason of the demand created by the 
legal-tender stamp, it is useless for them to ask that it be made Lepel 
tender, and if gold is not commercially worth what it circulates for as 
legal tender, men the owners are unjust in asking the public to sup- 
port the value added to gold by the Government stamp. Let them 
take whichever side of the proposition they wish. In the ono case 
the legal-tender quality would be useless. In the other it would be a 
burden placed upon the public and supported for the benefit of the 
owners of gold. 

To cease monetizing gold or metal is to drop a practice long in- 
dulged in for the benefit of the money loaners. The people have 
become accustomed to paying them for the credit supported by 
themselves. I can not say that it can be entirely stopped. There 
are many practices that injure the people generally, but are never- 
theless followed. I simply call attention to certain facts that can not 
be successfully diated, I know, and so does any careful student 
know, whether he admits it or not, that the fact that the Government 
stamps legal-tender privileges on gold creates an increased and arti- 
ficial demand for it, and consequently a merchantable value that is 
very much in excess of what it would be if the gold did ot have 
impressed upon it this legal-tender privilege. It now partakes of the 
character of monopoly. Every additional cent of credit given to it 
above intrinsic worth as an article of commerce, by reason of the 
Government's stamping it legal tender, is first extorted from the 
people's own credit, next accumulated in the form of so-called 
‘‘capital,’’ and after that becomes the basis for charging them com- 
pound interest for generations—perpetually—if they shall not 
emancipate themselves by an abandonment of this false practice. As 
far as the principle is concerned, there is no difference between the 
Government stamping gold as legal tender and giving the owner the 
advantage of its increased value, and the same stamping process 
being applied to plain paper. , 

Under the present practice all value in excess of what gold is 
actually worth as an ordinary article of commerce is fiat credit added 
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to it by the people. If the same stamp were affixed to paper, it 
would all be fiat. It is simply a question of degree, and neither can 
be extended to the individual as a free privilege without robbing the 
people of all that is added by their credit. 

The whole problem simply reduces itself to a question of how long 
will the people submit to remaining industrial ion to the system. 
The gold owners ridicule fiat greenbackers, yet they themselves are 
fiatists. If they are not, why do they object to gold circulating on 
its own commercial merits? Why do they wish to coin it with any 
other designation than its weight and fineness and why force the 
people to take it as legal tender? They are inconsistent in claiming 
a special privilege for gold. If gold is worth all they claim for it, it 
needs no extra function. If, on the other hand, it is not able to 
retain its present relative value without being legal tender, then that 
is positive proof that it should not be made legal tender. In the one 
case it is unnecessary; in the other case it is unjust. The Govern- 
ment will have to cease monetizing gold or any other metal as soon 
as the people generally realize its present imposition on them. 

You may say that some losses would be suffered in a readjustment. 
That will of course be admitted, but the losses would not begin to 
equal those that are continually taking place now. The excessive 
interest and expense of maintenance resulting from the use of the 
false system under which we operate is so great that, notwithstanding 
all of the modern inventions that have immensely increased the 
people’s productive energy, most of us fail to secure the ordinary ad- 
vantages that are due from this civilization to every honest, in- 
dustrious person. The interest, dividend, and rent charges alone, 
compounded as they are now, are aksolutely sure to keep the greatest 
number of people in want and many in misery. 

I do not say demonctize gold. I simply say cease to monetize it. 
Coin no more metal with the legal-tender character attached except 
that required for small change. Our gold will circulate in foreign 
markets on its weight and quality equally well without the legal- 
tender privilege as long as foreigners will use it for their legal tender. 
Gold will do that as an article of commerce, and foreign nations may 
convert it into their own leval tender if they like, but any nation that 
uscs gold as legal tender after a great nation like our own ceases to do 
so will be adding additional burdens to the present burdens of its 
people. Whatever gold we have in excess of what we need for the 
sciences and arts we can dispose of for such articles of commerce as 
we actually require, and it will be that much to our advantage as 
against the present practice of hoarding it. We have more gold than 
any other nation, and if we cease to monetize it the other nations will 
soon do the same. The common intelligence of the people generally 
has reached a point where they ought to take the lead in forwarding 
a aon which will prove the use of any commodity as legal tender to be 
a fallacy and result in the eventual discontinuance of such a practice. 
America should lead in doing this. 

Let us consider in concrete form the effect that the money loaners’ 
dollars (which, by the way, are the dollars that we use) have on the 
cost of things—and when I say cost I mean the expenditure in human 
toil necessary to acquire the necessaries, conveniences, advantages, 
and luxuries appropriate to human life. I shall not burden anyone 
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with detailed figures, because a mere statement will satisfy those who 
are sufficiently interested to study the present practices in the light of 
their own observation and experience. I have examined the table of 
prices of various staple articles for a period covering 45 years and have 
come to the conclusion that the money loaners’ dollar is not a meas- 
ure fitted to the requirements of a people desiring equitable relations 
with each other. It is simply a gambling dollar, and prices are regu- 
lated by a manipulation of it instead of by the intrinsic value the com- 
modities possess as articles of necessity. The people who are engaged 
in useful occupations producing commodities or serving other demands 
of society are prevented from making the natural interchange of their 
products and services, because of the injection into their commerce of 
a fake currency and banking system, by the use of which specula- 
tors and financiers, so called, are able to pillage on all the ciiemea. 
The system built up by these pillagers is an unnatural and unjust one. 

It often happens that the aggregate value in moncy of a large 

uantity of a useful Commodity will command less in one year than 
that of a smaller quantity brought in another year. Who, for 
instance, will claim that 3,000,000,000 bushels of wheat (supposing 
that to be the world’s crop) is worth less in the aggregate ior food 
and seed than 2,700,000,000 bushels, other things being equal, 
except money, which seldom is? No one claims that 3,000,000,000 
bushels of wheat is actually worth less than 2,700,000,000. It is 
a fact, however, that the lesser quantity will often sell for as much, 
and sometimes more, than the larger quantity. A difference of 
10 cents a bushel will accomplish that result, if the 3,000,000,000 
sold for 90 cents and the 2,700,000,000 sold for $1. Illustrative 
of that fact, let me quote the following from the Saturday Evening 
Post of March 15, 1913: 


THE VICIOUS CIRCLE. 


We harvested bumper crops last year, you remember, May wheat at Chicago is 
worth 10 cents a bushel less than a year ago; corn and vats about 15 cents less. Yet 
commodity prices, as a whole, have declined scarcely at all. The index number, 
which compounds the price of many leading articles, is almost as high as ever, which 
means the cost of living is still about at the top notch. 

The bumper crops stimulated trade in many lines, and that usually brings higher 
prices; while wheat went down, iren and steel products went up. What you saved 
on four you lost on the pan to bake it in. And Wall Street echoes with complainte 
that investors, spurred on by higher cost of living, are demanding more interest, 
thereby raising the cost of manufacturing and transportation. This higher co-t must 
be offset by higher prices, to overcome which investors must demand still more interest. 

Meanwhile labor, so to speak, chases its own tail, demanding higher wages, which 
result in higher prices that consume the increased wages—which naturally induces a 
demand for still owes wages that result in still higher prices. 


Every farmer knows that a difference of 10 cents a bushel between 
the price a commodity brings in one year and the price it brings a 
different year is not uncommon, but the railways charge full price for 
shipping every bushel, and the larger the crop the more they get, 
while the farmer must handle the additional wheat and get less for it. 
A farmer having the equivalent of 300 bushels of wheat to sell in a 
year when crops are generally abundant expects to reecive a little less 
per bushel than he would receive per bushel for 270 bushels in a year 
when crops were not abundant, but he does not expect to give away 
the 30 bushels difference because he has more wheat than the year 
before. If that were to be the result, it would pay him, from his own 





CHANGES IN THE BANKING AND CURRENCY SYSTEM. 163 


individual financial standpoint, to burn up a part of his crop when it 
was abundant. In fact, the cotton farmers of the South started to do 
that a few years ago when there was a large crop, and the price was 
very low. If the credit of the people had been coined into their own 
money instead of into the money-loaner’s money, no thought of so 
destructive a nature would ever have occurred to the cotton growers 
or to any other producer of commodities. 

There should be no legal tender other than that issued by the Gov- 
ernment, and no individual ought to be able to obtain 1t without 
giving its equivalent inreturn. If such were the case the problem of 
interest (as a disturbing factor) would cease, and a new era would 
dawn upon the world. ‘The present difficult problems created by our 
arbitrary and ridiculous banking and currency system would then 
give place to natural selection. I use the term ‘‘natural selection”’ 
in its scientific sense, because we can not run the Government in the 
interest of the people unless we follow the supreme laws that will 
unquestionably govern in the end. When we do there will be no 
siehdne up of the system by the arbitrary acts of the financial kings, 
for they are but a product of the arbitrary and unnatural practices 
that the people have fallen into the habit of using as a means of con- 
ducting their business, nor will the majority of men be paying penal- 
ties in the form of overwork, worry, and discouragement. 

The bankers have a true system of clearing exchanges. As an 
example of that, I call attention to the fact that in 1911 there was 
cleared through the 140 clearing-house associations $92,420,120,092. 
Their scheme is a good one for taking care of the exchanges of the 
country, and it helps the country as long as we have not a better one. 
By its use only $47.80 of actual cash was required in order to handle 
each $1,000,000 (of checks on the banks) that passes through the clear- 
ing houses. But unfortunately for us, the fees the bankers charge 
for putting our own credit on their books, before we are even enabled 
to fawn cliecks, is so great that the people generally are overburdened 
by reason of it. 

Of course these exchanges should go on wherever they serve the 
general welfare, and since we ourselves have not provided a better 
method we are under obligations to the bankers for having honored 
and made current and merchantable our own credit. But since 
these exchanges relate to our business and are used directly by most 
of us at some time, and indirectly by all of us all of the time, we should 
establish a system that will give us the least costly service. The main 
thing for us to do is to eliminate most of the interest charges and make 
it ae for the human family to thrive by industry by having 
industry available to all people-who wish to be and are industrious. 
That does not mean that the banks should be superseded by new ex- 
change agents, but it does mean that the banks should be required 
to adjust to a new system-that will cost the people less. It means 
also that there would be fewer banks, because under any economic 
system of exchange there would be no more necessity for several 
banks in cities of less than ten or twenty thousand people than there 
would be a need for several post offices in towns ~ that size. 

Let us take up the discussion from still another viewpoint in order 
that no one shall possibly misunderstand. Money’as such is not a 
thing of prime necessity. It is merely a convenience which enables 
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us to make such exchanges as we may wish without the cumbersome 
handling of property. 

The banks have taught us to use checks instead of the actual money, 
and it is true that they cash these, but, as we observed before, we can 
not draw checks until we have arranged with our banker, and in order 
to make that arrangement, unless we have the real money, we must 
pay him interest at a rate that makes the greatest number of men poor 
and a few enormously rich. The fact that the bankers can make 
exchanges that represent hundreds of billions of dollars annually, 
when, as a matter of fact, there never was at any one time as much 
as $1,700,000,000 in all of the banks combined, and of the money they 
do actually hold, which is approximately $1,500,000,000, two-thirds 
of it or more is lying dead in their vaults as reserves and is never used. 

We are under obligations to the banks for teaching us this economy 
in the use of money and eredit. But, after all, as we observed before, 
the credit is supported and maintained by the resources of the people 
and the daily application of their energy. The banks have simply 
filled the oflice of making it current and merchantable. We do not 
owe that tribute to the bankers, and, thanking them for the good that 
they have done, but for which they have been overpaid, we are now 

repared as a people in our national capacity to pass the necessary 
aws and to perform the governmental function laid down by the 
Constitution, *‘To coin money, regulate the value thereof” (and ‘‘of 
foreign coin” when used in our country) in behalf of all the people 
of these United States. We should profit by the example of the 
banks in copying somewhat after some parts of the system they have 
used for making exchanges, but as a Government we ought to furnish 
the advantage to all of the people on equality and with the least 
expense practicable. The Government can do what the banks are 
doing and save to the people as much as the banks make in excessive 
dividends, besides the still greater profits that are made on specula- 
tion on the side. 

The Government shall ‘“‘coin money and regulate the value there- 
of.” That is the constitutional provision. The great special inter- 
ests have been sticklers for following the Constitution whenever it 
has blocked the way to the people's progress if that might in any way 
interfere with the practice of the interests, but whenever the special 
interests find it to their advantage to follow any practice profitable 
to them, the fact that such practice may be in contravention to the 
Constitution and the laws does not in the least embarrass or hinder 
them, as long as the people do not invoke the law. When the people 
do, every possible: dilatory tactic is resorted to by the interests to 
delay compliance. The consequence has been that the Constitution 
has often been used as an instrument to prevent the people from 
enforcing their rights. 

‘‘Sound money”’ will be the song that will be sung to you by every 
advocate of the special interests. I have shown, and they have 
already stated and proved, that what they have in the past called 
“sound money” is not ‘‘sound.” By doing that they aid me. By 
that admission they disclose the fact, and it is a fact, that they have 
defrauded all of the people by their so-called “‘sound money.” Their 
kind of sound money has enabled them to become wealthy and inde- 
pendent, but it has prevented the people generally from doing what 
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they have a right to do, and should have done, namely, retained the 
fruits of their own labor. 

The kind of exchange that we should use is the kind that ore 
who has value to give can get without paying usury. That kind will 
be the sound money of the people—the honest money. Those who 
wish gold may have it—there will be nothing to ae their buy- 
ing it. We, the people, on their presenting it, will stamp its weight 
and fineness for anyone who will pay the cost of doing so. We will 
do that to insure to the people who wish the gold the amount the 
Government stamp certifies that there is in any given piece of metal. 
That is honest, and to do anything more is dishonest to the eople, 
but the Government could not say that it was legal tender and thereby 
vive it a special quality that it did not possess in itself. We can do 
the same with any commodity that it is practicable to use as a thin 
of exchange. The demand for commodities of all kinds will be in pro- 
portion to the service they may render to the people, and no one 
should complain when absolute justice is to be done. As a conse- 
quence the Government would create no more ‘‘commodity” money 
either for itself or for the people, because it would not only be unjust 
to do so but unnecessary and ridiculous. When anyone wishes 
commodities let them buy them as such. 

Everybody knows that we must have money, and now the ques- 
tion arises as to what kind it shall be. ‘Honest money,” of course, 
instead of what we have now and are told is ‘‘sound money,”’ whereas 
in truth it is the opposite of “honest money,” and should have 
been named accordingly. We want a kind of money the buying 
and selling properties of which remain respectively constant. In 
other words, we want a kind of money that will buy the exact equiv- 
alent of what it cost us to get it. We want the kind of money that 
serves the same office among the people in their commercial and 
social relations with each other as the drafts and checks serve in 
the business transactions entered into by the bankers. We do not 
intend that the bankers shall have a better system for themselves 
than we have for ourselves. We expect to pay those whose dut 
it will be to help make the exchanges. The bankers will be able 
to give as effective and valuable service in this other up-to-date 
system as they have given us heretofore, but the past service has 
been altogether too expensive and therefore not sufficiently effective. 
We have no prejudice to vent upon the bankers. As the system 
stands they serve the people, generally, the best they can. There 
are always, of course, a few isolated exceptions. But the time 
for us to do for ourselves what the bankers are doing for themselves 
is here and now, and we should hasten to adopt a system of exchange 
under which it will cost the people no more to make their com- 
mercial exchanges between each other than it costs the banks to 
make exchanges between the bankers and their cash customers. 
It is just as simple for us as it is for them, and we have the indis- 
putable right. We owe it to ourselves, to our children, and to all 
posterity to have an efficient, self-sustaining, and effective system. 

The people are the Government. Therefore the Government 
should, as the Constitution provides, regulate the value of money. 
There is no other real sovereign power, because all authority emanates 
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from the people. Money is the means of exchange among all peo- 
Its regulation is absolutely a governmental function, and the 
xovernment has no natural inherent power that enables it to impart 
to money any other property or aks than that of making it the 
agent of exchange. 

Congress is not justified in passing an act that does not do com- 
sas justice to all. Merely to improve a false old system, but still 
eave it in operation, to continually force a sacrifice of the people's 
very life energies, is criminal. ‘The Glass bill is a living picture of 
the deplorable effects of the treasonable caucus system and the gag 
rules by means of which a few leaders control legislation. As a result 
the outrageous policy of extorting usury from the people to pay 
monopoly is to be continued. It is not conceivable that the Members 
of this House, if freed from the caucus gag, would stand for the Glass 
bill to continue a false system simply by providing 12 new houses for 
it to operate in. By the failure ef Congress to enact a proper bill 
an overwhelming majority of the people will still be compelled to 
work too many hen per day, receive too smal! pay for what they 
do, and. pay too much for what they buy, and therefore have but 
few of the advantages that the present-day civilization owes to them. 
And all this is done for the purpose of allowing those who control the 
material productions of the people, and the credit supported by the 
people, to charge them excessive interest, rents, and dividends, 
which when compounded by the usages of business, impoverish the 
people generally. Do the Members of this House expect that such a 
system can stand in the face of the growing intelligence of a nation 
ef self-respecting people? The Members who have, by the caucus 
and the rules that gag, prevented the presentation to the House of a 
bill in every respect true to the people, on which a record vote of the 
Members unfettered would force adoption, will have to answer. The 
people will reply with the truth when they learn what Congress has 
done. This monetary legislation is a test case to divide those who 
favor from those who do not favor measures suited for the general 
welfare, but unfortunately many a Member will be able to hide behind 
the curtain cast around him by the secrecy of the caucus. 


C. A. LINDBERGH. 


Nore.—At the last meeting of the committee my objections as to 
the amount of reserves required were met by amendments. There- 
fore my objections as to the reserve requirements are removed. 

C. A. LINDBERGH. 
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Mr. Owen, from the Committee on Banking and Currency, submitted 
the following 


REPORT 
[To accompany H. R. 7837.) 


The Committee on Banking and Currency, to which was referred 
the bill (H. R. 7837) to provide for the establishment of Federal 
reserve banks, for furnishing an elastic currency, affording means of 
rediscounting commercial paper, and to establish a more effective su- 
. of banking in the United States, and for other purposes, 
i 


aving considered the measure, report the same to the Senate with- 
out recommendation. 
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Mr. Owen (for himself, Messrs. O'Gorman, Reep, PoMerene, SHar-~ 
roti, and Houuis), from the Committee on Banking and Currency, 
submitted the following 


VIEWS. 


{To accompany _ H. R. 7837.) 


The chairman (Mr. Owen),on behalf of himself and his colleagues, 
Messrs. O’Gorman, Reed, Pomerene, Shafroth, and Hollis, submit 
the following memorandum: 

The Committee on Banking and Currency, to which was referred 
the bill (H. R. 7837) to provide for the establishment of Federal re- 
serve banks, etc., received the bill on September 18, 1913, and the 
members thereof, having been unable after two months to agree upon 
a report, the committee having divided into two sections. were com- 
pelled, finally, to agree to report the bill back to the Senate without 
recommendation from the committee acting as a committee. but 
submitting separately the respective views of the two sections of the 
committee. 

The views of the Democratic section of the committee are embraced 
in the Honse bill, with certain interlined amendments submitted 
herewith (Exhibit A), and the following observations are made to 
explain the origin and principles of the measure, give a general ont- 
line of the changes which have been proposed in the House bill, the 
reasons therefor, etc. 


AN OUTLINE OF THE INVESTIGATION MADE AFFECTING THE PRINCIPLES 
AND CONSTRUCTION OF THE PENDING MEASURE. 


So many persons have been under the impression that Congress 
was inclined to act without sufficient consideration of the pending 
measure and the principles involved in it, that attention is called to 


the work which has been done preliminary to the drafting of the pres- 
ent bill. 
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It has been long understood that the American banking system 
was seriously defective in having no adequate safeguard against 
financial panic, against financial stringencies, and violent fluctua- 
tions of interest rates, so that immediately after the panic of 1907 
a temporary measure providing against panic was passed by Con- 
= in the Vreeland-Aldrich Act, approved May 30, 1908. This 

ill established the National Monetary Commission. The act gave 
authority and instruction to the commission as follows: 

It shall be the duty of this conmixssion te inquire into and report to Con- 
gress, at the enrliest date practicable, what changes are necessary or desirable 
in the monetary system of the United States or in the laws relating to banking 
and currency, and for this purpose they are authorized to sit during the ses- 
sion or recess of Congress at such times and places os they may deem desirable ; 
to send for persons and papers; to administer oaths, to summon and compel 
the attendance of witnesses. * * * ‘The commission shall have the power, 
through subcommittee or otherwise, to examine witnesses, and to make such 
investigations and examinations, in this or other countries, of the subjects com- 
mitted to their charge as they shall deem necessary. 


Under this instruction the National Monetary Commission con- 
ducted the most extensive and far-reaching investigation of the 
banking systems of the entire world, and published a series of re- 
ports including over 30 volumes and a vast compilation of literature 
involving over 2,500 volumes, and finally resulting in the recom- 
mendation of a central bank, privately controlled, which was sub- 
mitted to the Senate of the United States under the title of “A bill 
to incorporate the National Reserve Association of the United 
States, and for other purposes.” (Vol. I, p. 43.) This bill was intro- 
duced during the preceding Congress and was not considered. It 
was, however, reintroduced in the present Congress (63d Cong., Ist 
sess, S. 7) on April 13, 1913, and has been commonly referred to as 
“the Aldrich bill.” 

This bill provided substantially that the national reserve associa- 
tion should be established for 50 years with an authorized capital 
equal to 20 per cent of the capital of all banks eligible for member- 
ship with one-half paid in. It was provided that the Secretary of 
the Treasury, the Secretary of Agriculture, the Secretary of Com- 
merce and Labor, and the Comptroller of the Currency, should be a 
committee to organize the national reserve association. It was to 
have a capital of $200,000,000 and 15 branches in 15 districts of the 
United States. Each branch was to be controlled by a board of di- 
rectors chosen by the member banks, with power to make by-laws, 
etc., and the central national reserve association was to have 39 direc- 
tors elected by the directors of the 15 branches, and 7 additional ex 
officio members of the board of directors, to wit, a governor of the 
national reserve association, 2 deputy directors, the Secretary of the 
Treasury, the Secretary of Agriculture, the Secretary of Commerce 
and Labor, and the Comptroller of the Currency, so that the Gov- 
ernment had 4 representatives out of 46 members of the board of 
directors of the national reserve association. An executive com- 
mittee of 9 members was provided with 1 representative of the 
Government, the Comptroller of the Currency, ex officio » member. 
Each branch bank was to have a manager and a deputy manager, 
appointed by the governor of the association. 
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The earnings of the association were to be 4 per cent annual divi- 
dend, cumulative, a 20 per cent surplus provided, and a division of 
the remainder between the United States and the shareholders. 

The reserve association was made the principal fiscal agent of the 
United States. Provision was made for rediscounting notes and 
bills of exchange drawn for agricultural, industrial, and commercial 
purposes, having a maturity of not more than 28 days. The reserve 
association was given various powers to deal in gold coin or bullion, 
to purchase from subscribing banks bills of onanans open foreign 
banking accounts. transfer deposit balances from one bank to 
another, etc. 

It was required to keep 50 per cent reserve against demand liabili- 
ties, including deposit and circulating notes. with a tax upon any 
reserve deficiency. 

It was authorized to purchase for a limited time the 2 per cent 
bonds of national banks. assume the redemption of the notes of such 
banks, and issue its own notes in leu of such national-bank notes. 
It was authorized to have a cover for such note issues, either of 50 per 
cent of gold or other money of the United States, or bills of exchange 
arising out of commercial transactions. as defined by the act. These 
notes could be issued up to nine hundred millions without a gold 
cover under a special tax of 1} per cent. and any notes in excess of 
$1,200.000,000 not covered by gold or lawful money could be taxed 
at 5 per cent, provided that the outstanding national-bank notes 
should be computed as a part of such issue. Its circulating notes 
were to be redeemed in lawful money and maintained at a parity. 

The circulating notes of this association were to be received at 
par in payment of all taxes, excises, and other dues to the United 
States, end of all’salaries and other debts and demands due by the 
United States, except obligations specifically payable in gold, and for 
all debts due from or by one bank or trust company to another, and 
for all obligations due to any bank or trust company. 

The 2 per cent bonds purchased were to be exchanged for 3 per 
cent bends pavable in 50 vears, and the association was te hold 
such bonds during its corporate existence, with the right, at the option 
of the Secretary of the Treasury, to cll fifty millions of such bonds 
annually after five vears. It provided for the establishment of 
branches of banks to do a foreign banking business. 

The Government of the United States was required absolutely to 
leposit all of its general funds with the national reserve association 
ind its branches. after the organization of the association, and there- 
after all receipts of the Government except its trust funds. 

This Iill was made a matter of general debate throughout the 
United States. was vigorously pressed by the friends of the meas- 
ure, and discussed in all of the large cities of the Nation. It was 
indorsed by the American Banking Association, but. after abundant 
discussion, was condemned by the Democratic national convention at 
Baltimore on July 3. 1912, in the following language: 

We oppose the so-called Aldrich bill or the establishment of a central bank ; 
and we believe the people of the country will be largely freed from panic and 
subsequent unemployment and business depression by such a systematic re- 
vision of our banking laws as will render tempornry relief in localities where 


such relief is needed with pretection from contre) or domination by what is 
known arg the Money Trust 
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The obvious reason for public disapproval of this bill was that the 
comparative independence of the various districts of the country was 
ignored, the concentration of banking power was very extreme, and 
finally it placed the national credit system in the control of private 
persons, without any adequate supervision or control by the Gov- 
ernment of the United States. and proposed to allow these banks to 
issue the currency of the country as private corporations. 


THE PUJO INVESTIGATION. 


Under House resolutions 439 and 504, Sixty-Second Congress, second 
session, the so-called “ Money Trust investigation ” was conducted by 
the House of Representatives, beginning May 16, 1912. These hear- 
ings were published in 29 parts, consisting of thousands of pages, 
and with a most illuminating report showing the existence, sub- 
stantially. of a vast concentration of power in the hands of a few 
men over tle credit system of the United States. 


THE GLASS INVESTIGATION. 


These investigations were further continued by a subcommittee of 
the Committee on Banking and Currency of the House of Represen- 
tatives, beginning on Tuesday, January 7, 1913, and directed by Hon. 
Carter Glass. chairman, according to the leading bankers and 
finencial experts of the country extended hearings, comprising a 
volume of 745 pages of printed testimony. 

In addition to these extensive examinations by the National Mone- 
tary Commission, the Pujo investigation. and the Glass investiga- 
tion various representatives of the American Banking Association 
were in frequent consultation with Chairman Glass of the Tlouse 
Committee on Banking and Currency, with the chairman of the 
Senate Committee on Banking and Currency, with the Secretary of 
the Treasury. and others who were concerned in the primary framing 
of the pending measure. so that the plea of some of the interests 
opposing the bill that the matter had not been properly investigated 
had no just foundation of fact. But in addition to these investiga- 
tions and discussions the bill, when finally introduced in the House 
of Representatives, was discussed for many weeks in the Committee 
on Banking and Curreney of the House, in the Democratic con- 
ference. and for many days in the House of Representatives, finally 
passing September 17, 1913. 


TIE SENATE INVESTIGATION, 


Anticipating the action of the Tlouse of Representatives upon this 
bill, the Committee on Banking and Currency of the United States 
Senate began hearings on the bill September 2, 1913, holding their 
sessions from 10 o'clock in the morning until 5 and 6 in the even- 
ing and listening to various representatives of the American Bank- 
ing Association, of credit associations, of business men, and_ of 
financial experts. These hearings when concluded and presented to 
the Senate in Senate Document No. 232. Sixty-third Congress, first 
session, on November 6, 1913, in three volumes, with index, make 
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3,259 pages. It is therefore obvious that great pains have been taken 
by the authorities of the United States and by the committees in 
Congress to proceed with the greatest caution and upon the fullest 
information in the adjustment of this very important measure. 

When the hearings before the Senate Committee on Banking and 
Currency were concluded, the members of the committee discussed 
the bill for over two weeks, finally agreeing to submit their separate 
views in the form of the House bill, H. R. 7837, with certain amend- 
ments thereto, representing the respective views of the two sections 
of the committee. 

Both sections of the committee, however, agreed on the great 
fundamentals of the bill—that is: 

First. On the necessity for greater concentration of the banking re- 
serves of the country. 

Second. The volume of such reserves. 

Third. The volume of the capital of the proposed banks. 

Fourth. The mobilization of such reserves. 

Fifth. The promotion of an open discount market. 

Sixth. The provision for elastic currency; the issuance of Federal 
reserve notes. 

Seventh, That the Federal reserve notes should be the obligations 
of the United States. 

Eighth. That the system should be the regional Federal reserve 
bank system instead of a central bank; and 

Ninth. The control of the system itself by the Government. 

The two sections of the committee disagree upon the number 
of the Federal reserve banks, the method of subscribing for the stock 
of such banks, the method of electing the directors of such banks, the 
method of administering the regional reserve banks, and these dif- 
ferences arise, in the main, because of two schools of thought, one part 
of the committee believing in a central bank administered by a central 
board and the other part of the committee proposing to establish a 
number of comparatively independent district banks administered 
by boards of directors chosen from and representing the several 
districts, but under the strict-supervisory control of the Government. 
The interests of the public are thus protected by Government super 
vision, and the vast and intricate technical detail of bank adminis- 
tration being placed in the hands of the bankers whose funds and 
whose business is involved. 


TILE PURPOSES OF TILE BANKING AND CURRENCY BILL, 


The chief purposes of the banking and currency bill is to give 
stability to the commerce and industry of the United States, prevent 
financial panics or financial stringencies; make available effective 
commercial credit for individuals engaged in manufacturing, in com- 
merce, in finance, and in business to the extent of their just deserts; 
put an end to the pyramiding of the bank reserves of the country 
and the use of such reserves for gambling purposes on'the stock ex- 
change. 
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In order to accomplish these results there are certain great funda- 
mentals recognized by all experts as essential and necessary, to wit: 

First. The proper concentration of the bank reserves of the country 
under the control of the banks themselves, safeguarded by govern- 
mental supervision. 

Second. A suitable banking capital as a margin of safety. 

Third. Placing the larger part of the Government funds with such 
banks, where they may be used in the service of the national com- 
merce. 

Fourth. Authorizing the issuance of elastic currency against liquid 
commercial bills under proper safeguards. 

Fifth. Establishing an open market for liquid commercial bills, by 
providing through the reserve banks a constant and unfailing market 
for such bills at a steady rate of interest. 

Sixth. Finally, protecting the gold reserve of the United States 
by the same methods adopted in Benen: to wit, raising the rate of 
interest through the elena) reserve banks and authorizing such 
banks to acquire foreign bills when gold shipments are anticipated 
and taking other precautionary measures, 


THE MECHANISM OF THE FEDERAL RESERVE BANK SYSTEM. 


These important national ends are proposed to be obtained by 
the mechanism of eight Federal reserve banks organized with a 
capital equal to 6 per cent of the capital and surplus of the National 
and State banks in the several districts. 

The eight districts are proposed to be laid off by an organization 
committee, who shall organize a Federal reserve bank with head- 
quarters in a central city of each district, each bank to establish as 
many branches in its district as may be found. expedient. 

It is proposed that each Federal reserve bank shall have nine 
directors, six elected by the banks and three chosen by the Federal 
reserve board. 

The entire_system is proposed to be under the supervisory con- 
trol of the Federal reserve Seanik consisting of the Secretary of the 
Treasury and six other members of such board appointed by the 
President and confirmed by the Senate. 

The Federal reserve board is given very broad powers of super- 
vision and Is assisted by a Federal advisory council, consisting of 
one representative from each of the Federal reserve banks. 

The details of the organization and the principles of the bill will 
be hereinafter more fully set forth. 


FEDERAL RESERVE DISTRICTS. 


The Federal reserve districts are proposed to be organized by the 
Secretary of the Treasury and not less than two members of the 
Federal reserve board (sec. 2), who shall summon expert aid and 
take testimony and lay out such Federal reserve districts, eight in 
number, according to the convenience and customary course of busi- 
ness, designating the city in which the district Federal reserve bank 
shall be located (p. 2). 

When the districts shall have been laid out and the city deter- 
mined in which such Federal reserve banks shall be located, five 
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of the subscribing banks in such district are authorized to take out 
a charter in the same manner and with similar powers as a national 
bank (pp. 11 to 14), except that the business of the Federal reserve 
bank is confined to member banks and other Federal reserve banks 
and to the United States, except its open market operations, which 
may be with any responsible concern. 

hese banks are given, as a part of the charter rights, the right 
to issue Federal reserve bank notes against United States bonds in 
the same manner as a national bank, the purpose being to permit 
said banks to absorb as much of the 2 per cent bonds as the national 
banks may care to dispose of. 


STOCK SUBSCRIPTION. 


The amount of possible stock is placed at a sum equal to 6 per 
cent of the capital and surplus of national banks and State banks 
and trust companies, exclusive of savings banks, a possible total of 
about $150,000,000, one-half of which will be required to be paid 
in during a period of six months after the organization of said 
banks and one-half subject to call, with a double liability resting 
upon the subscribers against the amount subscribed. 

The reasons for requiring the banks to subscribe to this stock with 
a double liability are— 

First. To protect the large deposits of general funds which the 
United States will probably place with such banks. 

Second. To protect the United States against the extension of 
credit through the Federal reserve notes, the obligations of the United 
States, loaned to the Federal reserve banks against commercial bills. 

Third. To safeguard the system itself, to protect the large volume 
of reserves placed with such banks, and give to such banks the confi- 
dence of the world. 

Fourth. To justify the Government in putting on the banks the 
prime responsibility of administering these banks and safeguarding 
their own reserves and their own capital stock, and making them 
responsible to the country for safeguarding the welfare of the na- 
tional banking system, protecting the national gold supply under the 
safeguard of governmental supervision. 

Every national bank located in a given district is required within 
60 days after the passage of the act to signify its acceptance of the 
terms of the act, and every State bank eligible for membership is 
permitted to signify its assent in like manner. 

Any national bank within such district failing to signify its assent 
may be discontinued as a reserve agent upon 30 days’ notice by the 
organization committee or the Federal reserve board. And should 
any national bank within one year after the passage of the act fail 
to become a member bank of the system, it is required to cease to act 
as a national bank. 

In the contingency that the capital stock is not fully subscribed 
by the banks a given district, provision is made (p, 7) to offer 
such stock to public subscription. and on the contingency that such 
stock is not subscribed by the public the balance of the necessary 
capital may be allotted to the United States and sold by the Govern- 
ment at proper times and places. 
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All stock held by the public or by the Government will be voted by 
the directors of the Federal reserve bank of class C, representing the 
Government. 


CONTROL OF THE FEDERAL RESERVE BANKS. 


Each Federal reserve bank will be controlled by a board of nine 
directors—three of class A, elected by the banks; three of class B— 
business men—elected by the banks; and three of class C, appointed 
by the Federal reserve board to represent the United States. 

One director of class C will be a Federal reserve agent and chair- 
man of the board, and one a deputy Federal reserve agent and dep- 
uty chairman, representing expressly the interests of the United 
States at such bank and issuing Federal reserve notes to the reserve 
bank, holding the security therefor, and receiving such notes for 
safe-keeping when returned by the bank. 


PROBABLE RESOURCES OF FEDERAL RESERVE* BANKS. 


The capital stock of 25,195 banks in the United States, including 
savings banks, amounts to $2,010,000,000; surplus, $1,585,000,000. Six 
per cent of this sum would be something over $200,000,000, and the 
total liability would make over $400,000,000. Assuming that one-half 
of these concerns enter the system, it would give a capital of 
$100,000,000, with over $50,000,000 paid in. 

The total reserves which would be paid into the Federal reserve 
banks by 7.120 national banks, outside of reserve or central reserve 
cities. would be $166,000,000 (Exhibit B, p. 1); from 315 reserve 
city banks, $110,000,000; and from 52 central reserve city banks,, 
$96,000,000, which, including an estimated deposit of $150,000,000 
from the Government, would make an amount equal to $672,00,000. 

If the State banks and trust companies come in, omitting the sav- 
ings banks, it would add $279,000,000 of reserves and $21,000,000 of 
capital stock (Exhibit B, p. 6), making a total of $972,000,000. 

hese funds would not include any optional deposits that might be 
voluntarily placed with the Federal reserve bank by member banks. 


DIVISION OF EARNINGS. 


It is proposed in the pending bill to give the stockholders ¢ per 
cent dividends, lay up a surplus of 20 per cent, and give the United 
States the additional earnings. The policy of limiting the dividends 
to 6 per cent is based upon the theory that these great public utility 
banks are not intended to be merely money-making banks, but that 
they are guardians of the public welfare, primarily safeguarding the 
member banks, protecting their reserves, safeguarding their credit, 
protecting them from panic or financial stringency, and being always 

repared to furnish them with accommodation at a reasonable rate of 
interest. But these Federal reserve banks will also be charged with 
the duty of protecting the national gold reserve, protecting the 
national commerce, atin this way give stability to the manufactur- 
‘ing, industrial, commercial, and transportation enterprises of the 
United States. For this reason these banks ought to have no other 
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motive than the public welfare, and the moving policy of the banks 
should not be to earn as much dividends as the commerce of the coun- 
try could endure, but to protect our national commerce and our 


national-banking system at a fair profit. 
STATE BANKS AND TRUST COMPANIES. 


The bill (pp. 5 and 27) invites the State banks to become members 
where the capital stock. sound condition. subscription. and com- 
pliance with the rules of the system justifies. The State banks and 
trust companies, however. will be subjected to the same rules govern- 
ing the national banks in regard to the limitation of liability which 
may be incurred by any one person to such banks, the prohibition of 
making purchase of or loans upon the stock of such banks. or with- 
drawal or impairment of capital, the payment of unearned dividends, 
the making of reports to the comptroller, and the right of examina- 
tion of such banks, as if they were national banks, with the right, 
however, to accept the State examinations in lieu of the comptroller’s 
examination where such examinations are satisfactorily made. 


BANK EXAMINATIONS. 


Under the proposed system the bank examinations are made much 
more carefully, the bank examiners put on salaries (p. 66). Loans, 
gratuities, or cOmmissions are forbidden to either bank examiners 
or to officers or directors of member banks. 


BANK RESERVES. 


Very important changes are made in the matter of bank reserves 
(p. 59) by requiring the withdrawal of the legal reserves from other 
national banks after a period of three years, making the change that 
the country banks are required to keep 12 per cent of their demand 
liabilities and 5 per cent of their time deposits as reserves—two- 
twelfths in the Federal reserve bank for 14 months, and thereafter 
five-twelfths—leaving seven-twelfths after three vears to be optionally 
kept either in the bank’s own vaults or in the Federal reserve ban 
(p. 62). The reserve city banks are required to keep 18 per cent of 
their demand liabilities and 5 per cent of time deposits: three- 
eighteenths of such reserve for the first 14 months being kept in the 
Federal reserve bank, and thereafter six-eighteenths of said reserve, 
leaving twelve-eighteenths of such reserve to be kept after three 
years either in the bank's own vaults or in the Federal reserve bank, 
at its option (p. 63). 

The central reserve city banks are required to maintain a reserve 
equal to 18 per cent of their demand liabilities and 5 per cent of their 
time deposits; for 14 months three-eighteenths of such reserves and 
thereafter six-eighteenths of such reserves with the Federal reserve 
bank, leaving twelve-eighteenths optional to be kept in the bank’s 
own vaults or with the Federal reserve bank. 

The State banks are permitted to keep their surplus legal reserves 
for three vears with other State banks if the State law requires. 
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It is proposed that the reserves of the Federal reserve banks shall 
be not less than 35 per cent of gold or lawful money against their de- 
mand liabilities or Federal reserve notes in circulation (pp. 48 and 

. 

Some of the banks have objected that they would lose 2 per cent 
interest on so much of the deposits as they keep with the Pelerel re 
serve bank, and they seem to think they would not be sufficiently com- 
pensated by the obvious benefits of the Federal reserve banking 
system. 

The answer to such objections is that the compensations in a 
financial Way will far more than outweigh the loss of the 2 per cent 
interest, while the stability of the business of the bank, and the peace 
of mind it will give to the bankers in having freedom from constant 
anxiety, would more than compensate them, even if the financial ad- 
vantages did not do so. The financial advantages are obvious— 

Kirst. The capital stock put into the system will be merely a trans- 
fer of funds obtained by taking a certain. portion of the present de 
posits (however invested) into the form of this capital stock, earning 
6 per cent net, free from tax, making the earning on such stock be- 
tween 7 and 8 per cent, which is a higher return than any bank can 
possibly average upon its deposits. 

Second. The reserves placed with the Federal reserve banks woulu 
not bear interest under the present bill (although this may possibly 
be found expedient at some future time when the system is estab- 
lished), but an average bank with a hundred thousand dollars 
($100,000) capital and $550,000 average individual deposits, if it car- 
ried 5 per cent of its deposits as reserves with the Federal reserve 
bank, would carry only $27.500 with the Federal reserve bank, which 
it might use, if it saw fit, as a checking account for exchange purposes 
if it kept the account up to the required standard. 

The earning power on $27,500 at 2 per cent would only be $550, 
and since the bank could borrow back an equal sum, at probably 4 
per cent and lend it at 6 or 8 per cent, it could earn as much or more 
out of such rediscount as the interest at 2 per cent amounts to. 

But it has a far larger earning power, because, under the old sys- 
tem, where every bank had to protect itself by keeping a high in- 
dividual reserve. the country banks have carried on an average of 
over 21 per cent, and under this system they would have available the 
ditference between 12 per cent legal reserves and 21 per cent actual re- 
serves, which, on the deposits of an average bank of $550,000, would 
amount to $49.000, and which they could lend at 6 per cent instead of 
2 per cent. as at present. giving such bank an additional earning 
power of $1,980 above its present earning power, if it saw fit to use 
these surplus reserves which they now carry, because of the fear of 
panic and financial stringency. 

A very important consideration, however, would result from this 
improved system in giving an increased public confidence in the banks 
and which would attract a considerable amount of money which is 
not now deposited in banks at all and would thus enlarge the deposits 
of the bank and enlarge substantially their money-earning power. 

Another important financial advantage to the bank would be that 
the larger use of their reserves would also result in an enlargement 
of deposits, entirely justified and on a safe basis, which would give 
them increased earning power. It is extremely short-sighted for a 
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bank to imagine that its financial earnings would be in any wise 
harmed by the proposals of this measure. A very great psycholog- 
ical advantage is in giving peace of mind to the entire banking world, 
so long as business is conducted upon an honest, sensible basis. 


PROBABLE READJ USTMENT OF CASH UNDER REQUIREMENT OF THE FEDERAL 
RESERVE ACT. 


If all national banks enter the system and subscribe at the rate of 
6 per cent of their capital ($1,056,345,786) and surplus ($725,333,629), 
or $106,900,764.90, paying one-sixth in cash, one-sixth in three 
months, and one-sixth in six months, the Federal reserve banks will 
have in six months a paid-up capital of $53,450,382, to which should 
be added about $150,000,000 of Government funds, which will be 
de posite d with the Federal reserve, banks, making a total of $203,450,- 
382 cash. of which two-thirds could be used for disc ‘ounting. 

aw relative proportion of subscription to the Federal reserve bank 
ix as follows: Country banks, 55 per cent; reserve city banks, 26 
per dt - and central reserve cities, 19 per ce nt. 

Assuming that the banks will immediately avail themselves of the 
discounting privilege to the extent of one-third of this fund in the 
Federal reserve banks, the country banks will be entitled to 55 per 
eent of (one-third of $203,450,382) $67,816.794 $37,299,236: the 
reserve city banks 26 per cent, or $17,632,366; and the central reserve 
cities 19 per cent, or $12.SS5,.190. 

Should the banks avail themselves of this privilege to the extent 
of one-half of this fund, the country banks will be entitled to 55 per 
cent of (one-half of $203,450,382) $101,725,191 =$55,948,855; the 
reserve city banks 26 per cent, or $26,448,549, and the central reserve 
city banks 19 per cent, or $19,327,787. 

In the event the banks should avail themselves of the discount 
rivilege to the extent of two-thirds of the fund in the Federal reserve 
ranks, the country banks would be entitled to 55 pe r cent of (two- 
thirds of $203, 150, 382 ) $133 5,633,588 = $74,598,472: the reserve city 
banks 26 per cent, or $35,264,732, and the central reserve city banks 

19 per cent, or $25,770, 380 

‘The reserve requirement and the probable readjustment of cash 
in the several classes, respectively, under the Federal reserve act are 
iis follows: 

7,120 banks not in a reserve or central reserve city 


KESERVES 


12 per vent of demand liabilities ($%,146,329,7%.27) $176, 359, 567 63 
4S per cent of time deposits ($459,377 ,757.19 22, ¥68, 887. 86 
rotal 


399, 328, 455. 49 


Optional, in own 
vault, in Federal 


Optional, own vault reserve bank, re 


or Federal reserve 


Cash in the banks’ avh in the Federal 


own vault reserve bank bank serve city bank, or 
| in central reserve 
i } city bank 
First 14 months } 4/12— $133, 109,485 | 2/12 $66, 554,742 | 6/12— $199, 664, 228 
ltetween 14 and 36 | ‘ 911 
months | 4/12— 133, 109/485 | 5/12 166, 386, 855 S/i2— 90,852, 114 


After 36 months 5/12 = 166,386,855 | 7/12— $232,941, 07 
| 
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PROBABLE READJUSTMENT OF CASH. COUNTRY BANKS. 


(First 14 mon: 


Cash on hand (Aug. 9, 1913) specie and legal tender. . .. 6s ustnkees $24), 702, 980 

Cash available by discount of commercial paper (one-third tas.s . 87,299, 236 
Cash required for stock subscription to Federal reserve banks... ; baat Sos $29, 397,710 
Cash reserve required in own vault (four-twelfths ol ci eal sevecace ian, 00,450 
Cash reserve required in Federal reserve banks (two-twelfttis : : 7 66, 554,742 
Cash surplus... 1 Joes Oe eiee oe 553 55s PSK ee 4. dugestas pete ee 1 58, 940, 279 


2s%, 002,216 288, 002, 216 


One-third basis.—Between 14 and 36 months, amount reserve re- 
quired in the Federal reserve banks is increased three-twelfths, or 
$99,832,114, making a deficit of $40,891,835, and after 36 months, 
three-twelfths additional, or $99,832,114. must be kept either in 
Federal reserve banks or in banks’ own vaults, making the total 
deficit after 36 months $140,723,949. 

One-half basis.—Should the banks discount to the extent of one- 
half of the available fund in the Federal reserve banks (i. e., capital 
stock and United States funds) this deficit will be reduced by the 
difference. bet ween $37,299,236 (one-third basis) and $55,948,855 (one- 
half basis), or $18,649,619, leaving a deficit of $122,074,330. 

Two-thirds basis —If the banks discount to the extent of two- 
thirds of the fund in the Federal reserve banks, the deficit will be 
reduced by the difference between $37,299,236 (one-third basis) and 
$74,598,472 (two-thirds basis) or $37.299,236, leaving a deficit of 
$103 ,424.713. 


$15 reserve city banis, 


RESERVES. 


18 per cent of demand liabilities ($1,821,413,780.14) $327, 854, 480. 43 
5 per cent of time deposits ($60,233,520.52) .... 3,011, 676.03 
SMa. odes iinadeasainavereat-sis , ..-. 330, 866, 156. 46 


Optional, in own 
vault, in Federal 
; 5 tes . (ptional, own vault : 
Cash in the banks’ Cash in the Feder pri ’ serve ban 
anks ash in the Federal wr Federal reserve reserve bank, re- 


own vaults reserve luk serve city bank, or 
bank. in central reserve 
city bank. 
First 14 months 6 18= $110, 288, 719 3/ 1s $55, 144,559 ‘ 9/18 $165, 433, O78 
Between 14 and 36 
months A 6. 18= 110,288,719 6, 1S= 110, 288, 714 6/18— 110,288,719 
After 36 months. . ee 6/IR= 110, 288.714 12, 18 $220, 577, 438 
PROBABLE READJIUSTMENT OF CASH, 
First 14 mont! 
Cash on hand ( Aug. 9, 1913) specie and legal tender . $240, 047,005 
Cash available by discount of commercial paper (one-third tras . 4 17, 632, 366 
Cash required for stock subscription to Federal reserve banks. ......................4-- $13, 897,099 
Cash reserve required in own vault (six-eighteenth J 110, 288, 719 
(ash reserve required in Federal reserve banks (threeeighteenths). 2. 2... 0.2.2... eee 55, 144,350 


Gian bE oes orc hs ba £5 ois cdc naan canmbet io * >.<) neh taaeanne ; 79, 249, 104 


258, 579, 371 258, 579, 371 
One-third basis.—Between 14 and 36 months, amount of reserve 


required in Federal reserve banks is increased three-cighteenths, or 
$55,144.359, leaving still a surplus of $24.104,835, and after 36 months 


1 The above table doés not include cash from possible rediscounts of reserve put in Federal reserve banks. 
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an additional six-eighteenths, or $110,288,719, must be kept cither 
in banks’ own vaults or in Federal reserve banks, causing a deficit of 
$86,183,884. 

One-half basis.—Should the banks discount to the extent of one- 
half of the available fund in the Federal reserve banks, this deficit 
will be reduced by the difference between $17,632,366 (one-third 
basis) and $26,448,549. or $8,816,183, leaving a deficit of $77,367,701. 

Two-thirds basis.—If the banks discount to the extent of two-thirds 
of the funds in the Federal reserve banks, the deficit will be reduced 
by the difference between $17,632,366 (one-third basis) and $35,264,- 
732, or $17,632,366, leaving a deficit of $59,735,355. 


52 central reserve city banks. 


RESERVES, 


18 per cent of demand liabilities ($1 ,605,579,970.29) 
5 per cent of time deposits ($13,755,310.58)....... 


Total 


Cash in the banks’ 


own vaults 


Cash in the Federal | 
reserve bank 


Optional, own vault 


| or Federal reserve 


$25y, 004, 394. 65 
687, 765. 53 
289, 692, 160. 18 


Optional, in own 
vault, in Federal 
reserve bank, re- 


serve city bank, or 
central reserve 
city bank 


bank. 





First 14 months 

Between 14 and 
months 

After 36 months 


6/18— $96, 564, 053 3/18= $48, 282,027 | 9/18— $144, 846, 080 
36 
6/18= 96, 564, 053 6/18= 96, 564, 053 


6/18—= 96, 564, 053 
6/18= 96, 564, 053 


2/18— 193, 128, 107 


PROBABLE READJUSTMENT OF CASH. 


(First 14 months.) 


Cash 
Cash 


on hand ( Aug. 9, 1913) specie and legal tender 


ad $407,519, 389 
aVuilable by discount of commercial paper (one-third basis), . 


12, 885, 190 


Cash required for stock subscription in Federal reserve banks. . . .. $10, 155, 572 
Cash reserve required in own vaults (six-vichteenths)..... Yo, HH, O53 
Cash reserve required in Federal reserve banks (three-eighteenths) . ... 48, 282, 026 
Cash reserve required in own vault or Federal reserve banks (nine-eight 


eenths 


144, 846, 080 
ash surplus 


120, 556, 848 


420, 404, 579 


420, 404,579 


Although the percentages of cash reserve required in the banks’ own 
vaults and in the Federal reserve banks change after 14 months and 
after 36 months, inasmuch as at all times the full reserve requirement 
must be cither in the banks’ own vaults or in the Federal reserve 
banks, the surplus cash remains the same. 

One-half basis. Should the banks discount to the extent of one-half 
of the available fund in the Federal reserve banks, this surplus would 
be increased by the difference between $12,885,190 (one-third basis) 
and $19,327,787 (one-half basis), or $6,442,597, making a surplus of 
$126,999,445. 

Two-thirds basis —If the banks discount to the extent of two- 
thirds of the funds in the Federal reserve banks, the surplus will be 
increased by the difference between $12,885,190 (one-third basis) 
and $25,770,380 (two-thirds basis), or $12,885,190, making a surplus 
of $133,442,038. 
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In addition to the paid-up capital of the Federal reserve banks 
($53,450,382) and the deposit of Geledianiend funds ($150,000,000) 
the Federal reserve banks will have available for discount purposes 
the funds held by them as reserves of the member banks to within 
334 per cent, viz: 


Reserves deposited—Available for loans to member banks, 
FIRST 14 MONTHS, 


Amount of reserve deposited with Federal reserve banks first 14 months: 


Country banks (two-twelfths of reserve requirement)... .. Lidewe~s'evaxe ccoccswccs GOO, Gon, 42 
Reserve city banks (three-eignteenths of reserve requirement). . oc aRhiiokn Che cece ao ee 
Central reserve city banks (three-cighteenths of required reserve). ....... & esscsess) QB, ame pone 


ees hes 2G iis oe EE Rie 5 be caet "169, 981, 12g 

If one-third of this fund is used for rediscounting “eet! ger the 
additional cash would amount to $56,660,376; if one-half is used, 
$84.940,564; and if two-thirds, $113,320,752. 


BETWEEN 14 AND 36 MONTHS. 


Amount of reserves deposited with Federal reserve banks 14 to 36 months: 
Country banks (five-twelfths of reserve requirement). . $164, 386, 855 
Reserve city banks (six-ighteenths of reserve requirement) are a 110, 288, 719 
Central reserve city banks (six-eighteenths of reserve requirement). . +h kane 6, 564, 053 


i edennet Chun Seabees ase +» 343,230,627 


Additional available cash as follows: One-third basis, $124,413,209; 
one-half basis, $186,619,814; and two-thirds basis, $248,826,418. 


Total... 


AFTER 36 MONTHS, 


Country banks (five-cwelfths of reserve requirement)........ . ‘ i 6% saat aen $166, 38,855 
Resorve city banks (six-eighteenths of reserve requirement). Si ‘ Risk “a 110, 288,719 
Central reserve city banks (six-ighteenths of reserve requirement) a Oo, K4, 053 


373 239, 627 
Additional available cash as follows: One-third basis, $124,413,209; 
one-half basis, $186,619,814; and two-thirds, basis, $248,826,418. 





SUMMARY. 


Condition of all national banks with respect to cash after probable redistribution under 
Federal reserve act. 


FIRST 14 MONTHS 


(This table does not include cash obtained from rediscounting reserve money in Federal reserve banks. } 


When one-third of Fed- When one-half of Fed- Whentwo-thirds of Fed- 
eral reserve bank funds eral reserve bank funds eral reserve bank funds 


are discounted are discounted. are discounted. 
National bank system. 


Surplus. Deficit Surplus. Deficit Surplus. Deficit. 
Vountry baum...... ...| $58,940,279 |... $77, 589, 898 _.....! $96, 239,515 
Reserve city banks.... 79, 249, 194 |... 88, 065, 377 O), RRL, 560 
Central reserve city banks | 120,556, 848 |..... .... 126,999, 445 i133, 442, 038 
UEP us... ..| 258,746,321 |..... 292,654,720 ....... 326,563,113 |......... 
Additions cash available | 
if reser ves ($169,981,128) 
of member banks’ are 
used for rediscount....| 56,660,376 |.......... 84, 940. 564 113, 320, 782 


‘Cota: surplus...... | 318, 406,697 |..... 7, 605 284 439, 883, MBS 
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Comdition of all national banks with respect to cash after probable redistribution under 
reserve act—Continued. 


BETWEEN 14 AND 3% MONTHS. 





| | 
When one-third of Fed- When one-half of Fed- | When two-thirds of Fed- 
aa funds eral reserve bank funds; eral reserve bank fonds 
widened tank & “ are discounted. are discounted. are discounted. 


—e_e_—_—_—_—_——_—_—_—_——_——————______——ooe 


} | 
Surplus. | Deficit. Surplus. | Deficit. Surplus. Deficit. 








J 
Country banks..... of ie Secaee tee 940, 891, 835 | 














a maha tn. mean ncn a cn eee $3, 33, 60 
Reserve city banks....... O06, 106; S88 fiw s.. -caness $32, 921,018 a ee 
Central reserve city banks, 120, 556,848 |............. | 126, 908, 445 CE SEE Wwaviecesccr 
Surplus, including ail p 
WON, cnn cescccancccdsclesthacabeensns | 10D, FIO OOD Fo. cnnccccc cst ROG GREE bases becnaee 171, 586, 640 
144, 661,683 | 144, 661, 883 | 158, 920, 463 | 150,920, 463 | 175,179,239 | 175,179,230 
Surphus..................) 108, 770,048 |..0.0....0... | 137, 678, 247 | 171, 688,640 |............ 
All banks: Additional 
cash available if re- | | | 
serves ($373,239,627) of | | 
member banks are used 
for rediscount.......... SSG CUR inks cnc cee 186, 619, 814 248, 896,418 |............ 
Total surplus......| 238, 183, 357 |............. 324, 208, 061 We, GE OEE Nove codéceces 
| . : 1 / 31 94 
AFTER 36 MONTHS. 
me ‘ : 7 ‘ -_—_——-—— 
CD NO, cas dn dnal den denn<iteee $140, 723, 940 |... 0... cceee $122, 074, 230 wild ig103, 424,711 
Reserve eity banks.......)............. 86, 193, 884 |............. | 77,367, 701 | 50, 735,345 
Central reserve city banks $120, 556,848 ............. $126, 900, 445 |............- $133, 442,038 |............ 
Deficit of all banks, to } 
oe ee ee 106,350,965 ............. | 78,408,008 |. ..5.0.000.. 29, 718,018 |............ 





226,907,833 226,907,833 | 199, 442,031 | 199,442,031 163, 160,056 | 163, 160,066 








Deficit, to balance, ex- 

cluding cash from re- ! | | 

COENO IN iii ine stilnnscavene 108 300, SOB. | sneen senna) 0 AOR tens sateoucws | 29,718,018 
Additional cash available 

if reserves ($373,239,427) 

of member banks are 

used for rediscount!... 124,413,209 ............. BGS, GED OIG ts c0 csc ne dave 248, 836,418 |........... ° 
TOG SUNIL, ccs écckactnacsaiets BD GUD, FIG A cee nici 0in <a 8046, 872, SEB; cn cod an dead 219, 108, 400 

| 


124,413,209 124,413,209 186,619,814 186,619,814 248,826,418 248, 826, 418 


Total deficit or surplus 
for system where cash 
is obtained from re- 
discounting reserves 
as well as capital and 
United States deposits .. ? 18,062,224 ... 








wecaewer 3114,177,228 ............. 4219, 108, 400 





oy are $373,239,627; one-third equals $124,413,209; one-half equals $186 ,619,814; 
’ 418. 


' The total reserve 
two-thirds equal $248 


? $18,062,224 surplus is on theory of discounting one-third of capital, United States funds, and reserves. 
* $114,177,228 surplus is on theory of discounting one-half of capital, United States funds, and reserves. 
¢ $219,108,400 surplus is on theory of discounting two-thirds of capital, United States funds, and reserves. 


All the capital could be loaned out, but only two-thirds of United 
States funds and of reserves. 

These figures above relate only to the national banks. The State 
banks and trust companies must be provided with reserve money in 


sufficient quantity to enable them to enter the system without con- 
tracting loans. 
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Memorandum prepared by Robert L. Owen, showing amount of reserve money available 
by statement of Aug. 9, 1913. 








Number. a a Time deposits. | Cash on hand. Date of re- 








port. 
—_———_—_—_——__| ee sd OO ees 
National banks............ | 7,488 |$6, 563,335, 480.70 | $533,364, 588. 20 | 1 $800,160,374.00 Aug. 9, 1913 
SME sccs0secccnssses 14,Q11 | 2,444, 100, 836.73 | 2 636,910,746. 06 | * 246, 247,125.00 June 4,1913 
Trust companies 


soreness 1,515 | 2,600, 505, 985. 19 |* 970, 856, 018.71 | ¢ 285, 384,815. 00 Do. 





! National banks have, also, not included in these figures, $42,637,771 national-bank notes and $3,650,042.38 
minor coins; total, $46, 287,813.38, which can not be counted as reserves under present laws. 

© ne savings deposits, time deposits not given. 

§ Includes $35,521,522 national-bank notes arid minor coins. 

¢ Includes $26,732,928 national-bank notes and minor coins. 


Total reserve money, 246+ 285—531—62—459 millions 
banks 


State banks........ $2,444, at 12% =— $202 
636,at 5%— 31 ad os Sais ahd a $216 
—— Total, $323{In Federal reserve banks ...............-- 107 
Trust companies... 2,600, at 18%=— 468 — 83 
970,at 5— 48 SEE NNN cnc snccranss semble oeheaiuhaas 344 
—- Total, sin Federal reserve banks ...............-- 2 i 
ND ES os. ccc nccuctsavacie "839 ae 
Actual reserve Cash................... ccc cane eee 459 
hn EOE PPE DE CEPP ER EPP ET ERE R 
Credit oash from rediscounts one-half $279, on de- 
posit Federal reserve banks ($172+107)........ 139 
MN NG OE os ons otha ts cinnecdscaiwoes 29 


The capital stock of State banks and trust companies excluding 
savings banks equals $459,000,000 with a surplus fund of $271,000,000, 
making a total of $730,000,000, which upon a 6 per cent basis would 
a an addition to the capital stock of the Federal reserve banks, if 
the State banks and trust companies entered it, of $43,000,000, which, 
if one-half were paid in cash, would add to the initial capital stock 
in cash $21,000,000 above the capital stock heretofore considered, and 
would therefore add a further deficit of $21,000,000 to the total net 
deficit of $239,000,000, making a total deficit of $260,000,000, as far 
as the State banks and trust companies are concerned. 

It is insisted, however, that this contingency is not likely to arise, 
as many of the small State banks will not enter the system, and if 
it did arise, it could be taken care of— 

First, by discounting of the funds of the Federal reserve banks. 

Second, by an additional deposit of United States funds above the 
$150,000,000 heretofore estimated. 

Third, or finally, by the issuance of Federal reserve notes, which 
should be counted as reserves for member banks if the Federal re- 
eerve board find it necessary. 

Moreover, it might further be provided for by making the national- 
bank notes available for reserve money, since they are een on Gov- 
ernment bonds and are already used by State banks under the present 
State laws as reserves. This contingency has been provided for by a 
proposed amendment giving the Federal reserve board (p. 38, line 
15) the right to authorize the use as reserves of member banks Fed- 
eral reserve notes or bank notes based on United States bonds. 


Ol. .) aS 
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FEDERAL RESERVE BOARD—ITS POWERS. 


The Federal reserve board, consisting of the Secretary of the 
Treasury and six members appointed by the President of the United 
States and confirmed by the Senate for terms of six years (p. 31), 
are given the following powers: 


POWERS OF THE FEDERAL RESERVE BOARD, 


To readjust districts created by the organization committee and create new 
ones. 

To regulate the establishment of branches of Federal reserve banks within 
Federal reserve district in which bank is located. 

To desiguate three (class C) of the nine members of the board of directors of 
each Federal reserve bank, one of these to be chairman of the board with the 
title of “ Federal reserve agent,” and one “deputy Federal reserve agent.” 

The Federal reserve agent to maintain a local office of the Federal reserve 
bourd on the premises of the Federal reserve bank. He shall make regular 
reports to Federal reserve bourd and be its officin! representative. 

To remove uny director or ofticer of a Federal reserve bank for cause stated. 

To remove chairman of Federal reserve bank without notice. 

To establish by-laws governing applications from State banks and trust 
companies. 

“Of the six persons * * * appointed (by the President), one shall be 
designated governor and one vice governor of the Federal reserve board.” 
The governor, subject to supervision of the Secretary of the Treasury and 
bourd, shall be the acting manuging officer of the Federal reserve board. 

To levy a semiannual assessment upon the Federal reserve banks for esti- 
m:ited expenses for succeeding six months, together with deficit carried forward. 

To examine at its discretion the accounts, books, and affairs of each Federal 
reserve bunk or member bink and to require such statements and reports as 
it muy deem necessary. 

To require, or on application to permit, a Federal reserve bunk to rediscount 
the paper of any other Federal reserve bank. 

To suspend for a period not exceeding 30 days (and to renew such suspen- 
sion for periods not to exceed 15 days), any and every reserve requirement 
specified in this act. 


To supervise and regulate the issue and retirement of Treasury notes to 
Federal reserve banks. 

To add to the number of cities classified as reserve and central reserve cities 
under existing law in which national banking associatious are subject to the 
reserve requirements set forth in section 21 of this act, or to reclassify existing 


reserve or central reserve cities and to designate the banks therein situated as 
country banks. at Its discretion. 


To require the removal of officials of Federal reserve banks. 

To require the writing off of doubtful or worthless assets upon the books 
and balance sheets of Federal reserve banks. 

To suspend the further operations of any Federal reserve bank and appoint a 
receiver therefor. 

To perform the duties, functions, or services specified or implied in this act. 

To determine or define (subject to stipulations) the character of paper eligible 
for discount for member banks. 

To prescribe regulations for purchase and sale by Federal reserve banks of 
bankers’ bills, etc. 

To review and determine the minimum rate of discount for member banks 
established by Federal reserve banks and fix weekly the discount rate reserve 
banks may discount for each other. 

To authorize establishment of correspondents and agencies of Federal re- 
serve banks in foreign countries. 

To authorize the issue of Federal reserve Treasury notes. 
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To receive, through the local Federal reserve agent, applications from Federal 
reserve banks for notes, such applications to be accompanied by rediscounted 
notes for deposit as collateral security. 

To require Federal reserve banks to maintain deposits in Treasury of United 
States in gold of 5 per cent of notes issued. 

To grant in whole or in part or to reject entirely the application from Federal 
reserve banks for notes. 

To establish rate of interest on notes issued. 

To prescribe regulations for substitution of collateral. 

To make and promulgate regulations governing the transfer of funds among 
Federal reserve banks. 

To act, if desired, as clearing house for Federal reserve banks. 

To require, in its discretion, Federal reserve banks to act as clearing houses 
for shareholding banks. 

To require extra examinations of national banks when deemed necessary. 

To determine and report annually to Congress fixed salaries of all bank ex- 
aminers. 

To assess upon banks in proportion to assets or resources the expenses of ex- 
aminations. 

To fix a date for such assessment. 

To arrauge for special or periodical examinations of member banks for ac- 


count of Federal reserve banks. 
To receive from Federal reserve banks information concerning the condition 


ef any national bank in its district. 
To order examinations of national banks in reserve cities as often as neces- 


Bary. 
To add to the list of cities in which national banks shall not be permitted to 
joan on real estate as described. 
To receive applications from national banks having $1,000,000 or more capital 
for the establishment of branches in foreign countries, to reject or accept such 
applications, and to prescribe conditions under which such branches may be 


opened. 
To require examinations of foreign branches as it may deem best. 


(I’p. 31-38, 40, 45.) 
FEDERAL ADVISORY COUNCIL, 


In order to keep the Federal reserve board in intimate touch with 
the banking business of the country, the Federal advisory council is 
established, consisting of one representative from each Federal re- 
serve bank with power to confer directly with the Federal reserve 
‘bozrd, make proper representations and recommendations, call for 
information, etc. (p. 39). Many of the big banks quite urgently in- 
sisted that the bankers should have representation upon the Federal 
reserve board. This was denied for the obvious reason that the func- 
tion of the Federal reserve board in supervising the banking system 
is a governmental function in which private persons or private in- 
terests have no right to representation except through the Govern- 
ment itself. The precedents of all civilized governments is against 
‘such a contention. It was believed that the Federal reserve board 
itself, consisting entirely of officers of the Government, might be 
made mere efficient if it had the advice freely available of the Fed- 
eral advisory council. Moreover, the operations of the Federal re- 
serve board would in this way be subject to greater publicity and 
enable the banks of the country to have a greater measure of confi- 
dence in all of the operations of the Federal reserve board. 

It was further believed that the banks of the country. which are in- 
vited or required to contribute a very large sum to the Federal reserve 
banks, would be more content by having an easy and convenient 
means provided by law of frequent conferences with the Federal 
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reserve board and the opportunity to advise the board with regard 
to the financial, commercial, and industrial needs of the country. 


CONCENTRATION OF RESERVES. 


The reserves of the banks of the United States are now scattered 
without any system among over 25,000 individual banks. The 
present law permits the national banks in the country to keep nine- 
fifteenths of their reserves in the banks of reserve cities and permits 
banks of the reserve cities to keep one-half of their reserves in the 
central reserve cities, and permits the banks in the central reserve 
cities to keep only one-fourth of these reserves of the reserves of the 
reserves incash. Theeffect of this svstem—the necessary effect of this 
system—is to concentrate in the hands of a few banks in the central 
reserve cities (who have diligently sought the reserves of other banks) 
to such an extent that the Nation's bank reserves are pyramided in a 
dangerous fashion in the hands of a few banks in the three central re- 
serve cities and chiefly in certain banks in New York City. These 
central reserve city banks have been accustomed to pay 2 per cent on 
the deposit of these bank rexerves placed with them, and having no 
place to which they themselves might go for rediscount they have 
fallen into the habit of placing very large sums out of these reserves, 
amounting to hundreds of millions, upon call on the New York Stock 
Exchange, for the simple reason that under the law of the stock ex- 
change they can sell the stock collateral immediately on any day when 
money is actually needed. It may be ruinous to the borrower—it 
may wipeout his margin—it may cause him a disastrous loss; it may 
upset the interest rates of the country, excite alarm, and result in 
final. panic; but it does furnish the money when needed. 

We are advised by representative bankers in New York that the 
great banks there would be glad to improve the system by the estab- 
lishment of Federal reserve banks strong enough to furnish money 
quickly on demand against good commercial bills, and thus enable 
the New York banks to withdraw their funds from the stock ex- 
change (which has become the most gigantic gambling establishment 
in the world) and place such funds in the service of legitimate 
industry and commerce. This will be one of the great benefits of the 
pending measure—that is. that it will withdraw from gambling 
enterprises on the stock exchange the bank reserves of the country 
and enable such reserves to be used for the commerce of the Nation. 

Attention is respectfullv called to the fact that while in 1896 the 
shares sold on the New York Stock Exchange amounted to only a 
little over $3,000.000.000, in 1905 it was $21,000,000,000, in 1906 it 
was $23,000,000.000, in 1907—the year of the panic—the amount fell 
to $14,000,000,000, increasing in 1908 to $15,000,000,000, and in 1909 
to $19,000.000,000. (National Monetary Commission Reports, vol. 
21, p. 9.) 


MAKING STABLE THE INTEREST RATES. 


The extremely injurious character of this gambling on the stock 
market with the reserves of the country is shown by Table 29, Na- 
tional Monetary Commission Reports (vol. 21, p. 136), where during 
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the year 1907 the range of interest for money was from 2 to 45 per 
cent in January, from 3 to 25 per cent for March, from 5 to 125 per 
cent in October, from 3 to 75 per cent in November, and from 2 to 25 
per cent in December, with currency bringing a premium from 1 to 
4 per cent during November and December. The blighting effect of 
these violent fluctuations of the interest rates is demonstrated by 
the rate charged for 90-day time loans, which during November and 
December, 1907, were running as high as 12 to 16 per cent, with no 
business done in time loans of a longer period during the entire 
month of November and no business being done at times on prime 
commercial bills during the same months. (Ibid.) 

These violent fluctuations are the more astounding when compared 
with the extremely stable rates of interest which have long prevailed 
in Europe, as shown by the rates of discount for 50 vears in England, 
France, Germany, Holland, and Belgium, where the rate has been 
steadily around 3 to 4 per cent. (See Senate hearings before Banking 
and Currency Committee, pp. 538-542, an abstract of which is sub- 
mitted.) 

Moreover, in Europe manufacturers, merchants, and business men 
could atways get money, while in the United States they have been 
absolutely ruined by thousands because of the denial of merited 
credit. This act will put an end to this deadly peril to American 
business. 


Tasre II1.—Rat: “of discount, 1844-19099—The number of days at each rate arranged 
from the lowest rate to the highest. 


Bank o Bank o* Imperial Bank Bank of the National Bank 
|} Engiand.! France.' ol Germany. Netherlands.‘ of Belgium.* 
Num- Num- | Num- Num- Num- 
Rate ber of ber of | ber of ber of ber of 


Num- | day: Num- day: Num-| days Num-. days Num- | days 
ber of [ner cent; ber of ,percent ber oi |per cent ber oi percent! ber of |per cent 
days. jo! total! day;. |o. tota | day:. (of total days. of total| days. | of total 




















(total = (total = | (total = (total (total = 
| 1,000). 1,000). | 1,000) 1,000). 1,000) 
peaebe tt Kean | ene a 
2percent..... 3, 409 143 2,735 SEO Vin binks 9x8 Sea 3% 1,328 Ee etl oe 
24 per cent DP RA vectetes sabe olle bce rah Love occasllc athe tes becudviwess tn tlewes sees 
2) per cent 3, 599 isl | 2,579 eee aS 5,058 212 | 3,169 147 
3 percent..........| 5,x5Y 246 | 7,828 329 «=—3,073 | 129s: 8, 013 336 | 9,412 437 
34 percent......... 1,921 x | 2,060 86 644 | 2 = 3,737 157 | 2,965 138 
4 percent..... oe are 15% | 4,579 192, 12,192 | 51; 2,167 91! 3,416 159 
44 percent....... | 6ne 26 35: : 526 | wr Teen 
5 per cent........ --| 2,195 92 ‘ 
54 per cent......... 11 
6 per cent..........« 975 4l 
ee 91 4 
Fervor Rndessetw 633 pi 
7$ porent.........|....... jostteee 
S percent.........- 26% il 
0 percent.........- 95 | 4 
10 per cent........- 141 6 | 
UN ii i0snd 23,857 | 1,000 | 23,857 1,000 | 23,%57 | 1,000 easel 1,000 21, 540 | 1,000 
| ' 


! Lowest rate 2 per cent; nighest rate 10 per cent. 
? Lowest rate 2 per cent; highest rate 9 per cont. 
+ Lowest rate 3 per cent; highest rate 9 per cent. 
‘ Lowest rate 2 per cent; highest rate 7 per cent. 
* Lowest rate 24 per cent; highest rate 6 per cent. 
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TasLe 1V.— Rate of discount, 1844-1909—The number of days at each rate, arranged from 
the highest number of days to the lowest. 






































. . i cof | k of Neth- 
Bank of England. | Bank of France. | !™perial ae ti ce ee | Bank of Belgium. 
oe | Jea ae > 
>. ~ | > > 
|. Se | . |$3e $32 ie 2 
ls ml Cape = “28 S 2a ls 
| ewes bey eeey eee eae he ey 
- 1 | «el } a «= 0 i 
[2 eE| | & S55 (ava. Th eet Le 
B | 683) & | s /EES| 2 | s BES) & |e ERS) Eis 
Ss |; &¢ =S&-| ¢& 3 | =~ | é |g 3 s a see é | @ 
a Peers | ea | lz 2 4 a a 12 | & 
5380/3 m6 79m| 3 | smlinie|« siisom| 3s seloaa| 3 
3.772; 4 158/457 | 4 | 192) 4,001| 5 | 172 | 5,058 ¥ 212 | 3,416 | 4 
3,850} 2) 18k 2.735) 2 | 1S) 3.073/ 3 = 129) 3,737] 3h 157 | 3,169 
3,400/ 2 | 143 2.579 | 2)| 108 | 1,698) 44 68 | 2,167 | 4 91 | 2.965 
2,195 | 5 92 2.061 | 5 % | ‘970! 6 41} 1,823 | 5 76 | O44) 58 
1,921; 3) 8 2.00] 3)| 8! 707 4 30} 1.328 | 2 56 | 608) 4 
975 | 6 41 | 1,170| 6 49 | 644 | a7 | “sil 4 4| 50. 6 
633 | 7 2 |''353| 43] 15) 20, 7 n| 3 16 | 37%) 5b 
a ee ee 12 | 7 5; mo| 6 ny) 6! 7 
m8 8 11 | 10) 5} 5 2 3 150] 6 Obi coucolacs cabeasvess 
23/5) 41] 8 2 6/9 2; 135] 7 WE asaasdogiaaiidaanian 
141 | 10 6| a1 7%) 8 a) 8 8 155s dced Lee . lsceufbeeine hegabeleeetees 
% | 9 41 BEL. © besennns ncueseabainss:260bnge eseaaelskounoideied inns cosa 
ol 6 4 | BF Ge ho ccescc watvtculekiva: alecedujos0sscdbeadee cswuaaliee baasiedsdaladine 
23); 2 1 | iiwed i SS aah ee ee ee ee |-avcveeisececlecccese 
oe a Oe OO - >?” kk ns en Ss a + ee eee e _ E  — 
93,987 |..... 1,000 |23, 857 |..... 1,000 23,857 |..... 1,000 23,857 |..... 1,000 {21,549 |.....| 1,000 


It will thus be seen that these great banks holding the national reserves have been 
able to furnish commerce with a very low rate of discount for nearly all the time and 
only occasionally have been compelled to raise the rate to a high point. 

These low rates illustrate the enormous value of these great banks to European com- 
merce and the urgent necessity for action by the United States along similar lines. 


The stabilizing of the rate of interest in the United States will be 
one of the very important functions of the proposed Federal reserve 
system. The right of the Federal reserve board to fix the rate of 
interest which may be charged member banks by the Federal reserve 
banks and which the Federal reserve banks may charge each other 
would have a steadying effect upon the interest rate throughout the 
United States, and will enable the banks of the country to extend 
uccommodatiom at a comparatively stable rate of interest upon a 
lower basis than heretofore, because the element of hazard of panic 
and of financial stringency will be removed by the proposed system. 


MOBILIZATION OF RESERVES. 


In addition to concentrating in the Federal reserve banks a sub- 
stantial part of the reserves of the National and State banks and 
trust companies of the country and placing in such banks a re- 
spectable capital by stock subscriptions and a considerable volume 
of Government funds—approximately a total of about $700,000,000— 
it is proposed to make them perfectly mobile. In order to have 
these funds meet the purpose for which they were intended th 
must be kept in a liquid condition and made instantly mobile by 
keeping the investments of such banks either in actual gold and law- 
ful money or in short-time commercial bills drawn against actual 
commercial transactions which are readily converted into money on 
short notice. (Sec. 14, p. 40, and sec, 15, p. 44.) 
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In pursuing this ceneed we have followed the experience of the 
great public utility banks of Europe. The European systems con- 
fine in large measure the holdings of the public utility banks to cash 
and liquid bills of very short maturities, the average length of time 
of the bills of the Bark of France not exceeding 28 days and the 
Reichsbank of Germany having no paper of longer maturity than 
90 days, and a large part of its paper very short time paper. The 
Bank of England handles quite a large volume of paper, running 
7 to 14 days. These public utility enka carefully avoid putting the 
funds in their custody in the form of investments which are not 
instantly convertible into money. This consideration is of the high- 
est importance, because the Federal reserve banks holding the re- 
serves of the reserves must be in a position to extend instant accom- 
modation to any member bank requiring cash. 

With a view to enlarging the volume of liquid paper based on 
actual shipments of goods, the reserve bank is authorized to discount 
acceptances and the member banks are authorized to accept bills of 
exchange against actual shipments of goods. 


ELASTIC CURRENCY—-FEDERAL RESERVE NOTES. 


In order to render still more mobile and liquid the reserves held by 
the Federal reserve banks, elastic currency has been provided (sec. 17, 
p. 47) in the form of Federal reserve notes issued as obligations of 
the United States, redeemable in gold at the Treasury, or in gold or 
lawful money at the reserve banks, and receivable for all taxes and 
public dues, except customs. The exception of customs was intended 
to enable the Federal Government to command a supply of gold 
through the customhouses, if it should prove to be necessary, by com- 
pelling the customs to be paid in gold by foreign shippers. 

These Federal reserve notes, while the obligations of the United 
States, and made redeemable in gold or lawful money at the Federal 
reserve banks and in gold only at the Treasury of the United States, 
are carefully surrounded by very numerous safeguards to make 
assurance doubly sure that they shall not at any time in reality tax 
the credit of the United States itself. The securities behind these 
notes are: 

First. Commercial bills drawn against actual commercial trans- 
actions which have goods and merchandise behind the notes. 

Second. Such notes have the credit of the maker of the commercial 
bill deemed good by the member banks. 

a The indorsement by the member bank of such commercial 
bills. 

Fourth. The double liability of the stockholders of the member 
bank so indorsing. 

Fifth. Thirty-three and a third per cent of gold reserve in the Fed- 
eral reserve bank. 

Sixth. A first lien on all the assets of the Federal reserve bank. 

Seventh. The stock of the indorsing member bank in the Federal 
reserve bank. 

Eighth. The reserve balance of the indorsing member bank in the 
Federal reserve bank. 

Ninth. A double liability of the member banks of the Federal 
reserve bank. 
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Tenth. The double liability of the stockholders of the member 
banks of the Federal reserve bank. 


Eleventh. The surplus of the Federal reserve bank. 

Twelfth. The earning power of such reserve bank, and finally 
the United States. ‘There has never been issued a note with such 
ance surrounding it by any banking system of the world. 

The commercial bills alone would never fail, because of their 
liquid character and short maturity. No apprehension whatever need 
be felt with regard to these notes ever taxing the Federal Treasury. 

Since each bank is required to keep a gold reserve with the Treas- 
ury of the United States against such note issues, it is necessary to 
keep a record of the outstanding circulation emitted through each 
Federal reserve bank, and for this reason a descriptive number is 
placed upon the notes emitted through any Federal reserve bank 
so as to keep the record of notes outstanding issued through such 
banks. The effect of issuing Federal reserve notes against com- 
mercial bills is to make intensely mobile the assets of the Federal 
reserve bank and enable such bank at all times to respond instantly 
to the needs of national commerce. The emission of these notes is 
controlled by the Federal reserve board, which is authorized to 
control the volume of these notes and the terms upon which thev 
shall be advanced to the Federal reserve bank and the conditions of 
retirement. 

The Federal reserve board is authorized to tax the issue of the 
notes and also to fix the rate of interest on the discounts of the 
Federal reserve banks, and in this way keep a double check on the 
issuance of the Federal reserve notes. 

While the Federal reserve notes are extremely well secured, it is 
made easy for member banks needing currency for seasonal demands 
or for any extraordinary emergency to obtain Federal reserve notes 
from the Federal reserve banks. The Federal reserve bank has only 
to deposit liquid commercial bills of a qualified class with the Federal 
reserve agent and obtain from him such Federal reserve notes, keep- 
ing, however, a minimum deposit of 33 per cent of gold against such 
Federal reserve notes as may be put in actual circulation. It is be- 
lieved that in actual practice the gold reserves against such notes in 
circulation will be very large, much larger than the minimum re- 
quirement, especially if our proposed amendment is placed in the 
House bill, permitting the reserves against deposits and against the 
notes to be kept as a common fund. It is obvious that if a minimum 
requirement of 33 per cent against deposits and 33 per cent against 
notes in circulation is held as a common fund, anyone observing the 
statement merely from the standpoint of a depositor, if the deposits 
and the notes in circulation happened to be equal, would perceive 
that the reserves against deposits would appear as 66 per cent, and 
anyone looking at the reserves against the notes from that point of 
view would observe a reserve equal to 66 per cent of the notes in 
circulation. 

It also is obvious that when there is a surplus reserve against the 
deposits far above 33 per cent there is no reason why the bank should 
not have the credit of this surplus appearing also in its favor as a 
reserve against notes in circulation, and it was upon the best advice 
obtainable that an amendment was proposed to section 17 permitting 
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these reserves to be carried as a common fund, but in no contingen 
less than a 33 _ cent gold reserve against the notes, as requi 
in the House bill. 

The retirement of these Federal reserve notes would, of course, 
be accomplished whenever the commercial bills were withdrawn by 
the member bank or by the Federal reserve bank from the hands of 
the Federal reserve agent, the Federal reserve agent in such con- 
tingency either receiving the notes back or a like volume of lawful 
money. 


OPEN-MARKET OPERATIONS. 


One of the most important features of this bill is the establishment 
of what is called an open market for bills of exchange and bankers’ 
acceptances such as has long prevailed in Europe, but which has not 
existed to any great extent in the United States. In Europe the 
various banks and private bankers carry on a very large scale com- 
mercial bills of exchange and acceptances based on actual commer- 
cial transactions of short maturities and which are regarded as self- 
we Such bills have behind them actual merchandise for 
which a purchaser has been found, and these bills are held in their 
portfolios as almost the exact equivalent of cash, for the reason that 
the security of such bills is regarded as substantially perfect, their 
uniform and certain payment constant, and therefore there is an 
“open market ” for such bills maintained by the great public banks, 
such as the Bank of France, the Reichabenk. the Bank of Belgium, 
the Bank of Netherlands, the Bank of England, etc., at a very low 
rate of interest. 

It is now proposed that a constant market at a fairly uniform rate 
of interest be established in this country by establishing the Federal 
reserve bank with a large capital and large reserves and with the 
express power to discount for member banks commercial bills and 
acceptances of the qualified liquid class, and also to buy and sell in 
the open market such bills and bankers’ acceptances as have been 
found merchantable and liquid by the experience of European bank- 
ing systems. It is anticipated that the effect of this method will 
be to enco banking houses to buy commercial bills of the quali- 
fied class, and in this way that we may greatly enlarge the market 
for the bills of manufacturers, merchants, and business men who 
are handling the actual commerce of the country. (Secs. 14 and 15, 
pp. 40-44.) 


GOVERNMENT DEPOSITS WITH FEDERAL RESERVE BANKS. 


It has been deemed of the highest importance to maintain the in- 
dependent Treasury of the United States and not compel the Secre- 
tary of the Treasury to ep every dollar of the public funds in 
the Federal reserve banks, but to provide that he may do so. The 
argument in favor of maintaining the independence of the Federal 
a is overwhelmingly in favor of an independent Treasury 
and need not be recounted here. 

The Government of the United States can advantageously to the 
banks and to itself place with the Federal reserve banks $150,000,000, 
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or even a larger sum, but the process of aru the revenue through 
revenue collectors scattered throughout the Nation, making local 
deposits, and the right of the Treasury Department to make dis- 
bursements in every part of the country through its numerous dis- 
bursing officers, makes it highly necessary to maintain the independ- 
ence of the Treasury. We have, therefore, thought it proper to change 
the provision of section 16 in such a way as to accomplish this 
object (p. 46). 


REFUNDING BONDS, 


The House measure (sec. 19, p. 56) provided for retiring 5 per 
cent of the outstanding 2 per cent bonds held for national-bank 
circulation by the exchange of 3 or cent bonds without circulation 
privilege for such 2 per cent bonds, justly assumes that the Govern- 
ment will be compensated by the interest earned upon a like amount 
of Federal reserve notes. 

We have preferred to absorb such of these bonds as would be 
offered on the market by prmhas the Federal reserve banks to 
buy such 2 per cent bonds and issue Federal reserve bank notes 
against them just as the national banks do (p. 14), and have further 
permitted such Federal reserve banks, in section 19, to assume the 
redemption of not exceeding $36,000,000 of national-bank notes issued 
against such bonds and to take over such bonds and issue Federal 
reserve notes against such bonds, leaving the bonds with the Treas- 
urer of the United States in trust in the form of 3 per cent bonds or 
3 per cent annual notes, in this way assuring to the Government the 
earning power upon the circulation taking the place of the retired 
national-bank circulation (p. 58). 


CLEARING CHECKS AND DRAFTS. 


The House bill proposed to clear checks and drafts at par, but we 
propose an amendment providing that checks and drafts sent to the 
ederal reserve banks by member banks may be cleared, allowing the 
Federal reserve board to fix the charge which may be imposed for the 
service of clearing or collection rendered either by the Federal re- 
serve bank or:by the member banks, and with a provision that the act 
should not be construed to prohibit member banks from making 
reasonable charges for checks and drafts debited to their account, 
or for collecting and remitting drafts, or for exchange sold to its 
patrons. In this way the reserve banks are not put in competition 
with the country banks, but can serve them and their customers at a 
fair price. This amendment should remove the very serious objection 
of many of the country banks to the House provision, which they 
thought would interfere with their right to charge for exchange in 
making remittances (p. 55). 


SAVINGS-BANK SECTION, 


Your committee has struck out entirely the savings-bank section 
No. 27, for the reason that the national banks now, through the system 
of time deposits, carry on a savings-bank business very economically 
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and at the same time use the funds in promoting the local enterprises. 
It was the practical judgment of all the small banks of the country 
that this section should not remain in the bill. 


CHANGES IN THE NATIONAL-BANK ACT. 


Several changes of importance in the national-bank act have been 
made, to which attention should be called: 

First. Section 21 (p. 65) provides that the 5 per cent fund placed 
with the Secretary of the Treasury for the redemption of national- 
bank notes shall no longer be construed to be a part of the bank’s 
reserves. This is justified because the reserves of the national banks 
have been made decidedly lower than they have been in the past. 

Second. The law requiring bonds of national banks to be deposited 
before any national bank association shall be authorized to commence 
the banking business. as provided in section 5159 of the Revised Stat- 
utes, etc., is repealed by section 18 (p. 56). The obvious purpose of 
this section is to ultimately do away with the bond-secured circula- 
tion, which is inelastic and unscientific. The way to establish an im- 
proved system is thus made open. 

Third. The bank examinations are more thoroughly provided for in 
section 23 (p. 66). 

Fourth. The loans, gratuities. and commissions to bank officers or 
bank examiners are penalized by section 24 (p. 69). 

Fifth. The stockholders’ liabilities of national banks and of mem- 
ber banks is modified to establish the double liability and to prevent 
its evasion. (Sec. 25, p. 71.) 

Sixth. Loans on farm lands are permitted to the extent of 25 per 
cent of the capital and surplus of a national bank and for a period of 
five years. This would make available possibly $400,000,000, but in 
actual practice it would not be likely to exceed a hundred million dol- 
lars under the terms of the bill, for the reason that the city banks do 
not make such loans, and where the banks have the authority they will 
probably not exercise it with any uniformity. P.2! 

Seventh. The change of the reserves in the rfftional banking law 
is a very important change, heretofore described, and which will be 
found set forth in section 20 (p. 59). 

The House provision was changed so as to make the language more 
compact and to simplify it. 

Eighth. Foreign branches were also provided for national banks 
having a capital and surplus of a million dollars or more, with the 
approval of the Federal reserve board. (Sec. 28, p. 77.) 9) 14. 

This is a very important amendment and one of far-reaching im- 
portance to the foreign commerce of the United States, the purpose 
of which is so obvious as to need no explanation. 

Many other amendments are needed in the national-bank act which 
this bill does not undertake to deal with, for the reason that it was 
of great importance that this bill should not be embarrassed by the 
consideration of questions which were not necessarily germane to 
the bill itself in establishing the Federal reserve system. 

The National Monetary Commission did a very large amount. of 
work looking toward the codification of the national-bank act, and 
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this work has so far progressed that it may be easily submitted to the 
Senate during the next regular session, in such a form as to enable 
the matter to be disposed of and to make any other amendments 
which are necessary to the national-bank act, without embarrassing 
the present measure by considerations which are not necessarily a 
part of the Federal reserve system. 

The proposed changes recommended by the undersigned are best 
set forth by submitting a print of the House bill with the parts struck 
out being placed in brackets and the amendments proposed being in- 
serted in italics. (See Exhibit A.) The other exhibits are necessary 
to justify the amendments recommended. 

Very respectfuily submitted. 

Ropert L. Owen, Chairman. 
James A, O’GorMAN, 
James A. REep. 

ATLEE POMERENF. 

Joun F. SHarrori. 

Henry F. Hottsts. 
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[Omit the part inclosed in brackets and insert the part printed in italic.) 


AN ACT To provide for the establishment of Federal reserve bunks, to furnish 
an elastic currency, to afford means of rediscounting commercial paper, to 


establish a more effective supervision of bunking in the United States, and 
for other purposes, 


Be it enacted by the Senate and House of Representatives of the 
United States of America in Congress oe That the short 
title of this act shall be the “ Federal reserve act.” 

Wherever the word “bank” ts used in this act, the word shall 
be held to include State bank, banking association, and truat com- 
pany, cacept where national banks or Federal reserve hanks are 
specifically referred to. 


FEDERAL RESERVE DISTRICTS. 


Sec. 2. [That within ninety days after the passage of this act, or 
as} As soon [thereafter] as practicable, the Secretary of the Treas- 
ury, [the Secretary of Agriculture, and the Comptroller of the Cur- 
rency.] and not less than two members of the Federal reserve board, 
acting as “ The reserve bank organization committee,” shall desig- 
nate rh among the reserve and central reserve cities now author- 
ized by law a number of such] etgAt cities to be known as Federal 
reserve cities, and shall divide the continental United States, inclvd- 
ing -lluska, into districts, each district to contain one, and only one, 
of such Federal reserve cities. The determination of said organiza- 
tion committee shall not be subject to review except by the Federal 
reserve board when organized; Provided, That the districts shall 
be apportioned with due regard to the convenience and customary 
course of business [of the community] and shall not necessarily 

coincide with the area of such} be coterminous with any State or 
States [as may be wholly or in part included in any given district]. 
The districts thus created may be readjusted and new districts may 
from time to time be created by the Federal reserve board [here- 
inafter established, acting upon a joint application made by not less 
than ten member banks desiring to be organized into a new district]. 
The districts thus constituted shall be known as Federal reserve dis- 
tricts and [shall] may be designated by number Receorlian to the 
pleasure of the organization committee, and no Federal reserve dis- 
trict shall be abolizhed, nor the location of a Federal reserve bank 
changed, except upon the application of three-fourths of the mem- 
ber banks of such district]. 1 majorty of the organization com- 
mittee shall constitute a quorum with authority te act. 

[The organization committee shall, in accordance with regula- 
tions to be established by itself, proceed to organize in each of the 
reserve cities designated as hereinbefore specified a Federal reserve 
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bank. Each such Federal reserve bank shall include in its title the 
name of the city in which it is situated, as “ Federal Reserve Bank 
of Chicago,” and so forth. The total number of reserve cities desig- 
nated by the organization committee shall be not less than twelve, 
and the organization committee shall be authorized to employ coun- 
sel and expert aid, to take testimony, to send for persons and papers, 
to administer oaths. and to make such investigations as may be 
deemed necessary by the said committee for the purpose of determin- 
ing the reserve cities to be designated and organizing the reserve 
districts hereinbefore provided. 

Every national bank located within a given district shall be 
required to subscribe to the capital stock of the Federal reserve bank 
of that district a sum equal to twenty per centum of the capital stock 
of such national bank fully paid in and unimpaired, one-fourth of 
such subscription to be paid in cash and one-fourth within sixty days 
after said subscription is made. The remainder of the subscription 
or any part thereof shall become a liability of the member bank, 
subject to call and payment thereof whenever necessary to meet the 
obligations of the Federal reserve bank under such terms and in 
accordance with such regulations as the board of directors of said 
Federal reserve bank may prescribe: Provided, That no] 

Said organization committee shall be authorized to employ counsel 
and expert aid, to take teatimony, to send for peisons and papers, to 
adminuter oaths, and to make such investigation as may be deemed 
necessary by the aaid committee in determining the reserve districts 
and in determining the citics within such districts where such Federal 
reserve banks shall be severally located. The said committee shall 
supervise the organization, in each of the cities designated, of a Fed- 
eral reserve bank, which shall include in its title the name of the cit 
in which it is situated. as “Federal Reserve Bank of Chicago,” and 
80 ia 

Inder regulations to be prescribed by the organization committee, 
every national banking association is hereby required and every 
eligible bank is hereby authorized to signify in writing, within sixty 
days after the passage of this act, ita acceptance of the terms and 
provisions hereof. When such Federal reserve bank shall hare been 
organized, every national banking association within that district 
shall be required and every cligible bank may be permitted to sub- 
scribe to the capital stock thereof in a aum equal to sir per centum of 
the paid-up capital stock and surplus of such bank, one-sixth of such 
subscription to be payable on call of the organization committee or of 
the Federal reserve board, one-sixth within three months and one- 
sizth within six months thereafter. and the remainder of the sub- 
scription, or any part thereof, shall be subject to call when deemed 
necessary by the Federal reserve board, said payments to be in gold 
or gold certificates. 

The shareholders of every Federal reserve bank shall he held 
individually responsible, equally and ratably, and not one for another, 
for all contracts, debts, and engagements of such bank to the extent 
of the amount of their subscriptions to such stock at the par value 
thereof in addition to the amount subscribed, whether such subscrip- 
th have been paid up in whole or in part, under the provisions of 
this act. 
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siny national bank failing to signify its acceptance of the terms of 
this act within the sixty days aforesaid shall cease to act as a reserve 
agent, upon thirty days’ notice, to be given within the discretion of 
the suid organization committee or of the Federal reserve board. 

Should any national banking association now organized fail, 
within one year after the passage of this act, to become a member 
bank under the provisions hereinbefore stated, or fail to comply with 
any of the provisions of thia act applicable thereto, all of the rights, 
privileges, and franchises of such association granted to it under the 
national-bank act, or under the provisions of this act, shall be thereb; 
forfeited. Any noncompliance with or violation of this act shall, 
however, be determined and adjudged by a proper circuit, district, 
or Territorial court of the United States in a suit brought for that 
purpose by the Comptroller of the Currency in his own name before 
the association shall be declared disaolved. and in cases of such vtola- 
tion, other than the failure to become a member bank under the pro- 
visions of this act. erery director who participated in or assented to 
the same shall be held liable in his personal or individual capacity 
for all damages which said bank, its shareholders, or any other 
person shall have sustained in consequence of such violation. 

Such dissolution shall not take away or impair any remedy against 
such corporation, its stockholders or officers, for any liability or pen- 
alty which shall have been previously incurred. 

Should the subscriptions by banks to the stock of said Federal re- 
serve banks or any one or more of them be, in the judgment of the 
organization committee, insufficient to provide the amount of capital 
required therefor, then and mm that event the said organization com- 
mittee may, under conditions and regulations to he prescribed by it, 
offer to public subscription at par such an amount of stock in said 
Federal reserve banks, or any one or more of them, as said committee 
shall determine, subject to the same conditions as to payment in and 
stock liability as provided for member banks. 

No individual, copartnership, or corporation other than a member 
bank of its district shall be permitted to subscribe for or to hold at 
uny time more than $10,000 par value of stock in any Federal reserve 
hank. Such stock shall be peas as public stock and may be trans- 
ferred on the books of the Federal reserve bank by the chairman of 
the hoard of directors of such bank. 

Should the total subscriptions by banks and the public to the stock 
of said Federal reserve banks, or ary one or more of them, be, in the 
judqment of the organization committee, insufficient to provide the 
amount of capital required therefor, then and in that event the said 
organization committce shall allot to the United States such an 
amount of said stock as said committee shall determine. Said 
United States stock shall be paid for at par out of any money in 
the Treasury not otherwise appropriated, and shall be held by the 
Secretary of the Treasury and disposed of for the benefit of -the 
United States in such manner, at such times, and at such price, not 
less than par, as the Secretary of the Treasury shall determine. 

Stock not held by member banks shall not be entitled to voting 
power in the hands of ita holders, but the voting power thereon shall 
he vexted in and be exercised solely by the class (' directors of the 
Federal veserve bank in which said stock may be held. and who shall 
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be designated as “ voting trustecs.”. The voting power on said pub- 
lie stock shall be limited to one vote for each 815,000 par value thereof, 
fractional amounts not to be considered. The voting trustees shall 
exercise the same powers ax member banks in voting for clase A and 
clase B directors. 

The Federal reserve board is hereby empowerd to adopt and pro- 
mMm ulgate rile x and requlations governing the transfe ra of said stock 
and the exercise of the voting power thereon. 

Vo Federal reserve bank shall commence business with a [paid-up 
and unimpaired] sv)scribed capital less in amount than [[$5.000,000 
$3,000.000. The organization of reserve districts and Federal reserve 
cities shall not be construed as changing the present status of reserve 
cities and central reserve cities, except in so far as this act changes 
the amount of reserves that may be carricd with approved reserve 
agents located therein. The organization committee shall have power 
to appoint such assistants and incur such expenses in carrying out 
the provisions of this act as it shall deem necessary. and such ex- 
penses shall be payable by the Treasurer of the United States upon 
voucher approved by the Secretary of the Treasury, and the sum of 
$100,000. or so much thereof as may be necessary, is hereby appropri- 
ated. out of any moneys in the Treasury not otherwise appropriated, 
for the paviment of such expenses. 


{STOCK ISSUES] BRANCH OFFICES 


Sec. 3. [That the capital stock of each Federal reserve bank shall 
be divided into shares of $100 each. The outstanding capital stock 
shall be increased from time to time as member banks increase their 
‘apital Stock or as additional banks become members, and may be 
decreased as member banks reduce their capital stock or cease to be 
members.J > Each Federal reserve bank [may] sha// establish branch 
offices [under regulations of the Federal reserve board at points 
within the Federal reserve district in which it is located: Prorided. 
That the total number of such branches shall not exceed one for each 
$500,000 of the capital stock of said Federal reserve bank] srithin 
the Federal reserve district in ahich it ix located and also in the dis- 
trict of any Federal reserve bank which may hace been suspended, 
such branches to be established and conducted at places and under 
regulations approved by the Federal reserve board. 


FEDERAL RESERVE BANKS. 


(Sec. 4. The national banks in each Federal reserve district uniting 
to form the Federal reserve bank therein, hereinbefore provided for. 
shall under their seals, make an organization certificate, which shall 
specifically state the name of such Federal reserve bank so organized. 
the territorial extent of the district over which the operations of said 
Federal reserve bank are to be carried on, the city and State in which 
said bank is to be located, the amount of capital stock and the num- 
ber of shares into which the same is divided, the names and places 
of doing business of each of the makers of said certificate and the 
number of shares held by each of them, and the fact that the cer- 
tificate is made to enable such banks to avail themselves of the ad- 
vantages of this act. The said organization certificates shall be 
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acknowledged before a judge of some court of record or notary 
public; and shall be, together with the acknowledgment thereof, au- 
thenticated by the seal of such court, or notary, transmitted to the 
Comptroller of the Currency, who shall file, record, and carefully pre- 
serve the same in his office. Upon the filing of such certificate with 
the Comptroller of the Currency as aforesaid, the said Federal 
reserve bank so formed shall become a body corporate, and as such, 
and in the name aero in such crganization certificate, shall have 
power to perform all those acts and to enjoy all those privileges and 
to exercise all those powers described in section fifty-one hundred and 
thirty-six, Revised Statutes, save in so far as the same shall be 
limited by the provisions of this act. The Federal reserve bank so 
incorporated shall have succession for a pene of twenty years from 
its organization, unless sooner dissolved by act of Congress.] 

Sec. 4. When the organization committee shall have established 
Federal reserve districts as provided in section two of this act, a 
certificate shall be filed with the Comptroller of the Currency show- 
ing the geographical limits of such districts and the Federal reserve 
city designated in each of such districts. The Comptroller of the 
Currency shall thereupon cause to be forwarded to each national 
bank located in each district, and to such other banks declared to be 
eligible by the organization committee which may apply therefor, an 
application blank in form to be approved by the organization com- 
mittee, which blank shall contain a resolution to be adopted by the 
board of directors of each bank executing such application, pk ns 
ing a subscription to the capital stock of the Fe ederal reserve bank 
organizing in that district in accordance with the provisions of this 
act. 

When the minimum amount of capital stock prescribed by this act 
for the organization of any Federal reserve bank shall have been eub- 
scribed and allotted the organization committee shall designate any 
five banks of those whose applications have been received, to execute 
a certificate of organization, and thereupon the banks so designated 
shall, under their seals, make an organization certificate which shall 
specifically state the name of such Federal reserve bank so organized 
the territorial extent of the district over which the operations o 
such Federal reserve bank are to be carried on, the city and State 
in which said bank is to be located, the amount of capital stock and 
the number of shares into which the same is divided, the name and 
place of doing business of each bank executing such certificate, and 
of all banks which have subscribed to the capital stock of such Fed- 
eral reserve bank and the number of shares subscribed by each, and 
the fact that the certificate ts made to enable those banks executing 
same, and all banks which have subscribed or may thereafter sub- 
scribe to the capital stock of such Federal reserve bank, to avait 
themselves of the advantages of this act. 

The said organization certificate shall be acknowledged before a 
judge of some court of record or notary public; and shall be, to- 
gether with the acknowledgment eae authenticated by the seal 
of such court, or notary, transmitted to the Comptroller of the Cur- 
rency, who shall file, record and carefully preserve the same in hia 
office. 

"Teed the filing of such certificate with the Comptroller of the 
Currency as aforesaid, the said Federal reserve bank so formed shall 
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become a hody cor porate and as such, and in the name desiqnated in 
such organization cortificate, shall have power— : 

First. To adopt and wuse ia corporate seal. 

Second. Lo have xucecession for a period of twenty years from its 
organization unless it is sooner dissolved by an act of Congress, or 
unlexs its franchixe becomes forfeited by some violation of law. 

Third. To make contracts. 

Fourth, To sue and he sued. complain and defend, in any court of 
law and equity aa fully as natural PCPRONR, 1 : 

Fifth. To appoint hy ite hoard of directors, elected ag hereinafter 
provided, such officers as are not otherwise provided for in this 
act, to define their duties, require bonds of them and fix the penalty 
thereof, to dismiss such officers or any of them as may be appointed 
by them at pleasure, and to appoint otherar to fill their places. 

Sivth. To prescribe by its hoard of directora by-laws not incon- 
sistent with law. vequlating the manner in which ite general business 
may be conducted, and the privileges qranted to it hy law may be 
exercised and enjoyed, 

Seventh, To exrerciae hy its hoard of directors, or duly authorized 
officers ov agents, oll powers specifically qranted by the provisions of 
this act and such incidental powers as shall he necessary to carry on 
the business of banking within the limitations prescribed by this act. 

Eighth. Upon deposit arith the Treasurer of the United States 
of any bonds of the United States in the manner provided hy existing 
law relating to national hanka, to receive from the Comptroller of 
the Currency circulating notes in blank, reqiatered and countersiqned 
as provided by Tair, equal in amount to the par value of the honds 80 
deposited, such notes to be isaned under the same conditions and 
provisiona of law which relate to the issue of circulating notes of 
national banks secured hy honds of the United States bearing the 
circulating privilege. 

But no Fedeval reserve bank shall transact any business except 
auch as ia incidental and necessarily preliminary to its organization 
vuntil it has been authorized by the Comptroller of the Currency to 
commence business under the provisions of this act. 

Every Federal reserve jai shall be conducted under the [over- 
sight} evpervision and control of a board of directors [. whose powers 
shall be the same as those conferred upon the boards of directors 
of national banking associations under existing law, not inconsistent 
with the provisions of this act]. 

The hoard of directors shall perform the duties usually appertain- 
ing to the office of directors of banking associations and all such 
duties as are prescribed by law. 

Said board shall administer the affairs of said bank fairly and 
impartially and without discrimination in favor of or against any 
member bank or hanks and shall. subject to the provisions of law and 
the orders of the Federal reserve board, extend to each member bank 
such advancements and accommodations as may be safely and rea- 
sonably made with due regard for the claims and demands of other 
member banks. 

Such board of directors shall be [constituted and elected] selected 
as hereinafter specified and shall consist of nine members, holding 
office for three vears. and divided into three classes, designated as 
classes A, B, and C. 
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Class A shall consist of three members, who shall be chosen by and 
be representative of the stock-holding banks. 

Class B shall consist of three members, who shall be represenuaitive 
of the general public interests of the reserve district. 

Class C shall consist of three members. who shall be designated by 
the Federal reserve board. 


No directory of class B or of class C shall be an officer, director, or Vuy4 
stockholder of a member bank. 


Directors of class A and class 2B shall be chosen in the following 
manner : 

[it shall be the duty of the} 7he chairman of the board of direc- 
tors of the Federal reserve bank of the district in which [each such] 
the bank is situated [to] sha// classify the member banks of the 
[said] district into three general groups or divisions. Each [such} 
group shall contain as nearly as may be one-third of the aggregate 
number of [said ¢ie member banks of the [said] district and shall 
consist. as nearly as may be, of banks of similar capitalization. The 
[said] groups shall be designated by number [at the pleasure of] by 
the chairman [of the board of directors of the F lediiral reserve bank]. 

At a regularly called ae meeting of the hoard of direetore 
of each member bank in the [Federal reserve] district [aforesaid, 
the board of directors of -uch member bank] /¢ shall elect by ballot 
one of its own members as a district reserve elector and shall certify 
his name to the chairman of the board of directors of the Federal 
reserve bank of the distriet. The [said] chairman shall establish 
lists of the district reserve electors[[, class A.J thus named by banks 
in each of the aforesaid three groups and shall transmit one List to 
each [such] elector in each group. [Every elector shall, within 
fifteen days of the receipt of the said list. select and certify to the said 
chairman from among the names on the list pertsining to his group. 
transmitted to him by the chairman, one name, not his own, as rep- 
resenting his choice for Federal reserve director. class A. The name 
receiving the greatest number of votes, net less than a majority. shall 
be designated by said chairman as Federal reserve director for the 
group to which he belongs. In case no candidate shall receive a ma- 
jority of all votes cast in anv group, the chairman aforesaid shall 
establish an eligible list, consisting of the three names receiving the 
greatest number of votes on the first ballot. and shall transmit said 
list to the electors in each of the groups of banks established by him. 
Each elector shall at once select and certify to the said chairman 
from among the iheve yersons submitted to him his choice for Fed- 
eral reserve director. esa A. and the name receiving the greatest 
number of such votes shall be declared by the chairman as Federal 
reserve director, class A. Tn ease of a tie vote the balloting shall 
continue in the manner hereimbefore prescribed until ene candidate 
receives more votes than either of the others. 

Director- of class B shall be chosen by the eleetcrs of the respective 
groups at the same time and in the same manner prescribed for di- 
rectors of class A, except that they must be selected from a list of 
names furnished, one by each member bank, and such names shall in 
no ease be tho-e of officers or directors of any bank or banking asso- 
ciation.J 

Krery elector shall. within i on days after the receipt of the said 
list. ool tify ha thre ( hairvrman iN friext, x¢ cond, and other choice 8 upon 
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the list, npon a preferential ballot, on a form furnished by the chair- 
man of the board of directors of the Federal reserve bank of the dis- 
trict. Bach clector shall make a cross opposite the name of the first, 
second, and other choices for a divector of class A and for a director 
of class Bo but shall not vote more than one choice for any one candi- 
date. 

Any candidate having a majority of all votes cast in the column of 
first choice shall be declared elected. If no candidate have a majority 
of all the votes in the first column, then there shall be added together 
the votes cast hy the electors for such candidates in the second column 
to the votes cast for the several candidates in the first column. If any 
candidate then hare a majority of the electors voting, by adding to- 
gether the ee and second choices, he shall be declared elected. If no 
candidate have a majority of electors voting when the firat and second 
choices shall have been added, then the votes cast in the third column 
for other choices shall be added together in like manner, and the can- 
didate then having the highest number of votes shall be declared 
elected. .1n immediate report of election shall be declared. 

(They shall not accept office as such during the term of their 
service as directors of the Federal reserve banks. They] Directors of 
class B shall be fairly representative of the commercial, agricultural, 
or industrial interests of their respective districts. [The Federal 
reserve board shall have power at its discretion to remove any director 
of class B in any Federal reserve bank, if it should appear at any time 
that such director does not fairly represent the commercial. agricul- 
tural, or industrial interests of his district.] 

Three directors belonging to class C shall be [chosen] appointed 
directly by the Federal reserve board, and shall [beJAare heen for 
at least tivo years residents of the district for which they are 
[selected] appointed, one of whom shall be designated by said board 
as chairman of the board of directors of the Federal reserve bank 
of the district to which he is appointed and shall be designated by 
gaid board as “ Federal reserve agent.” Tle shall be a person of 
tested banking experience; and in addition to his duties as chair- 
man of the board of directors of the Federal reserve bank of the 
district to which he is appointed, he shall be required to maintain 
under regulations to be established by the Federal reserve board a 
local office of said board, which shall be situated on the premises of 
the Federal reserve bank of the district. He shall make regular 
reports to the Federal reserve board, and shall act as its official repre- 
sentative for the performance of the functions conferred upon it by 
this act. He shall receive an annual compensation to be fixed by the 
Federal reserve board and paid monthly by the Federal reserve bank 
to which he is designated. One of the directors of class (' shall be 
appointed hy the Federal rescrve board as deputy chairman and 
ceva Federal reserve agent to exercise the powers of the chair- 
man of the board and Federal reserve agent im case of the absence 
or disability of his principal. 

Directors of Federal reserve banks shall receive, in addition to any 
compensation otherwise provided, a reasonable allowance for neces- 
sary expenses in attending meetings of their respective boards, which 
amount shall be paid by the respective Federal reserve banks. Any 
compensation that may be provided by boards of directors of Federal 
reserve banks for members of such boards shall be subject to review 
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and subsequent readjustment at any time by the Federal reserve 
board. 

The reserve bank organization committee may, in organizing Fed- 
eral reserve banks for the first time, call such meetings of bank 
directors in the several districts as may be necessary to carry out 
the purposes of this act. and may exercise the functions herein con- 
ferred upon the chairman of the board of directors of each Federal 
reserve bank pending the complete organization of such bank. 

At the first meeting of the fil board of directors of each Federal 
reserve bank after organization it shall be the duty of the directors 
of classes A and B and C, respectively, to designate one of the mem- 
bers of each class whose term of office shall expire in one year from 
the first of January nearest to date of such meeting, one whose term 
of office shal' expire at the end of two years from said date, and one 
whose term of office shall expire at the end of three years from said 
date. Thereafter every director of a Federal reserve bank chosen 
as hereinbefore provided shall hold office for a term of three years 
({: but the chairman of the board of directors of each Federal 
reserve bank designated by the Federal reserve board, as hereinbefore 
described. shall be removable at the pleasure of the said board, with- 
out notice, and his successor shall hold office during the unexpired 
term of the director in whose place he was appointed.} Vacancies 
that may occur in the several classes of directors of Federal reserve 
banks may be filled in the manner provided for the original selection 


of such directors, such appointees to hold office for the unexpired 
terms of their predecessors. 


RTOCK ISSUES; INCREASE AND) DECREASE OF CAPITAL. 


Sec. 5. [That shares] 7he capital stock of cach Federal reserve 
hank xhall be divided into sharex of 3100 cach, The outatanding 
capital stock shall be increased from time to time ax member banks 
increase their capital stock and aurplus ov as additional banka become 
members, and may be decreased an member banks reduce their capital 
stock or xurplus ov cease to be members. Shares of the capital stock 
of Federal reserve banks omned by member banks shalt not be trans- 
ferable, nor be [hypothecated] Aypothecable. Th case a member 
bank [increased] increase its capital stock or surplus, it shall there- 
upon subscribe for an additional amount of capital stock of the 
Federal reserve bank of its district equal to wont ye si per centum 
of the [bank's ne said increase [of capita J one-half of said sub- 
scription to be paid [in rene in the manner hereinbefore provided 
for original subscription, and one-half [to become a liability of the 
member bank according to the terms of the original subscription] 
subject to call of the Federal reserve board. A bank applving for 
stock in a Federal reserve bank at any time after the [formation of 
the latter] vrganization thercof must subscribe for an amount of the 
capital atock of [said] the Federal reserve bank equal to [twenty] 
sia per centum of the paid-up capital stock and surplus of said [sub- 
scribing corns bank, paying therefor its par value [in accord- 
ance with the terms prescribed by section two of this act] plus one- 
half of one per cent a month from the period of the laat dividend. 
When the capital stock of any Federal reserve bank [has] «hall have 
been increased either on account of the increase of capital stock of 
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member banks or on account of the increase in the number of mem- 
ber banks, the board of directors shall [make and execute] cause to 
be executed a certificate to the Comptroller of the Currency showing 
[said] the increase in capital stock, the amount pard in, and b 
whom paid. In case a member bank reduces its capital stock it shall 
surrender a proportionate amount of its holdings in the capital of 
said Federal reserve bank, and in case a member bank goes into vol- 
untary liquidation it shall surrender all of its holdings of the capital 
stock of said Federal reserve bank and be released from its stock sub- 
scription not previously called. In either case the shares surren- 
dered shall be canceled and such member bank shall receive in pay- 
ment therefor, under regulations to be prescribed by the Federal re- 
serve board, a sum equal to its cash paid subscriptions on the shares 
surrendered and one-half of one per cent a month from the period of 
the last dividend. not to exceed the book value thereof, less any lia- 
bility of such member bank to the Federal reserve bank. 

Sec. 6. [That if any member bank shall become insolvent and a 
receiver be appointed, the stock held by it in said Federal reserve 
bank shall be canceled and the balance. after deducting from the 
amount of its cash-paid subscriptions all debts due by such insolvent 
bank to said Federal reserve bank, shall be paid to the receiver of the 
insolvent bank] /f any member bank shall he declared insolvent and a 
receiver appointed therefor, the stock held by tt in said Federal reserve 
bana shall be canceled, and all cash-paid sxubacriptions on said stock, 
with one-half of one per contum permonth from the period of last divi- 
dend, not to exccved the book value thereof, shall be first applied to 
all debts of the insolvent member bank to the Federal reserve bank.and 
the balance. if any, shall be paid to the receiver of the insolvent bank. 
Whenever the capital stock of a Federal reserve bank is reduced, 
either on‘account of a reduction in capital stock of anv member bank 
or of the liquidation or insolvency of [any such member] such bank, 
the board of directors shall [make and execute] cause to be cvecuted 
a certificate to the Comptroller of the Currency showing such redue- 
tion of capital stock and the amount repaid to -ueh bank. 


DIVISION OF EARNINGS, 


sec. 7. [Phat after the payment of] -tfter all necessary expenses 
[and taxes] of a Federal reserve bank hore been poid ov provided 
for. the member banks shall be entitled’ to receive an annual dividend 
of [five] <4 per centum on the paid-in capital stock, whieh dividend 
shall be cumulative. [One-half of the net earnings. after the afore- 
said dividend claims have been fully met. shall be paid into a surplus 
fund until such fund shall amount to twenty per centum of the 
paid-in capital stock of such bank. and of the remeiming one-half 
sixty per centuim shall be paid to the United States and forty per 
centum to the member banks in the ratio of their average balances 
with the Federal reserve bank for the preceding vear. Whenever 
and so long as the surplus fund of a Federal reserve bank amounts 
to twenty per centum of the paid-in capital steck and the member 
banks shall have received the dividends at the rate of five per 
centum per annum hereinbefore provided for, -ixty per centum of 
all excess earnings shall be paid to the United States and forty per 
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centum to the member banks in proportion to their annual average 
balances with such Federal reserve bank; all] After the aforesaid 
dividend claims have been fully met, all the net earnings shall be 
paid to the United States as a franchise tax, excepting, however, that 
one-half of such earnings shall be first applied to the creation and 
maintenance of a surplus fund equal to twenty per ceptum of the 
capital stock of said bank. All net earnings derived by the United 
States from Federal reserve banks shall [constitute a sinking fund 
to be held for] Le applied to the reduction of the outstanding bonded 
indebtedness of the United States[[, said reduction to be accom- 
plished] under regulations to be prescribed by the Secretary of the 
Treasury. Should a Federal reserve bank be dissolved or go into 
liquidation, [the surplus fund of said bank] any surplus remaining, 
after the payment of all debts and dividend requirements as here- 
inbefore provided for, shall be paid to and become the property of 
the United States and shall he similarly applied. 

Every Federal reserve bank incor med under the terms of this 
act [and], the capital stock therein Theld by member banks], and the 
income derived therefrom shall be exempt from Federal, State, and 
local taxation, except in respect to taxes upon real estate. 

Sec. 8. [That any national banking association heretofore organ- 
ized may upon application at any time within one year after the 
passage of this act, and with the approval of the Comptroller of 
the Currency, be granted, as herein provided, all the rights, and be 
subject to all the liabilities, of national banking associations organ- 
ian subsequent to the passage of this act: Provided, That such appli- 
cation on the part of such associations shall be authorized by the 
consent in writing of stockholders owning not less than a majority 
of the capital stock of the association. Any national banking asso- 
ciation now organized which shall not, within one vear after the 
passage of this act. become a national banking association under the 
provisions hereinbefore stated. or which shall fail to comply with 
any of the provisions of this act applicable thereto, shall be dis- 
solved; but such dissolution shall not take away or impair any 
remedy against such corporation, its stockholders or officers, for any 
liability or penalty which shall have previously been incurred.] 

Sec. 9. [That anv] .tny bank [or banking association] incorpo- 
rated by special law of any State or of the United States. or organ- 
ized under the general laws of any State or of the United States, and 
having an unimpaired capital sufficient to entitle it to become a na- 
tional banking association under the provisions of existing laws, may, 
by [the consent in writing] rote of the shareholders owning not less 
than fifty-one per centum of the capital stock of such bank or bank- 
ing association, [and] with the approval of the Comptroller of the 
Currency [become a] and acting through a committee, organize a 
national banking association: with any name approved hy the said 
comptroller, and transfer ita business to such national banking asso- 
ciation [under its former name or by any name approved by the 
comptroller] : Provided, howerer, That said acts are not in contra- 
vention of the State or local law. The directors thereof may con- 
tinue to be the directors of the association so organized until others 
are elected or appointed in accordance with the provisions of the law. 
When the comptroller has given to such bank or banking association 
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a certificate that the provisions of this act have been complied with, 
such bank or banking association, and all its stockholders, officers, 
and employees, shall have the same powers and privileges, and shall 
be subject to the same duties, liabilities, and lations, in all re- 
spects, as shall have been prescribed by this act [or] and by the na- 


tional banking act for associations originally organized as national 
banking asssociations. 


STATE BANKS AS MEMBERS. 


Sec. 10. (That from and after the passage of this act any} Any 
bank [or banking association or trust company] incorporated by 
a law of any State. or organized under the general laws of any 

ate or of the United States. may make application to the reserve 
bank organization committee, pending organization, and thereafter to 
the Federal reserve board [hereinafter created] for the right to sub- 
seribe to the stock of the Federal reserve bank organized or to be 
crganized within the Federal reserve district where the applicant is 
located. The organization committee or the Federal reserve board, 
under such rules and regulations as it may prescribe. subject to the 

rovisions of this section. [shall] may permit [such] the applying 
ank to become a stockholder in the Federal reserve bank of the dis- 
trict in which [such] the applying bank is located. Whenever the 
organization committee or the Federal reserve board shall permit 
[such] the applying bank to become a stockholder in the Federal 
reserve bank of the district [in which the applying bank is located], 
stock shall be issued and paid for under the rules and regulations in 
this act provided for national banks which become stockholders in 
Federal reserve banks. 

{It shall be the duty of the] The organization committee or the 
Federal reserve board [to] shall establish by-laws for the general gov- 
ernment of its conduct in acting upon applications made by the State 
banks and banking associations and trust companies [hereinbefore re- 
ferred to] for stock ownership in Federal reserve banks. Such by- 
laws shall require applying banks not organized under Federal law 
to comply with the reserve and capital requirements and to submit 
to the Einspection] ecamination and [regulation provided for in 
this and other laws relating to national banks] regulations pre- 
scribed by the organization committee or by the Federal reserve 
hoard. No [such] applying bank shall be admitted to membership 
‘na Federal reserve bank unless it possesses a paid-up unimpaired 
eapital sufficient to entitle it to become a national banking asso- 
ciation in the place where it is situated, under the provisions of the 
national banking act [. and conforms to the provisions herein pre- 
scribed for national banking associations of similar capitalization 
and to the regulations of the Federal reserve board]. 

Any bank becoming a member of a Federal reserve bank under the 
provisions of this section shall, in addition to the requlations and 
restrictions hereinbefore provided, be required to conform to the 
provisions of law imposed on the national banks and to such rules and 
requlations as the Federal reserve board may, in pursuance thereof, 
prescribe respecting the limitation of Viability which may be incurred 
by any person, firm. or corporation to such banka, the prohibition 
against making purchase of or loans on stock of such banks, and the 





BANKING AND CURRENCY. 45 


withdrawal or impairment of capital, or the payment of unearned 
dividends. 

Such banks, and the officers, agents, and employees thereof, shall 
also be subject to the provisions of and to the penalties prescribed by 
sections fifty-one hundred and ninety-eight, fifty-two hundred and 
eight, fifty-two hundred, fifty-two hundred and one, and fifty-two 
hundred and eight and fifty-two hundred and nine of the Revised 
Statutes. The member banks shall also be required to make reports 
of the conditions and of the payments of dividends to the comp- 
troller, as provided in sections fifty-two hundred and eleven and fifty- 
two hundred and twelve of the Revised Statutes, and shall be subject 
to the penalties prescribed by section fifty-two hundred and thirteen 
for the failure to make such report. 

If at any time it shall appear to the Federal reserve board that a 
banking association or trust company organized under the laws of 
any State or of the United States and having become a member bank 
has failed to comply with the provisions of this section or the regu- 
lations of the Federal reserve board, it shall be within the power of 
the said board. after hearing, to require such banking association 
ex trust company to surrender its stock in the Federal reserve bank; 
Cin which it holds stock] upon [receiving from] such surrender the 
Federal reserve bank sha// pay the cash-paid subscriptions to the said 
stock [in current fundsJiresth taterest at the vate of one-half of one 
per centum por month enterest, computed from the last dividend, if 
earned, not to eacced the hook value thereot, lesa any liability to said 
Federal reserve bank, cavept the subscription liability not previoual 
called, which shall be canceled, and said Federal reserve bank shall. 
upon notice from the Federal reserve board. be required to suspend 
said banking association or trust company from Torihae privileges 
of membership. and shall within thirty days of such notice cancel 
and retire its stock and make payment therefor in the manner herein 
provided. The Federal reserve board may restore membership upon 
due proof of compliance ivith the conditions imposed by this section. 


FEDERAL RESERVE BOARD. 


Sec. 11. [That there shall be created ay .1 Federal reserve board] 
ia hereby created which shall consist of seven members, including the 
Secretary of the Treasury, [the Secretary of Agriculture, and the 
Comptroller of the Currency.] who shall be [members] a member 
ex officio. and [four] «44 members appointed by the President of the 
United States. by and with the advice and consent of the Senate. 
In selecting the [four] sé” appointive members of the Federal reserve 
board, [not more than one of whom shall be selected from any one 
Federal reserve district.] the President shall have due regard to a 
fair representation of [different] the fivancial, commercial, and 
geographical divisions of the country. The [four] «47 members of 
the Federal reserve board appointed by the President and confirmed 
as aforesaid shall devote their entire time to the business of the 
Federal reserve board and shall each receive an annual salary of 
$10,000, together with an allowance for actual necessary traveling 
expenses [. and the Comptroller of the Currency, as ex officio-mem- 
ber of said Federal reserve board, shall. in addition to the salary now 
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paid him as comptroller. receive the sum of $5,000 annually for his 
services as a member of said board]. Of the [four] sic members 
thus appointed by the President [not more than two shall be of the 
same political party. and] at least [one of whom] ¢iro shall be [a 
person] persons experienced in banking ov finance. One shall be 
designated by the President to serve for [two] one. one for [four] 
tro. one for ‘Esix] three, [and] one for [eight vears] four, one for 
fire, and one for sir years, respectively, and thereafter each member 
so appointed shall serve for a term of [eight] sta vears unless sooner 
removed for cause by the President. Of the [four] siz persons thus 
appointed, one shall be designated by the President as [manager] 
governor and one as vice [manager] governor of the Federal reserve 
board. The [manager] gorcrnor of the Federal reserve board. sub- 
ject to the supervision of the [Secretary of the Treasury and] Fed- 
eral reserve board. shall be the active executive officer of the Federal 
reserve board. /n case of vacancies, temporary appointments on the 
Federal reserve hoard may he made by the President when the 
Senate is not in session, to he immediately submitted to the Senate 
achen it convenes, The Secretary of the Treasury may assign offices 
in the Department of the Treasury for the use of the Federal reserve 
board. tach member of the Federal reserve board shall within 
fifteen days after notice of appointment make and aubacribe to the 
oath of office. 

The Federal reserve board shall have power to levy semiannually 
upon the Federal reserve banks, in proportion to their capital stock 
and surplus, qn assessment sufficient to pay its estimated expenses 
and salaries of its members and employes for the half vear succeed- 
ing the levving of such assessment, together with any deficit carried 
forward from the preceding half year. 

The first meeting of the Federal reserve board shall be held in 
Washington, District of Columbia. as soon as may be aftet the 
passage of this act. at a date to be fixed by the reserve bank organi- 
zation committee. The Secretary of the Treasury shall be ex officio 
chairman of the Federal reserve board. No member of the Federal 
reserve board shall be an officer or director of any bank, [or] bank- 
ing institution, trvst company, or Federal reserve bank nor hold 
stock in any bank. [or] banking institution, or trust company; 
and before entering upon his duties as a member of the Federal 
reserve board he shall certify under oath to the Secretary of the 
Treasury that he has complied with this requirement. Whenever a 
vacaney shall occur. other than by expiration of term, among the 
[four] «ir members of the Federal reserve board appointed by the 
President, as above provided, a successor shall be appointed by the 
President, with the advice and consent of the Senate. to fill such 
vacancy. and when appointed he shall hold office for the unexpired 
term of the member whose place he is selected to fill. 

Nothing in this act contained shall be construed as taking avray 
any powers heretofore vested by law in the Secretary of the Treasury 
which relate to the supervision, management, and control of the 
Treasury Department and bureaus under such department, and wher- 
erer any power vested hy thia act in the Federal reserve hoard or the 
Federal reserve agent appears to conflict with the powers of the Sec- 
retary of the Treasury, such powers shall be exercised subject to the 
supervision and control of the Secretary. 
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The Federal reserve board shall annually make a fu// report of 
its [fiscal] operations to the Speaker of the House of Representa- 
tives, who shall cause the same to be printed for the information of 
the Congress. 

Section three hundred and twenty-four of the Revised Statutes of 
the United States shall be amended so as to read as follows: “ [There 
shall be in the Department of the Treasury a bureau charged. except 
as in this act otherwise provided, with the execution of all laws 
passed by Congress relating to the issue and regulation of currency 
issued by or through banking associations. the chief officer of which 
bureau shall be called the Comptroller of the Currency, and shall 
perform his duties under the general direction of the Secretary of 
the Treasury. acting as the chairman of the Federal reserve board: ” 
Provided, however, That nothing herein contained shall be construed 
to affect any power now vested by law in the Comrtroller of the 
Currency or the Secretary of the Treasury] There shall be on the 
Department of the Treasury a bureau charged with the execution of 
all laws passed by Congress relating to the issue and regulation of 
national currency secured hy United States bonds and, under the 
general supervision of the Federal reserve board, of all Federal 
reserve notes, the chief officer of which bureau shall be called the 
Comptroller of the Currency and shall perform his duties under 
the general directions of the Secretary of the Treasury.” 

Sec. 12. [That the] Zhe Federal reserve board [hereinbefore 
established] shall be authorized and empowered : 

(a) To examine at its discretion the accounts. books, and affairs 
of each Federal reserve bank and of each member bank and to require 
such statements and reports as it may deem necessary. The said 
board shall publish once each week a statement showing the condi- 
tion of each Federal reserve bank and a consolidated statement for all 
Federal reserve banks. Such statements shall show in detail the 
assets and liabilities of [such] the Federal reserve banks. single and 
combined, and shall furnish full information regarding the character 
of the [lawful] monev held as reserve and the amount. nature, and 
inaturities of the paper and other inrestments owned or held by 
Federal reserve banks. 

(b) To permit or require[. in time of emergency,] Federal reserve 
banks to rediscount the discounted [prime] paper of other Federal 
reserve banks[[. at least. five members of the Federal reserve board 
being present when such action is taken and all present consenting to 
the requirement. The exercise of this compulsory rediscount power 
by the Federal reserve board shall be subject to an interest charge to 
the accommodated bank of not less than one nor greater than three 
per centum above the higher of the rates prevailing in the districts 
immediately affected] at rutes of interest to fixed each week by the 
Federal rescrve board. 

(c) To suspend for a period not exceeding thirty days, [(] and 
from time to time to renew such suspension for periods not [to exceed] 
exceeding fifteen days[[)]. any [and hes reserve requirement 
specified in this act: Provided, That it shall establish a graduated 
tax upon the amounts by which the reserve requirements of this act 
may be permitted to fall below the level hereinafter specified, such 
tax to be uniform in its application to all Federal reserve banks and 
to member banks, reeterd to keep the same reserves[; but said board 
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shall not suspend the reserve requirements with reference to Federal 
reserve netic 

(d) [To supervise and regulate the issue and retirement of Federal 
reserve notes and to prescribe the form and tenor of such notes.J 
To xupervise and regulate through the bureau under the charge of 
the Comptroller of the Currency the issue and retirement of Federal 
reserve notes, and to prescribe rulea and requlations under which such 
notes may be delivered by the comptroller of the Federal reserve 
agents applying therefor. 

(e) To add to the number of cities classified as reserve and central 
reserve cities under existing law in which national banking asso- 
clations are subject to the reserve requirements set forth in section 
twenty of this act: or to reclassify existing reserve and central re- 
serve cities Gand to designate the banks therein situated as country 
banks at its discretion ov to terminate their designation as such. 

(f) [To suspend the officials of Federal reserve banks and, for 
cause stated in writing with opportunity of hearing. require the 
removal of said officials for incompetency, dereliction of duty, fraud, 
or deceit, such removal to be subject to approval by the President of 
the United States} 7'o suspend or remove any offcer or dircetor of 
any Federal reserve bank, the cause of such removal to be forthwith 
communicated in writing by the Federal reserve board to the removed 
officer or director and to said bank, 

(x) To require the writing off of doubtful or worthless a-sets 
upon the eels and balance shrek of Federal reserve banks. 

(h) To suspend, for cause relating to violation of any of the pro- 
visions of this act, the operations of any Federal reserve bank and 
[appoint a receiver therefor] tale possession thereof and administer 
the same during the period = RUB PERSON, 

(1) To require Sends of Federal reserve agents, perform the duties, 
functions, or services specified or implied in this act. and to make all 
rules and regulations necessary to enable said board effectively to 
perform the same. 

(j) 70 exercise general supervision over said Federal reserve banks. 

(hk) Zo authorize the use, as reserves of member banka, Federal 
reserve notes, or bank notes based on United States bonds. to the 
extent that said board may find necessary. 

(1) To grant by special permit to national banks applying there- 
for the right to act as trustee. cvecutor, or to exervise general tiust 
powers under such rules and requlations as the said board may 
prescribe. 


FEDERAL ADVISORY COUNCIL, 


ec, 13. There is hereby created a Federal advisory council, which 
shall consist of as many members as there are Federal reserve dis- 
tricts. Each Federal reserve bank by its board of directors shall an- 
nually select from its own Federal reserve district one member of said 
council, who shall receive [no compensation for his services, but may 
be reimbursed for actual necessary expenses] xvch compensation and 
allowances ax may be fived by his board of directors subject to the 
approval of the Federal reserve board. The inegetings of said advisory 
council shall be held at Washington. District of Columbia. at least 
four times each vear. and oftener if called by the Federal reserve 
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board. ‘The council may select its own officers and adopt its own 
methods of procedure, and a majority of its members shall constitute 
a quorum for the transaction of business. Vacancies in the council 
shall be filled by the respective reserve banks. and members selected 
to fill vacancies shall serve for the unexpired term. 

The Federal advisory council shall have power. by itselPor through 
its officcrs, (1) to [meet and] confer directly with the Federal reserve 
board on general business conditions; (2) to make oral or written 
representations concerning matters within the jurisdiction of said’ 
board; (3) to call for [complete] information and to make recom- 
mendations in regard to discount rates, rediscount business, note 
issues. reserve conditions in the various districts, the purchase and 
sale of gold or securities by reserve banks, open-market operations by 
said banks, and the general affairs of the reserve banking system. 


POWERS OF FEDERAL RESERVE BANKS. 


.14. [That anv] -tny Federal reserve bank may receive from 
any a ite member [bank] hanks, and from the United States, depos- 
its of current funds in lawful money, national-bank notes, Federal 
reserve notes. or checks and drafts upon solvent banks of the Federal 
reserve system, payable upon presentation; or, solely for exchange 
purposes, may receive from other Federal reserve banks deposits of 
current funds in lawful money, national-bank notes, or checks and 
drafts upon solvent member or other Federal reserve banks, payable 
upon presentation. 

U pon the indorsement of any of its member [bank] Danks, any 
Federal reserve bank may discount notes, drafts, and bills of ex- 
change arising out of actual commercial transactions; that is, notes, 
drafts, and bills of exchange issued or drawn for agricultural, indus- 
trial, or commercial purposes. or the proceeds of which have been 
used, or [may] are to be used, for such purposes, the Federal reserve 
board to have the right to determine or define the character of the 
paper thus eligible for discount. within the meaning of this act [; 
nothing herein]. Vothing in this act contained shall be construed to 
prohibit such notes, drafts, and bills of exchange, secured by staple 
agricultural products, or other goods, wares, or merchandise from 
being eligible for such discount; but such definition shall not inelude 
notes. drafts, or bills covering merely investments or issued or drawn 
for the purpose of carrying or trading in stocks, bonds, or other 
Investment securities. eaee pt bonds and notes of the Government of 
the United States. Notes, drafts, and bills admitted to discount 
under the terms of this paragraph must have a maturity af the time 
of discount of not more than ninety days. 

[Upon the indorsement of any member bank any Federal reserve 
bank may discount the paper of the classes hereinbefore described 
having a maturity of more than ninety and not more than one hun- 
dred and twenty days, when its own cash reserve exceeds thirty-three 
and one-third per centum of its total outstanding demand liabilities 
exclusive of its outstanding Federal reserve notes by an amount to 
be fixed by the Federal reserve board: but not more than fifty per 
centum cf the total paper so discounted for any member bank shall 
have a maturity of more than ninety days. 
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Upon the indorsement of any member bank any] -t»/ Federal 
reserve bank may discount acceptances of [such] member banks 
which are based on the exportation or importation or domestic ship- 
ments of goods and which [inature in] Ave a maturity at time of dia- 
count of not more than [six] three months. and bear the signature of 
at least one member bank in addition to that of the acceptor. The 
amount of acceptances so discounted shall at no time exceed one-half 
the capital stock and surplus of the bank for which the rediscounts 
are made. 

The aggregate of such notes and bills bearing the signature or in- 
dorsement of .any one person, company. firm, or corporation redis- 
counted for any one bank shall at no time exceed ten per centum of 
the unimpaired capital and surplus of said bank; but this restriction 
shall not apply to the discount of bills of exchange drawn in good 
faith against actually existing values. 

Any national bank may [. at its discretion,] accept drafts or bills 
of exchange drawn upon it [having not more than six months sight 
to run] and growing out of transactions involving the importation, 
[or] exportation, or domestic shipment of goods having not more 
than six months sight to run: but na bank shiall accept such bills to 
Aan amount equal at any time in the aggregate to more than one-half 
[the face value of] its paid-up [and unimpaired] capital stock and 
surplus. 

Section fiftv-two hundred and two of the Revised Statutes of the 
United States is hereby amended so as to read as follows: No asso- 
ciation shall at any time be indebted, or in any way liable, to an 
amount exceeding the amount of its capital stock at such time ac- 
tually paid in and remaining undiminished by losses or otherwise, 
except on account of demands of the nature following: 

First. Notes of circulation. 

Second. Monevs deposited with or collected by the association. 

Third. Bills of exchange or drafts drawn against money actually 
on deposit to the credit of the association, or due thereto. 

Fourth. Liabilities to the stockholders of the association for divi- 
dends and reserve profits. 

Fifth. Liabilities incurred under the provisions of sections two, 
five, and fourteen of the Federal reserve act.] 

The Federal reserve board may authorize the reserve bank of the 
district to discount the direct obliqations of member banks, secured 
by the pledge and deposit of satisfactory securities; but in no case 
shall the amount so loaned by a Federal reserve bank exceed three- 
fourths of the actual value of the secrrities so pledged. 

The rediscount by any Federal reserve bank of any bills receivable 
and of domestic and foreign bills of exchange and acceptances shall 
be subject to such restrictions, limitations, and requlations as may be 
imposed by the Federal reserve board. 


OPEN-MARKET OPERATIONS, 


Sec. 15. [That any] -tn7 Federal reserve bank may. under rules 
and regulations prescribed by the Federal reserve board. purchase 
and sell in the open market. af home or abroad, either from or to 
domestic or foreign banks. firms. corporations. or individuals, 
[prime] eabh transfers and Dankers” Thills} CCE prances and bills 
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of exchange of the kinds and maturities by this act made eligible for 
rediscount [. and cable transfers]. 

Kvervy Federal reserve bank shall have power: 

(a) to deal in gold coin and bullion [both] at home [and] or 
abroad, to make loans thereon, eachange Federal reserve notes for 
yold, gold coin, or gold certificates, and to contract for loans of gold 
coin or bullion, giving therefor, when necessary, acceptable security, 
including the hypothecation of United States bonds or other securi- 
ties which Federal reserve banks are authorized to hold; 

(b) to [invest in] buy and sell, at home or abroad, bonds and notes 
of the United States [bonds]. and [bonds issned by any State 
county. district. or municipality] b/lls, notes, revenue bonds, and 
warrants with a maturity from date of purchase of not exceeding sia 
months, issued in antic ipation of the collection of taccs or in antici- 
pation of the receipt of assured revenues by any State. county, dis- 
trict, or municipality of the United States. such purchases to be made 
in accordance with rules and regulations prescribed by the Federal 
rescrve board: 

(c) to purchase from member banks and to sell. with or without its 
indorsement. bills of exchange arising out of commercial transactions, 
as hereinbefore defined [. payable in foreign countries; but such bills 
of exchange must have not exceeding ninety days to run and must 
bear the signature of two or more responsible parties. of which the 
last shall be that of a member bank]; 

(d) to establish [each week, or as much oftener as required] from 
time to time, subject to review and determination of the Federal 
reserve board, [a rate] rufes of discount to be charged by [such] 
the Federal reserve bank for each class of paper. which shall be 
fixed with a view of accommodating [the] commerce [of the coun- 
try] and business ‘ [and] 

(e) to establish accounts with other Federal veserve banks for 
erchange purposes and, with the consent of the Fedéral reserve board, 
to open and maintain banking accounts in foreign countries, appoint 
correspondents, and establish | agencies in such countries wheresoever 
it may deem best for the eo of — hasing. a and collect- 
ing [foreign] bills of exchange, and to buy and sell with or without 
its indorsement, through such correspondents or agencies. [prime for- 
eign] bill of exchange arising out of actual commercial transac- 
tions which have not [exceeding] more than ninety davs to run and 
which bear the signature of two or more responsible parties. 


GOVERN MENT DEPOSITS, 


See. 16. [That all] The moneys [now] held in the general fund 
of the Treasury, except the five per centum fund for the redemption 
of outstanding national-bank notes and the funds provided in this 
act for the redemption of Federal reserve notes Conall] nuty, UpPOR 
the direction of the Secretary of the Treasury, [within twelve months 
after the passage of this act.J be deposited in Federal reserve banks, 
which banks Esh: all when required by the Secretary of the Treasury, 
shall act as fiseal agents of the United States: and [thereafter] the 
revenues of the Government. or any part thereof [shall] may le 
Cregularly] deposited in such banks, and disbursement [shall may 
be made by checks drawn against. such deposits. 
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No public funds of the Philippine Islands, or of the postal savings, 
or any Government funds, shall be deposited in the continental 
United States in any bank not belonging to the system established by 
this act: Provided, however, That nothing in this act shall be con- 
strued to deny the right of the Secretary of the Treasury to use 
member banks as depositaries, 

[The Secretary of the Treasury shall, subject to the approval of 
the Federal reserve board, from time to time, apportion the funds 
of the Government among the said Federal reserve banks, distribut- 
ing them, as far as practicable, equitably between different sections, 
and my, at their joint discretion, charge interest thereon and fix, 
from month to month, a rate which shall be regularly paid by the 
banks holding such deposits: Provided, That no Federal reserve 
bank shall pay interest upon any deposits except those of the United 
States. 

No Federal reserve bank shall receive or credit deposits except 
from the Government of the United States, its own member banks, 
and. to the extent permitted by this act, from other Federal reserve 
banks. All domestic transactions of the Federal reserve banks in- 
volving loans made by such banks, rediscount operations or the cre- 
ation of deposit accounts shall be confined to the Government and 
the depositing and Federal reserve banks, with the exception of the 
purchase or sale of Government or State securities or of gold coin 
or bullion.} 


NOTE ISSUFS. 


Src. 17. Federal reserve notes, to be issued at the discretion of the 
Federal reserve board for the purpose of making advances to Fed- 
eral reserve banks through the Federal reserve aqents as hereinafter 
set forth and for no other purpose, are hereby authorized. The said 
notes shatl be obligations of the United States and shall be receivable 
for all taxes [, customs, and other public dues, except customs. They 
shall be redeemed in gold [or lawful money] on demand at the 
Treasury Department of the United States, in the city of Wash- 
ington. District of Columbia, or ¢n gold or lawful money at any 
Federal reserve bank. 

Any Federal reserve bank may [. upon vote of its directors.] make 
application to the local Federal reserve agent for such amount of the 
Federal reserve notes hereinbefore provided for as it may [deem 
best] require. Such application shall be accompanied with a tender 
to the local Federal reserve agent of collateral in amount equal to 
the sum of the Federal reserve notes thus applied for and issued 
pursuant to such application. The collateral security thus offered 
shall be notes and bills accepted for rediseount under the provisions 
of section 14 of this act. and the Federal reserve agent shall each 
dav notify the Federal re-erve board of all issues and withdrawals 
of Federal reserve notes to and by the Federal reserve bank to which 
he is accredited. The said Federal reserve board shall be authorized 
at any time to call upon a Federal reserve bank for additional secur- 
ity to protect the Federal reserve notes ixsued to it. 

(Whenever any Federal reserve bank shall pay out or disburse Fed- 
eral reserve notes issued to it as hereinbefore provided, it shall segre- 
gate in its own vaults and shall earry to a special reserve account on 


BANKING AND CURRENOY. 438 


ita books gold or lawful money equal in amount to thirty-three and 
one-third per centum of the reserve notes so paid out by it, such re- 
serve to be used for the redemption of said reserve notes as presented ; 
but any Federal reserve bank so using any part of such reserve to 
redeem notes shall immediately carry to said reserve account an 
amount of gold or lawful money sufficient to make said reserve equal 
to thirty-three and one-third’ per centum of its outstanding Federal 
reserve notes.J 

Every Federal reserve bank shall maintain reserves in gold or law- 
ful money of not less than thirty-five per centum against its de posits 
and its Federal reserve notes in aciadl enamels but the amount of 
= in the Federal reserve bank, together with the amount deposited 

y it with the Treasury, shall be at least equal to thirty-three and one- 
third per centum of the Federal reserve notes issued to said bunk and 
in actual corculation and not offset by gold or lawful money depos- 
ited with the Federal reserve agent. Geass so paid out shall bear 
upon their faces a distinctive letter and serial number, which shall be 
assigned by the Federal reserve board to each Federal reserve bank. 
Whenever Federal reserve notes issued through one Federal reserve 
bank shall be received by another Federal reserve bank they shall be 
ee romptly returned for credit or redemption to the 
‘ederal reserve bank through which they were originally issued [[. or 
shall be charged off aga nst Government deposits and returned to the 
Treasury of the United States. or shall he presented to the said 
Treasury for redemption]. No Federal reserve bank shall pay out 
notes issued chrouile another under penalty of a tax of ten per 
centum upon the face value of notes so paid out. Notes presented for 
redemption at the Treasury: of the United States shall be paid ont of 
the redemption fund, and, if fit for circulation, returned to the Fed- 
eral reserve banks through which they were originally issued. Fei- 
eral reserve notes received by the Treasury, otherwise than for re- 
demption, [shall] may be exchanged for [lawful money] gold out 
of the [five per centum] redemption fund hereinafter provided and 
returned [as hereinbefore provided] to the reserve bank through 
which they were originally issued, or they may be returned to auch 
bank for the credit of the United States. Federal reserve notes unfit 
for circulation shall be returned by the Federal reserve agents to the 
Comptroller of the Currency for cancellation and destruction. 

The Federal reserve board shall [have power, in its discretion, to] 
require each Federal reserve [banks] bank to maintain on deposit 
in the Treasury of the United States a sum in gold [equal to five 
per centum of] sufficient in the judgment of the Secretary of the 
Treasury for the redemption of [such amount of] the Federal re- 
serve notes [as may be] issued to [them under the provisions of this 
act] such bank but in no event less than five per centum; but such 
[five per centum] deposit of gold shall be counted and included as 

art of the thirty-three and one-third per centum reserve hereinbe- 
ore required. The [said] board shall [also] have the right, acting 
through the Federal reserve agent, to grant m whole or in part 
or to reject entirely the application of any Federal reserve 
bank for Federal reserve notes; but to the extent [and in the 
amount] that such application may be granted the Federal re- 
serve board shall, through its local Federal reserve agent [deposit] 
supply Federal reserve notes [with] to the [banks] dank so apply- 
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ing. and such bank shall be charged with the amount of such notes 

and shall pay such rate of interest on said amount as may be estab- 

lished by the Federal reserve board, [which rate shall not be less 

than one-half of one per centum per anntim,] and the amount of such | 
Federal reserve notes so issued to any such bank shall, upon delivery, 
become a first and paramount lien on all the assets of such bank. 

Any Federal reserve bank may at any time reduce its liability for 
outstanding Federal reserve notes by [the deposit of} depositing, 
with ite Federal reserve agent, Federal reserve notes, [whether issued 
to such bank or to some other reserve bank, or lawful money of the 
United States,] gold certificates, or gold [bullion, with any Federal 
reserve agent, or with the Treasurer of the United States, and such 
reduction shall be accompanied by a corresponding reduction in the 
required reserve fund of lawful money set apart for the redemption 
of said notes and by the release of a corresponding amount of the 
collateral security deposited with the local Federal reserve agent]. 

The Federal reserve agent shall hold such gold certificates and 
gold available for exchange for the outstanding Federal reserve notes 
when offered by the reserve bank of which he is a director. Upon 
the request of the Secretary of the Treasury the Federal reserve 
board shall require the Federal reserve agent to transmit said gold 
to the Treasury of the United States for the redemption of such 
notes. 

Any Federal reserve bank may at its discretion withdraw collateral 
deposited with the local Federal reserve agent for the protection of 
tts Federal reserve notes deposited with it and shall at the same time 
substitute therefor other like collateral of equal [value] amount 
approved by the Federal reserve agent under regulations to be pre- 
scribed by the Federal reserve board. 

In order to furnish suitable notes for circulation as Federal ve- 
serve notes, the Comptroller of the Currency shall, under the diree- 
tion of the Secretary of the Treasury, cause plates and dies to be 
engraved in the best manner te quard against counterfeits and fraud- 
ulent alterations, and shall have printed therefrom and numbered 
such quantities of such notes in blank of the denominations of $1. 82, 
$5, $10, $20, $50, $100, as mau be required to supply the Federal re- 
serve banks. Such notes shall be in form and tenor as directed by 
the Secretary of the Treasury under the provisions of this act and 
shall bear the distinctive numbers of the several Federal reserve 
banks through which they are issued. 

When such notes have been prepared, they shail be di posited in the 
Treasury, or in the subtreasury or mint of the United States nearest 
the place of business of each Federal reserve bank, and shall he held 
for the use of such bank subject to the order of the Comptroller of 
the Currency for their delivery, as provided by this ut. 

The plates and dies to be procured by the Comptroller of the Cur- 
rency for the printing of such circulating notes shall remain under 
his control and direction, and the expenses necexxarily incurred in 
executing the laws relating to the procuring of such notes, and all 
other expenses incidental to their issue and retirement, shall be paid 
by the Federal reserve banks, and the Federal reserve hoard shall 
include in its estimate of expenses levied against the Federal reserve 
banka a sufficient amount to cover the expenses herein provided for. 
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The examination of plates, dies, bed pieces, and so forth, and 
regulations relating to such examination of plates, dies, and 80 
forth, of national-bank notes provided for in section fifty-one hun- 
dred and seventy-four, Revised Statutes, is hereby extended to in- 
clude Federal reseive notes herein provided for. 

Any appropriation heretofore made out of the general funds of 
the Treasury for engraving plates and dies, the purchase of dis- 
tinctive paper, or to cover any other expense in connection with 
the printing of national-bank notes or notes provided for by the 
act of May thirtieth, nineteen hundred and eight, and any distinctive 

aper that may be on hand ut the time of the passage of this act may 
Se used in the discretion of the Secretary for the purposes of this 
act, and should the appropriations heretofore made be insufficient 
to meet the requirements of this act in addition to circulating notes 
provided for by existing law, the Secretary is hereby authorized to 
use so much of any funds in the Treasury not otherwise appropriated 
for the purpose of furnishing the notes aforesaid: Provided, how- 
ever, That nothing in this section contained shall be construed as 
exempting national banks or Federal reserve banks from their liabil- 
ity to reimburse the United States for any expenses incurred in print- 
ing and issuing circulating notes. 

[It shall be the duty of every Federal reserve bank to receive on 
deposit, at par and without charge for exchange or collection, checks 
and drafts can upon any of its depositors or by any of its depositors 
upon any other depositor and checks and drafts drawn by any de- 
positor in any other Federal reserve bank upon funds to the credit 
of said depositor in said reserve bank last mentioned, nothing herein 
contained to be construed as prohibiting member banks from mak- 
ing reasonable charges to cover actual expenses incurred in collecting 
and remitting funds for their patrons.] 

Every Federal reserve bank shall receive on deposit from member 
banks vr from Federal reserve banks checks and drafts drawn upon 
any of its depositors, and when remitted by a Federal reserve bank, 
checks and drafts drawn by any depositor in any other Federal 
reserve bank or member bank upon funds to the credit of said de- 
positor in said rescive bank or member bank. Nothing herein con- 
tained shall be construed as prohibiting a member bank from making 
reasonable charges for checks and drafts so debited to its account, or 
for collecting and remitting funds, or for eechange sold to its patrons. 
The Federal reserve board may, by rule, fix the charges to be col- 
lected by the member banks from its patrons whose checks are 
cleared through the Federal reserve bank and the charge which may 
be imposed for the service of clearing or collection rendered by the 
Fe deral reserve bank. ; 

The Federal reserve board shall make and promulgate from time 
to time regulations governing the transfer of funds [at par] and 
charges therefor among Federal reserve banks and their branches, and 
may at its discretion exercise the functions of a clearing house for 
such Federal reserve banks, or may designate a Federal reserve bank 
to exercise such functions, and mav also require each such bank to 
exercise the functions of a clearing house for its member banks. 

Sec. 18. That so much of the provisions of section fifty-one hun- 
dred and fifty-nine of the Revised Statutes of the United States, and 
section four of the act of June twentieth, eighteen hundred and 
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seventy-four, and section eight of the act of July twelfth, eighteen 
hundred and eighty-two, and of any other provisions of existing stat- 
utes, as require that before any national banking association shall be 
authorized to commence banking business it shall transfer and de- 
liver to the Treasurer of the United States a stated amount of United 
States registered bonds be, and the same is hereby, repealed. 


REFUNDING BONDS, 


({Sec. 19. That upon application the Secretary of the Treasury 
shall exchange the two per centum bonds of the United States bear- 
ing the cireulation privilege deposited by any national banking asso- 
ciation with the Treasurer of the United States as security for cir- 
culating notes for three per centum bonds of the United States 
Without the circulation privilege, payable after twenty years from 
date of issue. and exempt from Federal, State, and municipal taxation 
both as to income and principal. No national bank shall, in any one 
year. present two per centum bonds for exchange in the manner here- 
Inbefore provided to an amount exceeding five per centum of the total 
amount of bonds on deposit with the Treasurer by said bank for cir- 
culation purposes. Should any national bank fail in any one year to 
so exchange its full quota of two per centum bonds under the terms 
of this act. the Secretary of the Treasury may permit any other 
national bank or banks to exchange bonds in excess of the five per 
centum aforesaid in an amount equal to the deficiency caused by the 
failure of any one or more banks to make exchange in any one year, 
allotment to be made to applying banks in proportion to their hold- 
ings of bonds. At the expiration of twenty years from the passage 
of this act every holder of United States two per centumi bonds then 
outstanding shall receive payment at par and accrued interest. After 
twenty vears from the date of the passage of this act national bank 
notes still remaining outstanding shall be recalled and redeemed by 
the national banking associations issuing the same within a period 
and under regulations to be prescribed by the Federal reserve board, 
we notes still remaining in circulation at the end of such period shall 
be secured by an equal amount of lawful money to be deposited in the 
Treasury of the United States by the banking associations originally 
issuing such notes. Meanwhile every national bank may continue to 
apply for and receive circulating notes from the Comptroller of the 
Currency based upen the deposit of two per centum bonds o¢ of any 
other bonds bearing the circulation privilege; but no national bank 
shall be permitted to issue other circulating notes except such as are 
secured as in this section provided or to issue or to make use of any 
substitute for such circulating notes in the form of clearing-house 
loan certificates, cashier's checks, or other obligation.] 

See, 19, Upon application by a Federal reserve bank the Secretary 
of the Treasury shall, for the account of such bank, assume the re- 
demption of circulating notes of any national bank requesting the 
same and surrendering in writing the two per centum bonds held in 
trust by the Treasurer of the United States as security for its circula- 
tion. Such tio per centum bonds shall, at the or of such Federal 
reserve bank, be reissued by the Secretary of the Ticasury as bonds 


. ‘ . 
beariny three per centum interest, due July first, nineteen hundred 
and thirty-three, or as one-year notes renewable from year to year 
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until July first, nineteen hundred and thirty-three, and bearing in- 
terest at the rate of three per centum per annum. The amount of 
the redemption of such notes shall not exceed $36,000,000 per annum 
and shall be apportioned pro rata among the national banks upply- 
ing for such redemption at the end of each ror rare of any 
fiscal year. The circulating notes of any national bank, the redemp- 
tion of which is so. assumed, shall, when delivered to the Treasury 
for redemption, be canceled and redeemed out - funds to be furnished 
the Secretary of the Treasury by the Federal reserve bank makin 
the application aforesaid; and the Federal reserve board shall there- 
upon deliver to the Federal reserve bank an equal amount of Federal 
reserve notes without interest or penalty of any kind, and the two per 
centum honds aforesaid, or the three per centum bonds or notes issued 
in lieu thereof, shall be held in trust for such Federal reserve bank 
by the Treasurer of the United States as security for the redemption 
of such notes. 


BANK RESERVES. 


[Sec. 20. That from and after the date when the Secretary of the 
Treasury shall have officially announced, in such manner as he may 
elect, the fact that a Federal reserve bank has been established in any 
designated district, every banking association within said district 
which shall have subscribed for stock in such Federal reserve bank 
shall be required to establish and maintain reserves as follows: 

(a) If a country bank as defined by existing law, it shall hold and 
maintain a reserve equal to twelve per centum of the aggregate 
amount of its deposits, not including savings deposits hereinafter 
provided for. Five-twelfths of such reserve shall consist of money 
which national banks may under existing law count as legal reserve, 
held actually in the bank’s own vaults; and for a period of fourteen 
months from the date aforesaid at least three-twelfths and thereafter 
at least five-twelfths of such reserve shall consist of a credit balance 
with the Federal reserve bank of its district. The remainder of the 
twelve per centum reserve hereinbefore required may, for a period of 
thirty-six months from and after, the date fixed by the Seeretary of 
the Treasury as hereinbefore provided, consist of balances due from 
national banks in reserve or central reserve cities as now defined by 
law. From and after a date thirty-six months subsequent to the date 
fixed by the Secretary of the Treasury as hereinbefore provided the 
said remainder of the twelve per centum reserve required of each 
country bank shall consist either in whole or in part of reserve money 
in the bank’s own vaults or of credit balance with the Federal reserve 
bank of its district. 

(b) If a reserve city bank as defined by existing law, it shall hold 
and maintain, for a period of sixty days from the date fixed by the 
Secretary of the Treasury as hereinbefore provided, a reserve equal 
to twenty per centum of the aggregate amount of its deposits, not 
including savings deposits hereinafter provided for, and permanently 
thereafter eighteen per centum. At least one-half of such reserve 
shall consist of money which national banks may under existing law 
count as legal reserve, held actually in the bank’s own vaulfs. After 
sixty days from the date aforesaid, and for a period of one year, at 
least three-eighteenths and permanently thereafter at least five- 
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eighteenths of such reserve shall consist of a credit balance with the 
Federal reserve bank of its district. The remainder of the reserve 
in this paragraph required may, for a period of thirty-six months 
from and after the date fixed by the Secretary of the Treasury as 
hereinbefore provided, consist of balances due from national banks 
in central reserve cities as now defined by law. From and after a 
date thirty-six months subsequent to the date fixed by the Secre- 
tary of the Treasury as hereinbefore provided, the said remainder of 
the eighteen per centum reserve required of each reserve city bank 
shall consist either in whole or in part of reserve money in the bank’s 
own vaults or of credit balance with the Federal reserve bank of its 
district. 

(c) If a central reserve city bank as defined by existing law, it 
shall hold and maintain for a period of sixty days from the date 
fixed by the Secretary of the Teedseby as hereinbefore provided a 
reserve equal to twenty per centum of the aggregate amount of its 
deposits, not including savings deposits hereinafter provided for, and 
permanently thereafter eighteen per centum. At least one-half of 
such reserve shall consist of money which national banks may under 
existing law count as legal reserve, held actually in the bank’s own 
vaults. After sixty days from the date aforesaid, and thereafter for 
a period of one year, at least three-eighteenths and permanently 
thereafter at least five-eighteenths of such reserve shall consist of a 
credit balance with the Federal reserve bank of its district. The 
remainder of the eighteen per centum reserve required of each cen- 
tral reserve city beak ahatl consist either in whole or in part of 
reserve money actually held in its own vaults or of credit balance 
with the Federal reserve bank of its district.] 

Sec. 20. Demand liabilities within the meaning of this act shall 
comprise all liahilities maturing within thirty days. and time depos- 
its shall comprise all deposits payable after thirty days. 

When the Secretary of the Treasury shall have officially an- 
nounced, in such manner as he may elect, the establishment of a Fed- 
eral reserve bank in any district, every subacribing member bank: shall 
establish and maintuin reserves as follows: 

(a) A bank not in a reserve or central reserve city as now or here- 
after defined shall hold and maintain reserves equal to tirelve per 
centum of the aqgqreqate amount of its demand liabilities and five per 
centum of ita time deposits, as follows: 

In its vaults for a period of thirty-six months after said date four- 
twelfths thereof. 

In the Federal reserve bank for a period of fourteen months after 
said date two-twelfths, and permanently thereafter five-twelftha. 

For a period of thirty-six months after said date the balance of 
the reserves may be held in its own vaults, or in the Federal reserve 
bank, or in banks in reserve or central reserve city hanks aa now 
defined by law. 

After said thirty-six months’ period said reserves, other than those 
hereinbefore required to be held in the reserve bank, shall be held in 
the vaults of the member bank or in the Federal reserve bank, or in 
both, at ifs option. 

(b) A bank in a reserve city, as now or hereafter defined, shall hold 
and maintain reserves equal to eighteen per centum of the aggregate 
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amount of its demand liabilities and five per centum of ite time depos- 
tts, as follows: 

In its vaults siw-eighteenths thereof. 

In the Federal reserve bank for a period of fourteen monthe after 
the date aforesaid at least three-eighteenths and permanently there- 
after sin-eighteenths of said reserve. 

For a period of thirty-six months after said date the balance of 
said reserves shall be held in its vaults, in the Federal reserve bank, 
or in central reserve city banks as now defined by law. 

After said thirty-six months’ period all of said reserves, except 
those hereinbefore required to be held permanently in the Federal 
reserve bank, shall be fold in its vaults or in the Federal reserve bank, 
or-in both, at its option. 

(c) A bank in a central reserve city as now or hereafter defined 
shall hold and maintain a reserve oak to eighteen per centum of the 
aggregate amount of its demand liabilities and five per centum of ite 
tame deposits, as follows: 

In its vaults six-eighteenths thereof. 

In the Federal reserve bank for a period of fourteen months after 
the date aforesaid at least three-eighteenths, and permanently there- 
after six-eighteenths. 

For a period of par np months after said date the balance of 
said reserves shall be held in its own vaults or in the Federal reserve 
bank at its option. 

After said thirty-six months’ period all of said reserves, except 
those herein permanently required to be held in the Federal reserve 
bank, shall be held in its own vaults or in the Federal reserve bank, 
or both, at its option. 

Any Federal reserve bank may receive from the member banks as 
reserves, not exceeding one-half of said installment thereof, eligible 
discounted paper properly indorsed and acceptable to the said reserve 
bank. 

If a State bank or trust company is required by the laws of tts 
State to keep its reserves either in its own vaults or with another 
State bank or trust company, such reserve deposits so kept in such 
State bank or trust company shall be construed, within the meaning 
of this section, as if they were reserve deposits in a national bank 
in a reserve or central reserve city for a period of three years after 
the Secretary of the Treasury shall have officially announced the 
establishment Z, Federal reserve bank in the district in which such 
State bank or trust company is situate. Except as thus provided 
no member bank shall keep on deposit with any nonmember bank a 
sum in excess of ten per centum of its own paid-up capital and sur- 
plus. Vo member bank shall extend directly or indirectly the benefits 
of this system to a nonmember bank, except upon written permis- 
sion of the Federal reserve board, under penalty of suspension. 

The reserve carried by a member bank with a Federal reserve bank 
may, under the regulations and subject to such penalties as may be 
prescribed by the Federal reserve board, be checked against and 
withdrawn by such member bank for the purpose of meeting ewisting 
liabilities: Provided, however, That no bank shall at any time make 
new loang or shall pay any dividends unless and until the total reserve 
required by law is fully restored. 
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Sec. 21. [That 80} So much of sections two and three of the act 
of June twentieth, eighteen hundred and seventy-four, entitled “An 
act fixing the amount of United States notes, providing for a redis- 
tribution of the national bank currency, and for other purposes,” 
as provides that the fund deposited by any national banking asso- 
ciation with the Treasurer of the United States for the redemption 
of its notes shall be counted as a part of its lawful reserve as pro- 
vided in the act aforesaid, be, and the same is hereby, repealed. 
And from and after the passage of this act such fund of five per 
centum shall in no case be counted by any national banking asso- 
ciation as a part of its lawful reserve. 

Sec, 22. [That every Federal reserve bank] /n addition to the 
reserve required against the Federal reserve notes emitted by a 
Federal reserve bank, it shall [at all times have on hand] maintain 
in its own vaults, in gold, or lawful money other than Federal re- 
serve notes, a sum [equal to} not less than thirty-three and one-third 
per centum of its outstanding demand liabilities other than its Fed- 
eral reserve notes, 

The Federal reserve board may notify any Federal reserve bank 
whose lawful reserve shall be below the amount required to be [kept 
on hand] maintained, to make good such reserve; and if such bank 
shall fail for thirty days thereafter so to make good its lawful re- 
serve, the Federal reserve board may [appoint a receiver to wind up 
the business of said bank] suspend and take possession of such re- 
serve bank and administer the same during the period of suspension. 


BANK EXAMINATIONS, 


Sec. 23. [That the examination of the affairs of every national 
banking associaticn authorized by existing law] Every member 
bank shall [take place] be examined by the Comptroller of the Cur- 
rency at least twice in each calendar vear and as much oftener as the 
Federal reserve board shall consider necessary [Z, in order to furnish 
a full and complete knowledge of its condition]. [The Secretary of 
the Treasury] Zhe Federal reserve board may authorize cvamina- 
tione by the State authorities to be accepted in the case of State banks 
and trust companies and may [, however,] at any time direct the 
holding of a special examination. The person [assigned to the] 
making [of such] fhe examination [of the affairs} of any [national 
banking association] membcr bunk shall have power to call together 
a quorum of the directors of such [association] bank, who shall, 
under oath, state to such examiner the character and circumstances 
of such of its loans or discounts as he may designate [; and from 
and after the passage of this act all bank examiners shall receive 
fixed salaries. the amount whereof shall be determined by the]. 
The Federal reserve board shall fiw the salaries of all bank examiners 
and [annually reported] make report thereof to Congress. [But 
the} Zhe expense of the examinations herein provided for shall be 
assessed by authority of the Federal reserve board upon the [asso- 
ciations] banks examined in proportion to assets or resources held 
by such [associations] banks upon [a date during the year in which 
such examinations are held to be established by the Federal reserve 
board. The Comptroller of the Currency shall so arrange the duties 
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of national-bank examiners that no two successive examinations of 
any association shall be made by the same examiner] the dates when 
the various banks are examine 

In addition to the examinations made and conducted by the Comp- 
troller of the Currency, every Federal reserve bank may, with the 
approval of the Federal reserve agent or of the Federal reserve 
board, [arrange] provide for special [or periodical] examination of 
[the] member banks within its district. Such examination shall be 
so conducted as to inform the Federal reserve bank under whose 
auspices it is carried on of the condition of its member banks and of 
the lines of credit which are being extended by them. Every Federal 
reserve bank shall at all times furnish to the Federal reserve board 
such information as may be demanded by the latter concerning the 
condition of any [national bank located] member bank within the 
district of the said Federal reserve bank. 

No association shall be subject to any visitorial powers other than 
such as are authorized by law, or vested in the courts of justice, or 
such as shall be or shall have been exercised or directed by Congress, 
or either Ilouse thereof, or any committee thereof. 

[The Federal reserve board shall as often as it deems best, and in 
anv case not less frequently than four times each year, order an ex- 
amination of national banking associations in reserve cities. Such 
examinations shall show in detail the total amount of loans made by 
each bank on demand, on time, and the different classes of collateral 
held to protect the various loans, and the lines of credit which are 
being extended by them.] The Federal reserve board shall, at least 
once each vear, order an examination of each Federal reserve bank, 
and upon joint application of ten member banks the Federal re- 
serve board shall order a special examination and report of the con- 
dition of anv Federal reserve bank. 

Sec. 24. [That no national] No member bank or any officer, di- 
rector, or employee thereof shall hereafter make any loan or grant 
any gratuity to any examiner of such bank. Any ‘bank officer. divee- 
tor, or employee thereof Coftending against] violating this provision 
shall be deemed guilty of a misdemeanor and shall pe imprisoned not 
exceeding one year or fined not more than $5,000, oy both; and fined 
a further sum equal to the money so loaned or gr nite given [: and 
the officer or officers of a bank making such loan or granting such 
gratuity shall be likewise deemed guilty of a misdemeanor and each 
shall be fined not to exceed $5,000}. Any examiner accepting a lean 
or gratuity from any bank examined by him ov from an officer, direc- 
tor, or employce thereof shall be deemed guilty of a misdemeanor and 
shall be imprisoned not erceeding one year or fined not more than 
$5,000, or both; and fined a further sum equal to the money so loaned 
or gratuity given: and shall forever thereafter be disqualified from 
holding office as a national-bank examiner. No naticnal-bank ex- 
aminer shall perform any other service for compensation [while 
holding such office] for any bank or officer, director, or employee 
thereof. : 

[No officer or director of a national bank shall receive or be bene- 
ficiary. either directly or indirectly, of any fee (other than a legiti- 
mate fee paid an attorney at law for legal services). commission, gift, 
or other consideration for or on account of any loan. purchase, sale, 
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payment, exchange, or transaction with respect to stocks. bonds. or 
other investment securities or notes, bills of exchange. acceptances, 
bankers’ bills. cable transfers or mortgages made by or on behalf of 
a national bank of which he is such officer or director.J Other thon 
the usual salary or director's fee paid to any officer, director, or Eem- 
ployce of a member bank and other than a rcasonable fee paid to such 
officer, director, or employee acting as an attorney at law for legal 
services rendered to such bank, no officer, director, employee, or 
attorney of a member bank shall be a heneficiary of or receive, 
directly or indirectly, any fee, commission, if or other considera- 
tion for or in connection with any transaction or business of the 
bank. No examiner, public or private, shall disclose the names of 
borrowers or the collateral for loans of a member bank to other than 
the proper officers of such bank without first having obtained the ex- 
press permission in acriting from the Comptroller of the Currency, 
except when ordered to do so by a court of competent jurisdiction, or 
by direction of the Congress of the United States, or either Ilouse 
thereof, or any committee thereof. Any person violating any pro- 
vision of this section shall be punished by a fine of not exceeding 
$5,000 or by imprisonment not exceeding [five years] one year, or 
both [such fine and imprisonment, in the discretion of the court hav- 
ing jurisdiction]. 

Micon so far as already provided in existing laws this provision 
shall not take effect until [six months] sixty days after the passage 
of this act. 

Sec. 20. [That from and after the passage of this act the] Zhe 
stockholders of everv [national banking association] member bank 
shall be held individually responsible for all contracts, debts, and en- 
gagements of such [association] bank, cach to the amount of his 
stock therein, at the par value thereof in addition to the amount in- 
vested in such stock. The stockholders in any [national banking 
asscenMion) member bank who shall have transferred their shares or 
registered the transfer thereof within sixty days next before the 
date of the failure of such [association] Land to meet its obligations, 
or with knowledge of auch tm pending fadure, hall be liable to the 
same extent as if they had made no such transfer, fo the ertent that 
the subsequent trausferce fails to meet such “ability; but this pro- 
vision shall not be construed to affect in any way any recourse which 
such shareholders might otherwise have against those in whose names 
such shares are registered at the time of such failure. [Section fifty- 
one hundred and fifty-one. Revised Statutes of the United States, is 
hereby reenacted except in so far as modified by this section.J 


TOAANS ON FARM LANDS. 


Sere. 26. EThat any] Any national banking association not situ- 
ated in a reserve city or central reserve city may make loans secured 
by improved and unencumbered farm land. situated within its Fed- 
eral reserve district, but no such loan shall be made for a longer time 
than [twelve months] fire yeors, nor for an amount exceeding fifty 
ver ceontum of the actual value of the property offered as security 
L. and such property shall be situated within the Federal reserve dis- 
trict in which the bank is located]. Any such bank may make such 
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loans in an aggregate sum equal to twenty-five per centum of its 
capital and surplus. 

I'he Federal reserve board shall have power from time to time to 
add to the list of cities in which ational banks shall not be permit- 


ted to make loans secured upon real estate in the manner described 
in this section. 


[savincs DEPARTMENT.] 


[Sec. 27. That any national banking association may, subsequent 
to a date one year after the organization of the Federal reserve board, 
make application to the Comptroller of the Currency for permission 
to open a none department. Such application shall set forth that 
the directors of said national bank have by a majority vote appor- 
tioned a specified percentage of their paid-in capital and surplus to 
said savings department, and to that end have segregated specified 
assets for the uses of said department. or that cash capital for the 
said savings department has been,obtained by subscription to addi- 
tional issues of the capital stock of said national bank: Provided, 
That the capital thus set apart for the uses of the proposed savings 
department aforesaid shall in no case be less than $15,000, or than a 
sum equal to twenty per centum of the paid-up capital and surplus 
of the said national bank. 

In making the application aforesaid any national banking associ- 
ation may Raikes apply for power to act as trustee for mortgage 
loans subject to the conditions and limitations herein prescribed or 
to be established as hereinafter provided. 

Whenever the Comptroller of the Currency shall have approved 
any such application as hereinbefore provided, he shall so inform 
the applying bank. and thereafter it shall be authorized to receive 
savings deposits as so defined, and the organization and business con- 
ducted or possessed by said bank at the time of making said applica- 
tion. except such as has been specifically segregated for the savings 
department. and subsequent expansions thereof shall be known as 
the commercial department of the said bank. The said departments 
shall, to all intents and purposes. be separate and distinct institu- 
tions save and except as hereinafter expressly provided. The capital, 
surplus. deposits. securities. investments. and other property. effects, 
and assets of each of said departments shall. in no event. be mingled 
with those of the other department. or used. either in whole or in 
part. to pay any of the deposits of the other department until all 
of the depesits of its own department have been fully paid and satis- 
fied. National banks may increase or diminish their capital stock in 
the manner now provided by law. but whenever such general increase 
or reduction of the eapital stock of zany national bank operating upon 
the provisions of this section shall be made such increase or reduc- 
tion shall be apportioned between the commercial and savings de- 
partments of the said bank as its board of directors shall prescribe, 
notice of such increase or reduction. and of the apportionment 
thereof, being forthwith given to the Comptroller of the Currency; 
and any such national bank may increase or diminish the capital 
already apportioned to either its savings or commercial department 
to an extent not inconsistent with the provisions of this section, 
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notifying the Comptroller of the Currency as hereinbefore provided. 
The savings department for which authority has been solicited and 
granted shall have control of the cash or assets apportioned to it 
as hereinbefore provided, and shall be organized under rules and 
regulations to be prescribed by the Comptroller of the Currency. 

Both the savings and commercial departments so created shall, 
however, be under the control and direction of a single board of 
directors and of the general officers of said bank. 

All business transacted by the commercial department of any such 
national bank shall be in every respect subject to the limitations and 
requirements provided in the national banking act as modified by 
this act. and such business shall henceforward be known as commer- 
cial business. 

The savings department of each such national bank shall be author- 
ized to accumulate and loan the funds of its depositors, to receive 
deposits of current funds. to purchase securities authorized by the 
Federal reserve board, to loan any funds in its possession upon real 
estate or other authorized security, and to collect the same with 
interest. snd to declare and pay dividends or interest upon its de- 
posits. The Federal reserve board is hereby authorized to exempt 
the savings departments of national banking associations from any 
and every restriction upon classes or kinds of business laid down in 
the national banking act. and it shall be the duty of the said board 
within one vear after its organization to prepare and publish rules 
and regulations for the conduct of business by such savings depart- 
ments. The said regulations shall require every national bank which 
shall conduct a savings department and a commercial department to 
segregate in its own vaults the eash and assets belonging to such 
departments. respectively, and shall prescribe the general forms of 
separate books of account to be used by each such department for its 
exclusive and individual use. The regulations aforesaid shall further 
specify the period of notice for the withdrawal of deposits made in 
the said savings department and shall forbid the acceptance of de- 
posits by one department of such national bank from the other de- 
partment of such bank. The Federal reserve board shall make and 
publish at its discretion lists of securities, paper, bonds, and other 
forms of investment. which the saving departments of national banks 
shall be autherized to buy or loan upon: and said lists need not be 
uniform throughout the United States. but shall be adapted to the 
conditions of business in different sections of the country. 

It shall be the duty of every national bank to maintain, with re- 
spect to all deposit liabilities of its savings department, a reserve in 
money which may under existing law be counted as reserve, equal 
to not less than five per centum of the total deposit liabilities of 
such department. and every national bank authorized to maintain 
a savings department is hereby exempted from the reserve require- 
ments of the national banking act and of this act in respect to the 
said deposit liabilities of its savings eee except as in this 
section provided. Every regulation made in pursuance of this see- 


tion shall be duly published. and also posted in every member bank 
having a savings department. 

Every officer, director, or employee of any member bank who shall 
knowingly or willfully violate any of the provisions of this section, 
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or any of the regulations of the Federal reserve board, or of the 
Comptroller of the Currency, made under and by virtue of the pro- 
visions of this section, shall be guilty of a felony, and on conviction 
thereof shall be punished by a fine not exceeding $5,000 or by im- 
prisonment not exceeding two years, or both, in the discretion of the 
court.] 


FOREIGN BRANCHES. 


Sec. 28. That any national banking association possessing a capi- 
tal and surplus of $1,000,000 or more may file application with the 
Federal reserve board, upon such conditions and under such cir- 
cumstances as may be prescribed by the said board, for the purpose 
of securing authority to establish branches in foreign countries or 
dependencies of the United States for the furtherance of the foreign 
commerce of the United States and to act, if required to do so, as 
fiscal agents of the United States. Such application shall specify, 
in addition to the name and capital of the banking association filing 
it, the [foreign country or countries or the dependencies of the 
United States] place or places where the banking operations pro- 
posed are to be carried.on and the amount of capital set aside by the 
said banking association filing such application for the conduct of 
its foreign business at the branches proposed by it to be established 
in [foreign countries] such place or places. The Federal reserve 
board shall have power to approve or to reject such application if, in 
its judgment, the amount oF capital proposed to be set aside for the 
conduct of foreign business is inadequate or if for other reasons the 
granting of such application is deemed inexpedient. 

Every national banking association which shall receive authority 
to establish foreign branches [in foreign countries] shall be required 
at all times to furnish information concerning the condition a such 
branches as the Comptroller of the Currency upon demand, and the 
Federal reserve board may order special examinations of the said 
foreign branches at such time or times as it may deem best. Ever 
such national banking association shall conduct the accounts of tie! 
foreign branch independently of the accounts of other foreign 
branches established by it and of its home office, and shall at the end 
of each fiscal period transfer to its general ledger the profit or loss 
accruing at each [such] branch as a separate item. 

Sec. 29. poe all] AZZ provisions of law inconsistent with or 
superseded by any of the provisions of this act [be, and the same are] 
are to that extent and to that extent only hereby{,] repealed: /’ro- 
vided, That nothing]. Nothing in this act contained shall be con- 
strucd to repeal the parity provision or provisions contained in an 
act approved March fourteenth, nineteen hundred, entitled “An act 
to define and fix the standard of value, to maintain the parity of all 
forms of money issued or coined by the United States, to refund the 
public debt, and for other purposes,” and the Secretary of the Treae- 
ury may for such purposes, or to strengthen the gold reserve, borrow 
go on the security of United States bonds or for one-year notes 

earing interest at a rate of not to exceed three per centum per an- 
num, or sell the same if necessary to obtain aonk When the funds 
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of the Treasury on hand justify, he may purchase and retire such 
outstanding bonds and notes. yy , 

Sec. 29a. The provisions of the act of May thirtieth, nineteen hun- 
dred and eight, authorizing national currency associations, the issue 
of additional national-bank circulation, and creating a National 
Monetary Commission, which expires by limitation under the terms 
of such act on the thirtieth day of June, nineteen hundred and four- 
teen, are hereby extended to December thirty-first, nineteen hundred 
and fourteen, and sections fifty-one hundred and fifty-three, fifty-one 
hundred and seventy-two, fifty-one hundred and ninety-one, and 
fifty-two hundred and fourteen of the Revised Statutes of the United 


tates, which were amended by the act of May twentieth, nineteen 
hundred and eight, are hereby reenacted to read as such sections read 
prior to May twentieth, nineteen hundred and eight, subject to such 
amendments or modifications as are prescribed in this act. 

So. 80. That the right to amend, alter, or repeal this act is hereby 
expressly reserved. 
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cash items....... 271, 464, 243.39| 338,333, 768.51) 482, 806,231.42) 317,477,121.00| 296,215, 400.33 
Cash on hand...... 889, 213,304.43! 926,776,902.82' 865,452,856.21) 908,061,441.05, 996, 142,823.46 
Other resources... . 37, 553, 793.60, 62,593,847.80, 42, 433, 572.51) 41, 090, 650. 76) 44, 654, 163. 08 


LIABILITIES. 


8, 714, 064, 400. 09'9, 368, 883, 843. 13 9, 896, 624, 606. 73. 





| 







racers 





10, 383, 048, 694.31 10, 861, 763, 877. 15 


Capital stock. ... 919, 100, 850. 0U| + 933,979,903.C0, 989, 567,114. 00! 1,019, 633, 152. 25) 1,033, 570, 675. 00 
Surplus fund.... 564,045,022. 80} 587, 132, 286. 31 644, 857,482.82 671,946, 796. 68| , 990, 419. 08 
Other undivided 
rofits..... 184, 656, 576. 85; 207,944,821.08 216,546,125.10| 241,554, 106. 09) 256, 837, 0065. 57 

Dividends unpaid. 2, 849, 822. 1, 130, 750. 07 15, 144, 463. 48) 1, 851, 823. 47) 1, 622, 560. 16 
Individual de | 

posits.... ossh 4, 374, 551, 208. 33}4, 826, 060, 384. 38 5, 287, 216, 312, 20) 5, 477, 901, 156. 45) 5,825, 461, 163. 36 
United States de- | 

a 130, 266, 023. 63 70,401,818.99 54,541,349. 41) 48, 455, 641. 54! 58, 945, 980. 66 
Due to other banks 


and bankers..... 
Other liabilities... 







1, 822, 853, 669. 00 


715, 741, 227. 705, 430, 591.83, 788, 616, 227. 71) 


774, 175, 018, 79 


2,, 036, 753, 287. 47 1, 900, 135, 622.01] 2, 147, 440, 999. 04) 2, 178, 163, 418. 11 


813, 172, 565. 21 





"8714, 084, 400. , 368, 883, 843. 13.9, 896, 624, 096.7310, 383, 048, 64.3110, 861, 763,877.18 
i 





' Classification as of September call. 


* Includes State, ete., and railway bonds held by Treasurer of United States to secure public deposita, 
* Includes bonds of other corporations. 


‘ Includes deposits of United States disbursing officers. 


Note.—For consolidated statement of all banks, see text of this report 
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BANKING AND CURRENCY. 


Aggregate resources end liabilities of State banks from 1908 to 1912. 
































1910 1911 1912 
east Ge, | | 
11,230 banks.| 11,319 banks. | 12,168 banks. | 12,864 banks. | 13,381 banks. 
RESOURCES. | 
Loans on real estate aoe $188, 352, 185) 414, 620, 680. 12 $472, 428, 488. 53, $480, 660, 852.27| $572, 984, 870. 29 
ae ee 27,270,600, 550, 000,457.10; 504,419, 425. 28 gon 3780.18 563, 042, 284. 11 
Other loans anddiscounts. la, O00) oes’ Gant, 112; 841,061. 3411, 308, 646, 868. 8211, 311, 064, 107. 83/1, 370, 585, 928. 04 
Overdrafts................ | 29, 447,901 | 34,316, 574. 30, 972,194.87, | 32,322,218. $2, 860, 003. 04 
United States bonds... | 2,888,514, 5, 221,710.94 2, 050,780. 00 2, 848, 77. 4, 330, 639. 47 
8 county, and munio- a 
PE SR 3,720,470 65,802,211.21) 63,952,194.50| 85, 006, 142. 81, 967, 470. 56 
bonds and 7,008,200 75,036,949.01, 60,343, 008. 75, 753, 969. 71, 549, 647. 21 
Bank stocks............ os] 196, 888) ....ccccccoveses Li bwadnpwotee ste Js Ssvecevinecsccen|secocconvesceess 
Bonds of other public 
service corporations.....|............. $0, 077,808. 08} 44, 484,912.86, 52,742,087. 53, 600, 977. 28 
Other stocks, bonds, etc..| 402,935,533) 95, 892,443.89 123, 793,905.69 129, 100/896.01| 130,339, 491.98 
Due from other banks and 
ee oe 549,297,603, 401, 961, 365. 43) 485, 961, 856. 14, 525,822,785. 89| 590, 161, 901. 29 
Real estate, furniture, etc.| 136,146,968 110,702, 242.64] 130,844,382.01 135,115,589.73| 138, 428,757.38 
rape iy eeRianR 71, 251, 438! it 006, 440.72) 105, 187,734.98 _77,855,345.68) 77, 752,380. 62 
Cash on hand............. 308, 736, 342 039, 134.90 240, 580,836.12! 236,062, 497.38| 241,756,724. 48 
Other resources......... 28, 754, 507, oo 180,006.61, 22,802, 480.60,  17,364,546.20| 18,550, 760.18 
Totel......... os ese=/4, 082, ie, 88 8 838, 660, 134. 19/3, 604, 958, 766. 81 3, 747, 786, 206. 35/3, 807, 770, 826, 71 
ES Oe 
502,513,303, 416,050, 900.001 435, 822,833.58, 457,044, 684.44) 450,067, 206. 81 
917, 112,085 152,630, 305.36, 187,571,006.45 170,566,937.42) 271,373, 944. 18 
86, 503, 973 a1, 313, 767. 57 65, 678, O41. 67| 02,785, 730.26).........-...--- 
682; 7 030, 492. 2, 441,706.41; 1, 235, 652. 15) &20, 046. 40 
2,087, 12, Bs 2, ot 68, 0.7, 727, ed, 8.08 2,777, 8, 85 82, 010,877, 80.0 
207, 432, 987' 158, 958, 549. 87) 129, 768,527.00 144,578, 103.41. 142, 644, 643. 99 
81,263,791 51, 790,452.77, 145, 748,676.58, 108, 108, 343.86, 103, 878, 088. 4 


Oe 








Aggregate resources and liabilities of savings banks (mutual and stock savings) 









































from 1907-8 to 1912. 
1907-8 1900 1910 1911 | 1912 
Classification. ene ener aeneet - — - 
1,453 banks.;| 1,708 banks. 1,759 banks. 1,884 banks. 1,922 banks. 
| 
RESOURCES. 
Loans on real estate. . .... ./$1,440,061 ,503/$1,620,131 ,445. 62 $1,832,007,713. 03|$1,963,906,841. 51|$2,087,677,677. 90 
Loans on other teral 
I kin dain akin aaeiits 66,624,785, 232, 893, 152. 92) 226, 704, 806.91) 205,9123,380.77' 240, 472,906.77 
Other leessend dissconta: 364, 362,059, 177, 977, 403. 04 233, 707, 955. 82) 243,857,140.37, 250,374,577.22 
Overdrafts................ ,050,343| 2, 386,509.26 1,906, 951.03} 1,598,816.33, 1,978,070. 99 
United States bonds...... | 13,860,545) 43, 566,428.18 32,082,745.00) 13,226,534.10) 29,001,138.45 
State, county, and munic- | 
= Sak sacavecnen 587,155,390) 710,150,543.86 743, 463, 260. 779, 927, 236.80! 776,431,140. 75 
lroad bonds and stocks | 618,193, 415| 760, 980,508.90, 783, 704,137.70, 792,908, 933.33) 704, 083, 006. 58 
Bank Es Oca nnuc cn cews cilecun otsais cia hanbnineaha dena dalciabinacemenwee 
Bonds of other public | | { 
service corporations.....)............. 96, 554,513.65) 120,134, 242.69) 101,139,974.97 143, 565, 265. 60 
Other stocks, bonds, eto . 343, 465,167! 93,000,919.88 117,727,439.77| 161, 976,217.67 179, 800,612.84 
Due from other banks and | 
Ee 163,616,708, 218,477,832.87| 214,327, 121.92) 242,389, 433.46 258, 280, 430. 86 
Real estate, furniture, ete . 57,010, 988 68, 123, 675. 81 73, 955, 091. 77 75, 866, 650. 82 80, 830, 846. 65 
Checks and other cash 
| SSSR 779,228| 3,944,728. 46 5,397, 201. 49 4, 552, 812. 46 4, 594, 881. 48 
Cash on hand............. 43, 455, 533 32, 697, 021. 94 50, 8380, 340. 23) 42, 408, 336.78 45, 452, 063. 85 
Other resources........... 85, 604, 217 2, 927,330.95 45, 782, 436. 65) 22, 554,993.25  21,141,671.60 
WE oc scSusseni 3, 809, 533, 152/4, 072, 710, 105. 34.4, 481, B71, 444. 90 4, 653, : 313, 302. 62 4, 922, 723, 290. 63 
———— ————SS=S=S|-_@ $= ——S|_E_[£[—===== 
LlA BILITIES. 
Capital stock............. 36, 013, 455| 59, 506, 420. 00 68, 320, 822. 30) 72, 177, 899. 09 76, 871, 811. 79 
Surplus fund............. 244,711,801) 224,424,711.93 276, 229,027.77| 261, 834,083. 46) 280, 036, 025. 43 
Other undivided profits. 39, 412, 250) 62, 160,100.11 53,814,779.06| 77, 264,792.69] 89, 505,370. 89 
SN MIDNIE . ccivesecleccecenvenscst 92, 707. 96 364, 639. 25) 51, 294. 48 262, 535.16 
Individual deposits... .... 3, 479, 192. adi, 713, 405, 709. 80 4, 070, 486, 246. 70'4, 212, 583, 598. 53 4, 451, 555, 687.72 
Due to other banks and 
IR Sie cuca daees 3, 187, 417| 8, 234, 513. 44 6, 690, 451. 96) 8, 084,294.10, 10,181, 417.50 
Other liabilities... 7, 015, 338) 4, 885, 942. 10 5, 965, 477. 86) 20,317,340. 27 14, 220, 142.14 
a _-. | ——__ — 
Total 3, 809, 533, 152\4, 072, 710, 105. 34 4, 481, 871, 444. 90/4, 662, 313, 302. 62 4, 022, 723, 200. 63 





BANKING AND CUBRENOY. 


Aggregate resources send Habtlities of f private banks from 1908 to 1912. 



































1908 1909S 1910 1911 
Classification. ae —————————— 
1,007 banks 1,407 banks. 034 banks. 1,116 banks. 
RESOURCES. 
Loans on real estate.......... -|$19, 610, 740 , 636, 702. 07 |$22, 746, 018. 18 , 536, 422. 1,611.77 
Loans on other collateral se | 
GI oe sks vc acdcukacwccuace: 7,521,609 | 21,006,873.66 | 13,832,195. 89 | 16,316, 121.32 | 19, 775, 745. 64 
Other loans and discounts. ..... 80, 726, 816 103, 569, 194. 24 70, 224,281.77 | 71,550, 680.21 | 8,108, 877.60 
Ov ee ea 796,144 | 4,616, 218.90 | 1,646,968.46 2, 633, 647. 86 a6 
United States bonds............ ,» 157 609, 219. 30 | 389,190.00 | 410, 282. 47 117.74 
State, ws and municipal 
ae ees ee 1,100,443 | 3, 228,902.32 | 2,336,285.00 2,466,506.72 | 2,436, 180.38 
Railroad bonds and stocks...... =. 901 i 213, 577. 66 584, 460. 18 , 547.28 | 1,412, 833.27 
MUON So das dcagéecsedacas MOG [on cxégccwaectes Nincedcccoeccouslcocacecsédennnmmeeasheanmethe 
Bonds of other public service 
DR utc nandese seas 6 shcandune+enns 1,760, 406.73 | 1,106,865.55  1,418,865.04 | 1,988,671.33 
Other stocks, bonds, etce........ 5,821,879 | 6,187,207.87 | 5,902,780.67 5,125, 443.71 | 7,667,677.00 
Due from other banks and | 
WEIS E p ncueanesidusssccces 27, 208, 378 40, 832, 801.79 | 24,060, 188.01 26, 168,041.51 | 20, 623, 664 53 
Real estate, furniture, etc...... 6, 448,497 | 13,026,388.49 | 7,482,500.61 9,621,350. 43 14, 214, 049. 28 
Checks and other cash items....| 1,529,589 1,387, 731. 95 704,623.55 , 1,039, 498. 54 860, 206. 87 
CU GUN Sd ccccicccsassess 8, 497,540 | 11,053,706.52 | 6,764,800.90 7,180,327.84 | 7, 450,404.38 
Other resources. ..........2000.. 636,349 | 1,037,343.91 | 2,135,304. 04 , 584.93 | 1,083,320. 06 
WOks sasnaes cdcniedoas es 161, 541, 480 '246, 256,355.41 160,015, 552.81 182, 824, 220.68 (196, 940,397. 
——S=—|_ — — ESS aS _ 
LIABILITIES. | 
Capital stook................... 21, 122, 836 | 27,726, 922.00 | 18, 800,561.74 21, 872, 416.34 | 22, 348, 040. 33 
OUNIIIRGURR . 5 ddciddoitincdéie. 5, 556, 239 | 10, 105,237.01 | 6,541,431.06 , 7,329,974. 38 9, 333, 680. 83 
Other undivided profits........ 3,475,238 | 5,533,006.44 | 3,160,550.55 3, 471,966.92 4q 250, 634. 46 
Dividends unpaid .............. 35, 160 62,003. 43 | 62, 448. 49 189, 643.09 74, 638. 22 
Individual deposits............. 126, 673,158 |193, 263, 224.31 |124,644,003.22 142,277, 224.21 152, 494,618. 90 
Due to other banksand bankers. 1,561, 453 3, 404, 236. 54 1, 644,318.25 1, 583, 206. 84 1, 707, 139. 16 
Other liahilities............... 3,117, 306 6, 071,725. 68 | _ 5,068, 220.60 6,149,708.90 | 6,731,645. 52 








160, 015, 582, 81 182, 824,220.68 196, 940,397. 42 


Aggregate resources and Habilities of loan and trust companies from 1908 to 


1908 


Classification. | 940 compa- 
nies. 





RESOURCES. 


Loans on real estate...... | 
Leans on other collateral 





Ee 
Other loans and discounts. 404, = 308! 
Cee reer soy seal 
United States bonds. ..... 
—_— county, and munic- | 

al bonds ines eegeeaheas 89, 639, 650 

Re oad bondsandstocks| 29,576,312 
Bank stocks.............. 4, 805, 843 
Bonds of other public- 

service corporations.....|............. 
Other stocks, bonds, ete..| 651, 208, 154/{ 


Due from other banks and 

| 391,573,223 
Real estate, furniture, etc.| 97,112, 461 
Checks and other cash 


WER So ss. fe. hs | 5, 878,676 
Cash on hand............ 118, 398, 874 
Other resources.......... | 96, 452,153 

Total 2, 865, 
— 
LIABILITIES. 
Capital stock............ 278, 408, 750! 
Surplus fund............. 370, 145, 308} 
Other undivided profits...| 45, 804, 501 
Dividends unpaid........ | 467,115) 


Individual deposits 
Due to other banks and 
bankers . ; 


. 163, 014, 678 
Other liabilities 


140, 738, 111 


2, 865, 632, 876 4, 


Total 


1, 866, 964, 314/2, 835, 835, 1 


1912, 


1909 


1,079 compe- 
nies: 


$153, 727, 485; $377,318, 280.19 $360, 161, 435. 56 


821, 341, 681 /1, 222, 881, 120. 16,1, 230, 282, 986. 02) 
460, 550, 850. 39 655, 016, 724. 24) 668, 650, 649. 78 900, 350 


3,916, 235. 40 
3; 222, 380. 20 


155, 647, 931. 87 
362, 404, 241. 30 


168, 589, 933. 84 
468, 914, 756. 87 
300, 324, 823. 03 


578, 243, 506.14 
127, 216, 448. 81 


19, 129, 908. 47 
254, 447, 910. 16 
34, 641, 394. 60 








1910 


1 001 compe-_ 
nies. 





2, 111, 764, 82) 
1, 271, 940. 00) 


144, 495, 162. 24 
312, 518, 321. 28) 


150, 204, 782. 36) 
541, 978, 126, 32 
382, 683, 343. 96) 


467, 643, 271.31 
125, 486, 325. 05) 


26, 374, 390. 56! 
260, 129, 880. 91 
80, 379, 723. 21 





| 
333, 556. 37) 





1911 1912 
1,251 compa- 1,410 compa- 
nies. nies. 


$467, 531, 456. 44, $526, 500, 702. 69 


1, 280, 452, 721. 54 1, 279, 983, 580. 16 
, 885. 96 
3, 786, 253. 54 4,307, 020. 37 
2,224, 692.43; 5,985,004. 50 


202, 293, 176. 75 
380, 190, 967. 79 


2, 876 4, 068, 534, 982. 6514, 216, 850, 061. 52/4, 665, 110, 868. 71 5, 107, 444, 382. 27 





362, 763,223.08 367, 285, 782,933.44) 418,985,771. 77 
351, 699,101.89  432,718,233.98 400, 406, 067.90| 424,313, 939.6 
141, 683, 091. 23 65, 448, 601.52, 138, 464,384.81, 136, 428, 039. 39 
985, 990. 44 2, 842, 056. 53 2, 360, 771. 04) 850, 048. 81 

80. 79 3, 073, 122, 706. 20:3, 295, 855, 896. 27/3, 674, 578, 238. 92 

276, 753,308.05 187,141,876. 31 319, 368, 254. 43) 209, 938, 456. 82 
98, 815,087.25  88,242,130.61| 122,872,561.73 152,349, 887. 48 





068, 


534, 982. 65 4, 216, 850, 061. 52/4, 665, 110, 868. 71 5, 107, 444, 362. 27 





70 BANKING AND CUBRENCY. 


Aggregate resources and abilities of national and other reporting banks on or 
about June 30, 1908 to 1912. 


1908 1909 1910 1911 1913 




















7 
Classification. | ae cs - ——e 
31,346 banks. | 23,401 banks. 23,006 banks. 4,303 banks. 25,196 banks. 
Sie eden thcwe : J —— 
Leans on real es- 
Ra wisn chun on 1, 801, 751,913. 00, '$2,605,977,970.46) "$2,606, 433,665.30 wam,747 570 1§3,301, 485,750.93 
Leans on other 
ott 3,012, 911, 466.00 3, 075, 083, 315. 115, 830, 707. 08, , 042, 380. 07 
ee ote es 4, 08, 4,123, 70.08 4, 230, 
Other loans and _ a 
coer 77777) * th dae Tae. oe Sn oan Shs 2u 647, 20t 1 6p 6,05, one, tan. ou 6.00 22 oe 
Gnned Bteiea pa eee ®, 
steouniy. and Be 750, 200, 706. 16, 702, 787, 711. 2 784, 602, 463. 97! 773, 455,177.84 823, 206, 866. 97 
.- pal ian titi Sane 541, 455. 1 1, 116, 245, 086. 60: 200, jak oil's toate toe 
eR ee : i ; 
aan bees | se sss 00s eceennarere 1, 464, 842, 032. 51 enenenes sachet 
Bonds of cthe| § § | 
public - service 
ee 0s, 20,087.08 478, 045, 035. 46, 840, 19,388 68 608, 542, 601. 50 
Bank stocks...... OP eis xaos aetnsasXeapnles aatersuccausexchinessetinelin ctr eitet Ec Eaeeiew nae 
Other stocks, 
ants -.-.-- | 1,668, 626, 908. 28 703, 580, 001. 88 o70, 044, 571.67 925, 180, 596. 61. 1, 026, 976, 383. 45 
| 
| eet 2, 908, 008, 280. 76, 2, 788, 772, 577.47, 2, 847, 992, 843. 98 
ni > | 404, 996, 124. 33, 644, 085,541.90 574, 231,671.01 616, 603,907.78 657, 299, 660. 36 
Checks and other | | 
items...... 350, 908, 174. 30 437, 802,578.11) 620, 460, 1 2. 00 422, 688, 514. 06 430, 101, 255. 82 
Cash on hand... .. 1, 368, 339, 683. 43) 1, 452, 014, 676. 34) 1, 423, $08’ 814.37 1, 554, 147, 160. 281 1, 572,963, 479. 43 
Other resources... 249, 001, 18. 111, 380,014.05, ' 193,623,517.10 ' 150,834’ 879. 89 ” 165, 805, 908. 04 
Total....... 19, 83, 410, 308. 00 21,006, 054,420. 23, 450, 320, 522. 77/23, 631, 083, 382. 67 24, 986, 642, 774. 18 
LIABILITIES. | 
Capital stock ..... 1, TT, 159, 203.00) 1, 800, 036, 368. 1, 879, 943, 887.99) 1,952, 411, 085. 56. 2,010, 843, 505. 70 
Surplus fund..... 401, 570, 455. 80, 1,326,090, 642. 50} 1, 547,917, 181.08; 1,512,083, 850.93, 1,584,981, 106. 44 
Other undivided | 
“ volts... nis 359, 942, 627. 85 $08, 854, 786,43 404, 649,006.90, 553, 400,979.77. 581, 178,042. 47 
reulation 
(national banks) 613,663,963.00/ 636, 367, 526. 675, 632, 565.00 681, 740,513.00, 708, 690, 503. 00 


Dividends unpaid 04,084,846. 39, 3,310,944. 76) 20,856, 904.16, 5,680, 184.23} 3, 639, 127. 75 
n Lf usa } 
deposits........ aT cea enc eae cee 


ae 130, 266, 023. 63; 70, 491, 818. 
Due to other 
banks and 4 
bankers........ 2, 198, 050, 204. 2, 484, 108, 806. 37| 2,225,380, 795. 6 2, G21, 084, 947.82) 2, 652, 635, 07. 88 
Other liabilities.. 344, 211, 900. 09 230, 685, 273 73. 63} _ 358,008, 178. 28 349, 882 , 460. 55 381, 661, 735. 69 


Eas 2000 |, oo, se. 22, 450, 320, 522. 77 23, 631, 083, 382. 67/24, 986, 642,774. 18 


Usied Bisies 
54, 541, 349. 41) 48, 455, 641. 54 58, 945, 980. 66 








1 Includes mortgages owned. 1 Includes bonds of ether carpeteiions for national banks. 


Bummary of reports of condition from 25,195 banks in the United States and 
island possessions (including National, State, savings, and private banks and 
loan and trust companies), showing their condition at the close of business 
June 14, 1912. 


RESOURCES. 
Loans and discounts: 
Secured by real estate (including 


mortgages owned) _---.--------- $3, 301, 485, 759. 93 
Secured by collateral other than 

Seen ee oe sins eames 4, 239, 942, 380. 07 

Pl CONE oo cock es enncke 6, 350, 722, 499. 00 

Chern 2 2 kW he kes wee 61, 455, 604. 59 


——_——_—_———————- $18, 953. 606. 243. 59 


BANKING AND CURRENCY. 71 


Bonds, securities, ete., including pre- 
minjums thereon : 


United States bonds_____ -. $823, 266, 866. 97 
State, county, and municipal ‘bonds_ 1, 273, 554, 050. 84 
Railroad bonds ___________________ 1, 631, 544, 479. 26 


Bonds of other public-service cor- 

porations (including street and in- 

terurban railways bonds) ________ 603, 542, 601. 59 
Other bonds, stocks, warrants, etc_. 1, 026, 975, 383. 45 


—— $5, 358, 883, 382.11 
Senin va 550, 326, 884. 44 
poarac 106, 972, 775. 92 
si Sil Sie is chin lage hbk eet ies leas cs elk bk 2, 847, 992, 843. 93 





Banking house, furniture, and fixtures 
Other reul estate owned 
Due from banks 


COCCRT Gill GLC? CHOE . T0QGRE Se nk. oc Sie cee cicadas. 55, 236, 223. 74 
Exchanges for clearing house__.._...._...-..__________ 374, 865, 032. OS 
Actual cash on hand: 

Gold coin ___-- ehisethenicmcd Reames 238, 389, 386. 74 
Gold eernmeates.. . 2 5c Re * 643, 547, 090. 00 
i ee or a 22, 957, 395. 00 
Peper. Se en 194, 374, 169. 00 
Subsidiary and minor coins______- 37, 738, 008. 29 
Legal-tender notes __.__.____.______ 253, 122, 053. 00 
National-bank notes __.__________- 108, 281, 687. 00 
CORE SE CIO She ete cena au 74, 543, 690. 40 

—_———$—$— 1, 572, 953, 479. 43 

Other resources ________ J 1 aa a a eae 165, 805, 908. 94 

Oe ea Fe 


LLABILITIES, 


Cimpital stock: pald-ti... c<ccsctudtecvdccacess Seueswe _... $2,010, 843, 505. 70 


SII in cet cue ald oo ae 28x. 1, 584, 981, 106. 44 
Cymer nr IID eo Soe ee Oe ee ha 581, 178, 042. 47 
National-bank circulation _ ae Se a ad 708, 690, 598. 00 
TG 00) Ns ok vers he wis oo es eee 2, 632, 635, 075. 58 
ry nn gS 8, 689, 127. 75 
Individual deposits subject to check 

Without notice _____________- _... $8, 323, 485, 623. 53 
Saving deposits or deposits in interest 

or suvings department______.________ 6, 496, 192, 707. 60 
Certificates of deposit__........____.__. 1, 952, 784, 098. 04 
Certified checks _ ee  5 eee 135, 241, 263. 20 


Cushier’s checks outstanding ie eee 116, 363, 918. 62 


—__—____-_+-___———_ 17, 024, 067, 606. Sv 

Unites States depot . 224 et casei ee Re 5S, 945, 980. 66 

Notes and bills rediscounted_________._ 2 21, 836, 346. 24 
Bills payable, including certificates of deposit representing 

gg ae ee ee eee eae 127. 778, 722. 66 

OCher HAGINWUNG Asie ckccen owcbesceenwk cn DAES aes Sa 232, 046, 606. 70 


Ott er 8 on ee ae ee aes 24, 986, 642, 774. 18 


Aggregate loans, resources, capital, and deposits for the fiscal years 1908 to 
1912, inclusive, of banks reporting to Comptroller of the Currency. 


{In millions of dollars.) 





Num- | | 
Year ber of Loans Resources. | Capital. “aaeouers 
banks | ; 
ibaa aiaannagg aia ta eB ces —----|— - 
1908 | 21,346 | $10,437.9 | $19,583.4 $1, 757.1 $12, 784.5 
1909 | 22, 491 11, 393. 1 21, 096.0 1, 800. 0 14, 035.5 
1910 | 23, 095 12,521.7 22, 450. 3 1,879.9 15, 283.3 
1911 | 24,392 13, 046. 4 23, 631.0 1,962.4 15, 906. 3 
1912 | 25, 198 13, 953. 6 24,986. 6 2,010.8 17, 024.0 
' 





! Includes $80,479,000 clearing-houre certificates. 





~J 


and private banks, loan and trust companies, and national banks, from 1863 to 1912. 


[From 1863 to 1872, inclusive, data from various sourves; from 1873 compiled from reports obtained by the Comptroller of the Currency.) 


- 


pal items of resources and liabilities of State, savings, 


Princ 


2 


[Amounts in millions of dollars.} 


148. 
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74 BANKING AND CURRENCY. 
National banks in the United States (7,488) : 
CI inc didn sein SR ine aes dae tee $1, 056, 345, 786 
en oe ee Se ee 725, 333, 629 
RIN IN i ie consecccnsmihinntedeiphieinams epkcin ose edisss nim mmmenmeeecaae 259, 549, 156 
NN ar a Si ic nn te 724, 459, 849 
Individual deposits___...__- aba it isepcei lie <ascieone eorgdd ica 5, 761, 338, 731 
TOIGs COUGNIIUE fio os oct cceawacde teenie eee 10, 876, 852, 343 
State banks (13,381’) : 
aN nt ae sre nn ae ee eee 459, 067, 206 
IUD ce Dee ne eee a aac we ee 177, 307, 042 
Og ee eee eee ae epee ey 6. Tie ey 94, 066, 902 
NEE TULANE CRONIN citi cae oe ea eee 2, 919, 977, 897 
Pere ONN. 2.55 cn anno aot eee cane eictede 3, 897, 770, 826 
Mutual savings banks (630°): 
I ci a a ac col ee ea eocne cage 248, 983, 420 
INN I a cg a nk aL, ssa i cates 66, 440, 676 
SRG RTI DIINO a oo om ca ass asin a een elec co cen ce a 3, 608, 657, 828 
PURE, TODINOOE S ccnbink cicniccen een deb atcude me 3, 929, 091, 9S6 
Stock savings banks (1,292°): 
I a a a 76, 871, 811 
I ik en chick gw acmseninientineake aeeand Rok aan wale aaa 31, 052, 596 
WOGRWNONG MNOIS, . cccctcndcccpnnccmbantpesndddmheee te 23, 154, 694 
SET DEOMI ics orcnimcnacusdtanccivenaewe atieneutie 842, 897, 859 
Inn na lh ee a es 993, 631, 303 
Loan and trust companies (1,410'): 
RN inc san pcs ce ia aise aa ghd ee ees ae 418, 985, 771 
I 5 Fs os ane eee ee eee 424, 313, 939 
a a ee 136, 428, 039 
RUN UMONORS SUNIIONIINOD 66 iis Scion crceiccie Ae nncdeos wea eeiioees. 8, 674, 578, 238 
ee TONNE oo So ha eee ees eee 5, 107, 444, 382 
Private banks (1,110*) 
RIE icons eeepc aie Shatin ai jercien ipias ccaceb mish adele ewig ah hea maaoeenoain 22, 348, 040 
NE i 3 sion die wince dice eta gamle ahattdee acaba oe eae 9, 33%, 680 
PE TIO DUDE 556 ee eee eee cade 4, 250, 634 
pV RROOT GRDONUE con ok cnc cnc ne ee ieasce 152, 494, 618 
Total resources____-_- so: ie ies sa a cian co cies oo Desa toandnehidaiai 196, 940, 397 
State, savings, and private banks, loan and trust companies 
(17,823 °*): 
RNG oes cee cncenennledionwnwndomeud Seabees. 77, 272, 830 
i acetic sna meee a 890, 990, 687 
TNO SONU Ae ocak ce ceeuseteuinsndcedsus eee ese 324, 340, 946 
SRHET PRO UNINNGS So is oc cena dnc ae one aenoe 11, 198, 606, 443 
EIN I iio as a en Rea ee em aeeaee ee meee 14, 124, 878, 897 
All banks (25,300 *) : 
SIN oe a Os eae chee eee aeeen eine ete 2, 033, 618, 616 
NI i a a eee 1, 616, 324, 316 
SPOUT DI IO oe an ene denne mecaesa see on 583, 880, 102 
NER IEE I iis onc seri tsa enmmickpipa etn eebin sian aipapmerermer 17, 959, 945, 174 
On? “PORNO is aS oa eee eee 25, 001, 781, 240 


1 Comptrolier’s report, 1912. 2 No dates given 
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Clussification of deposits in each class of banks as of June 14, 1912. 








| 
| | Individual de- | Savings deposits | 
Classification Number | posits subject to or deposits in Certificates of 
of banks check without (interest or savings deposit. 
| notice department 
State banks... 13,381 |$1, 609, 117,069.91 | $657, 477,220. 31 $610, 207, 548. 25 
Mutual savings banks... O30 | 15, 907,801. 72 | 3, 592, 530,070. 33 96, 528. 65 
Stock savings banks | 1,202 | 178,127, 748.30 | 574,822, 450. 57 87, 099, 928. 02 
Loan and trust companies 1,410 | 2,319, 055, 959. 95 910, 250, 167. 60 305, 983, 407. 02 
Private banks. : 1,110 | 78, 329, 600, 91 26, 368, 853, 68 46, 651, 200. 14 
; Total, State, ete., banks iS R23 | ¢ 200, 548, 180, 85 | 5, 762, 548, 771. 49 “1,140, 038, 702. 08 
National banks. > 7,272 | 122, 937,442.08 | 733, 643, 936.11 812, 745, 391. 86 
Grand total 25,195 | 8, 323, 485, 623, 53 | 15, 496, 192, 707. 60 1, 952, 784, 003. 94 
Classifie | Certified Cashiers’ checks | 
lassification. checks. | outstanding Total. 


State banks $32, 234, 762. 10 $10, 921, 297. 42 | $2,919, 77,897.99 


| 

Mutual savings banks a 123, 427. 41 | 3, GOR, 657, 828. 11 
Stock savings banks 745, 385, 48 | 2,052,338.18 | 842, 897,859. 61 
Loan and trust companies... 16, G58, 017, 77 | 2, 030, 686, 58 3, 674, 578, 238, 92 
Vrivate banks $04, 237,00 | 330, 637. ie 152, 494, 618. 90 
| ee 

Total, State, etc., banks. #), O12, 402.35 | 45, 458, 386. 76 | 11, 198, 606, 443, 53 
National banks , | M5, 228, NGO.8 | 70 + 905, 581.86 | #5, RZ, 461, 163, 26 


Grand total 135, 241,263.20 | 116, 383, aR. 62 | 7.024, 067, G06. R9 


' United States dapentas hot included 


MEMORANDUM RELATIVE TO TABLES Nw. 1 AND NO, 2 


As to the New York City figures of October 21, showing loeses in loans of 
$26,272,715, and in cash of $29,059,727, while a vain of $79,102,171 in individual 
deposits is reported, attached Table No. 1 ale that this loss in cash was offset by 
an increase in exchanges for clearing house ‘an increase since Auguat 9 of $94,038,000) 
By reference to Table No. 2 it will be noted that the column of cash reported by 
New York City banks shows this to be at an ebb in the fall of the year 

Relative to the item of loans and discounts and individual deposits comparisons 
for the past three years have been made (see Table No. 2) showing the amounts 
reported each date: also the amounts shown by all the reporting banks for com- 
parison 

TABLE No. 


Statement of New York City Banks for Oct. 21 compared with last call Aug. 9 and a 
year ago, Nov, 26, 1912 


RESOURCES 


Met. 21, 141 Aug. & 191 Nov. 2, 1912 
Loan moe ade £0546, 908, 000 $474, 616, 000 
Bond tn f 25, 408, 000 233, 845,000 732, 580,00) 
Due from bank 22, 48, ON 5, 133,000 3, 508, 000 
change f earing house 148.81), 000 35, 773,000 178, 700, 000 
Luwf non A 000 i), 707,000 257, 690, 00" 
\g ~~ 7 x l $2,000 1, 682, 27 mm 
LIABILITIES 

Nutional bank circulation $45, 847,000 $47,018,000 $48, 382,000 
Due to bank 41, 256, 000 656, 385, 000 586, 043, 000 
Ine lnual deposit 15, 44), 000 136, 544,000 2, 932, (WK 
United States dey s 3.506, 000 2,835,000 1, 737,000 
Bor rowe S. 247,000 s, 221, Ow 7,819, 000 
Bills payable and rediscounted 873,000 2.477.000 500,000 
Per cent reserve 25.37 M. 42 24, 49 
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Table showing loans, cash, and individual deposits held by New 
United States at each call for past three years. 
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Loans and discounts. 


TABLE No. 2. 








Cash. 

Date of report. ’ ta | _ 
i | Total banks. | “ca Total banks 

| 

1913. | 
RS eee $910, 635, 729 |$6,20,877,853 |$271, 647,903 $8s9, 632, 454 
mee 8.245 .55.. 936, 908, 444 \6, 168,555,525 | 300,707,530 | 899, 169,371 
OND 4... 2.222.208. 886, 966, 803 |, 143, 02%, 132 | 292,517,948 | 913, 982, 640 
BP isis tcass. Liss 910, 727, 161 |6, 178,096,379 | 279,655,691 | 88x, 283, 735 
ok eee 953, 792, 810 \6, 125,029, 165 | 304, 643,384 | 933, 417, 231 

| 

1912 
DMR ds Shc ssees 874,616,719 6,058, 982,029 | 257,690,470 | 859, 098, 737 
Sept. 4 | 950, 893,024 6,040, 841, 270 | 286, 158,326 | 895,951, 004 
June 4......... ....| 959,068,755 (5,953, 904,431 | 321,478,638 | 945, 202, 895 
Apr. 18.. ...| 939, 218, 163 |5, 882, 166,597 | 303, 486,295 | 931, 689, 162 
Feb. 20... .| 971, 498,585 5,810, 433,940 | 333,471,111 | 950, 497,398 

1911. 
RM oncg casas ex 838, 672, 447 5,659, 109,826 | 265,388,742 | 862, 794, 196 
Sept. 1 885, 628,747 |5, 663,411,073 | 304,359,507 | $95, 475, 406 
June 7 | 903, 566, 432 5, 610, 838, 787 | 329,815,391 | 946,330, 109 
Mar. 7. 915,917,556 5, 558,039,050 | 319, 263,311 | 908,036, 627 
Jen. 7... 808, 646,569 5, 402,642,351 | 259,659,227 | 836, 267,359 


York City and total 


Individual deposits 


New York | 
City. Total banks. 


| | 
\$715, 646,351 |$6, 051, 689, 087 


| 636, 544,180 | 5,761,338, 731 
704, 998,318 | 5,953,461, 551 
717,610,317 | 5,968, 787,045 
754, 284,535 | 5,985, 432, 295 


742, 932, 490 
767, 845, 606 
805, 383, 121 
742, 603, 664 
734, 506, 849 


5, 744, 561, 060 
5, 801, 670, 007 
5, 825, 461, 163 
5,712, 051, 088 
5, 630,559, 231 


686, 417, 818 
766, 024, 815 
776, 964, 554 
692, 763, 534 
562, 020, 067 





















Comparative statement showing the amount of loans and discounts, cash, and individual deposits held by national banks in reserve cities ¢ 
by the reports of condition on Oct. 21, 1913, Aug. 9, 1918, and Nov. 26, 19 









































































Loans and discounts. Cash. 
Lo cation. ; me 
Oct. 21,1913. | Aug. 9, 1913. Excess. Nov. 26, 1912. Excess. Oct. 21, 1913. Aug. 9, 1913. Excess. Nov. 26, 1912. E 
eee staal itinerant ae eee ————— eee 
| 
Reserve city (Boston).............. $205, 136,237.15 | $189,872,901.74 | $15, 263,245.41 | $199, 745,658.06 $5, 390, 579.08 | $31,520,566.94 | $30, 835,728.90 9003, 838. 04 | $28,330, 982.90 | $3, I 
COE CN ok cicinic ced cscatvare 312, 527,609.40 | 306, 266, 615. 18 6, 261, 084. 22 be 316, 632, 261. 35 | 4, 104, 561.95 | 25, 198,955. 62 aa lesan. 0 2,980,435.13 | 24,116,564.86/ 1,6 
New England States........_. 517, 663,936.55 | 496, 130,606.92 | 21,524,329. 63 | 516, 377,919.41 | 1, 286,017.14 | 56,058,522.56 | 52,984, 249.39 3,674, 273.17 | 52, 447, 547.76 | 4a 
== —S—SSSSS———=[_ => Eee —=————————S= = = SS ——=IE._W—F_ OOOO ES SS SS Ste ——— ~- 
WOE Re eienccecescicccccctcen 910, 635,729.74 | 936,908, 444.96 | —26,272,715.22 | 874,616,719. 6 | 36,019,010.08 | 271, 647, 803. 12 300, 707, 530. 79 —20, 050, 257, 600, 470. 67 
Other reserve cities................. 404, 899,316.99 | 480,035,966. 08 14, 863, 350. 91 486, 798,720.39 | 8, 100,506.40 | 76,229,542. 10 73, 067, 182. 81 3, 162, 359. 20 | 74,784, 780.03 
ES eae 874, 833, 692. 00 | 850,979, 495. 86 M4, 854, 196 14 | 839, 552, 426.03 | 35, 281,265.97 | 78,765, 243.36 71, 943, 066. 99 6,822, 176.37 | 73,137,302. 58 
|—_——} | ——— —— | 
Eastern States................ | 2, 280, 368, 738. 73 2, 276, 923, 906. 90 3, 444, ‘31 83 | 2, 2, , 967, 866.07 | 79, 400,872.66 | 426,642, 588. 58 445, 717, 780. 538 _— 19,675, 192. 01 406, 613, 553. 2» 
| ——————————- | |= 
a ae ean | 141,814,455.28 | 135, 828,629.34 5, 985,825.94 | 146, 666,408.26 | —4,851,952.98 | 16,087,878. 16 16, 036, 642. 04 51, 236. 12 18, 261, 383. 50 
COT CI getnn sé chicas dead ot | 701, 897, 013. 11 676, 516, 603. 83 25, 380, 409. 28 661,944, 162.09 | 39,952,851.02 | 47, 800, 667. 50 41, 950, 202. 75 5,350, 464.84 | 45,322, 748.71 





ch nRs <nnmens 843, 711, 468. 39 | 812, 345, 233.17 31, 366, 235. 22 808, 610, 570.35 _ 35, 100, 898. 04 63, 897, 545.75 _ 57,995, 844. 79 5,901, 700.96 63, 584, 132. 21 





Chicago............ ceecceeeccceee.| 330,122,983.81 | 329,024,370. 83 1, 008,612.98 | 312,601,824.74 | 17,591, 150.07 
























































53, 002, 072. 25 ~ 98, 446, 563. 40 1,215, 508.85 | 80, 566,974.75 
SAR ciebesncaccsk.. Ces stage | 407, 132,567.81 | 100, 161,973.15 | — 2,029,405.34 | 110,952,331.16 | —3, 819,763.35 | 21,576,157.79 | 24,365,904.99|  —2, 780, 137. 20 | 28, 901, 685. 43 
Other reserve cities.....__. : “| 456, 236,681.96 | 447,140, 285.47 | 9,096, 416.49 43%, 271, 155.67 | 17,965,596. 29 | 62,083, 701.68 | 64, 452,296.35 | —2, 418,534.67 | 50,055,218. 00 
Country bemke.................... 872, 850,621.34 | 960,383,178.40 | 12,476,442.94 | 835, 701,983.41 | 37, 157,627.93 $2 ore, at0:82 60, 653, 160. 29 2, 428, 250.53 | 67, 707,300. 98 

Middle Western States.......| 1,766,351,854.92 | 1,745,709, 787.85 | 20,642, 067 07 1, 697, 527,304.08 | 68,824, 549.94 (239, 348,342.54 | 240, 917, 255.08 —1, 568, 912.49 26, Bi, 079. 83 

= SSS SS =— = oe eee i 
Reserve cities....... = 104,127,255. 11 | 102,304, 917.62 | 1,822,337.49 | 106,734, 301.38 | —2,607,136.27 | 18,260,377.75| 18,902, 148. 11 ~622, 770. 18, 121, 982. 50 
Country banks....... SLIITIIT | 313} 741)451.01 | 304) 121; 606.98 | 9,.619,844.03 | 293, 863,652.62 | 19,877,798.90 | 26,580,816.32) 25, 814, 258. 64 766, 557. 25, 733, 31. 54 
scintesialidaiaaae ———— OT R585 60980 | -_— + SO 
Western States.............. 417, 868,706.12 | 406, 426, 524. 60 11, 442,181.52 | 400,598,044.00 | 17,270,662. 12 44,950, 194. 07 44, 806, 406. 75 143, 787.34 3, 855, 914. Oo 
ii... eer 4 244 iat “242, 464,901.17 | 1,601, 842.04 [> sei, oen, aie.cs | "6,891, C80. 87 | 38,086,609.76 | 37, 563,067. 10 $03,632.66 37,013,550. 17 
Country banks........ """"""| Jgg’ogs'080.30 | 186/767/969.78 |}  2,315,009.52 | 182,303,054.13 | 6, 780,015.17 | 19,323,656.49| 18,605,728. 04 717,928.45 19,681, 860. 16 


























Pacific States. ‘ 433, 239, 2 51 "429, 232, 860. 25 4,006, 941. 56 83, 351,4€8.21 | —111,6€5.70 | 57,300,356. 25 56, 168, 795. 14 1, 221,561.11 | 56,695, 410. 33 
—_S—S= = = = => Se I aciiteneansreni wee taren sortie = el SS ———— lana haaaleaitp ititieatingtr incase cae nahadaialingnia a ecnasanmnastiaeeanhiie! 
Hawaii (islands).. ae 1, 673, 346. 43 1, 777,604.91 | — 104, 258. 48 | "’ 548, 856. 28 | 124, 490. 15 744, 904. 65 579, 042. 80 165, 861. 85 672, 100. 25 
a  ——— — =SSS= Se a eee ee 

Total United States. . 6, 260, 877, 853.€5 | 6, 168, 555, 525. , 322,328. 35 8, 982, 029. 30 201, 885, 824. 15 | RAO, 632, 454. 40 899, 160, 374. 49 | —9, 536, 920. 09 850, 098, 737.71 | 30, 
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national banks in reserve cities and country banks according to the geographical sections as shown 
te 9, 1913, and Nov. 26, 1912. 


















Cash. Individual deposits. 





Excess. | Nov. 26, 1912. Excess. Oct. 21, 1913. 






















Aug. 9, 1913. Excess. Nov. 26, 1912. Excess. 


$603, 838.04 | $28, 330,982.90 | $3, 198,584.04 | $180, 658, 386. 31 
2,980, 435.13 | 24, 116,564.86 | 1,012,390. 76 329, 710, 641. 68 


3, 674,273.17 | 52, 447,547.76 | 4,210, 974.80 
ae oO ae eS SS 
— 29, 050, 727. 67 | 257, 600, 470.67 | 13,957,332. 45 715, 646, 351.77 

3, 182, 350. 29 | 74, 784, 780.03 | 1,444, 762.07 419, 131, 734.38 
6,8 , 176. 37 73, 137, 302. 50 5, 627,940.77 | 1,121, 704, 000. 15 


— 19,075, 192.01 | 405, 612, 553. 29 21, 080, 035. 29 | 


51,236.12 | 18,261,383. 50 at 116,329, 649. 84 
5,350, 464.84 | 45,322,748.71 | 2,486,918.88 | 619, 295, 506. 58 


5,901, 700.96 | 63, 584, 132. 21 313, 413. 54 


$18, 330, 993. 37 


$183, 867, 600. 35 786. 96 
13, 417, 356. 37 The 


324, 976, 637. 28 4, 734, 004. 40 


$171, 337, 388. 94 
316, 203, 285. 31 


















79, 102, 171.31 
36, 757, 876. 33 421, 847,006.98 |— 2, 725, 361. 60 


1, 060, 885,601.72 | 60,818,398. 43 
146, 768, 808.63 | 2,225, 665, 377.91 __ 30, 806, 898. 39 














1, 943, 680. 17 | 122, 414,380.05 |\— 6,084, 730. 21 
55,232, 4323.32 602,162.53 | 4, 603,344. 06 


4, 
737, 016, 542. 58 | j— 1,301, 386. 16 















_——————————————— ee 

1,215, 508.85 | 80,566,974.75 | 3,005,007.50 63, 203, 334, 910. 84 213, 451, 301.1 3, 212, 505. 15 

—2, 789,137.20 | 28,901, 685.42 |—7,325, 427.63 62, 318, 513. 60 61, 380, 008. 04 66, 149, 508.22 |— 3, 830,904.62 

—2, 418, 534. 67 58,055, 218.69 | 2,978, 483.00 358, 493, 976. 04 340, 426, 495. 21 9, 067, 480. &3 

2, 423, 250. 53 | _67, 707, 300.98 | 4,360, 100.84 | 986,772, 876. 08 944, 068,972.31 | 42, 703,903. 87 

— 1, 568, 912. 49 “236, 231, 079. 83 3, 117, 262.71 | 1,623, 269, 172.01 | 1,572,006, 276. 78 51, 152, 895. 23 
————Sae — SSS 


















Eat ye ae <<< == = 
4,747,050.81 | 107,811, 240.70 |— 1,215,021. 15 
13, 175,800.64 | 333, 002,808.60 | 17,741,394. 03 


| 


18,023, 900.45 | 440, 814,139.30 | 16,526,372. 88 


} 


5,977,001. 70 | 228, 249, 810.56 |— 2, 165, 863. 93 


148. li —622, 770.36 | 18, 121, 982. 50 247, 395. 25 106, 506, 219. 55 
#, 258. 64 766, 557.70 | 25, 733,931. 54 846, 884. 80 350, 744, 293. 63 


408.75 | 143,787.34 | 43,855,914.04| 1,004, 280.05 | 457,340,512. 18 
8,067.10 508,632.66 | 37,013,550.17 | 1,053, 149. 50 


101, 740, 168.74 
337, 568, 482. 99 


430,317,651. 73 



























b, #28. O4 717,928.45 | 19,681,860.16 | —358, 203.67 219, 371, 838. 90 12, 287, 414. 19 | 230, 882, 045. 82 | 776, 907. 27 
PR, 795. 14 | 1, 221,561.11 | 56,695, 410. 33 | 604, 945. 92 439, 478, 483.83 | 18, 264,415. 89 459, 131, 856. 38 aa 1, 388, 956. 66 
GSS) SS ae eee Se = fee soap see seca | —————— 
042. 80 | 165, 861. 85 | 672, 100. 25 | 72, 804. 40 1,915, 624.74 25, 481.67 | 1, 992, 739. 33 |— 102, 506. 26 




















—Ss eS [SS = | = SoVVCJCc SSCS = 


5,761,338, 731.77 | 290,350, 355. 92 | | 5,944, 561, 068. 91 | 107, 128, 017. 78 


374.49 | ~ 9, 536,920.09 | 850, 098, 737.71 | 30, 533, 716. 68 eee 
| ; = ; | 








Due to reserve cities. 
Due from reserve cities 


Net.... 


Due to country banks 


Due from country banks.. 


Net... 


Due to all banks.. 
Due from all banks.. 


Net 


BANKING AND CURRENCY. 


Bank balances reported Apr. 14, 1913. 


New York 


$153, 987, 595 
16,314, 119 


137 , 673, 476 


"124, 839, 276 
4,321, 843 
120,517, 433 
278, 826, 871 
20, (35, 92 


258, 190, 900 


Chicago. 


$85, 035, 506 
7,601,507 





77,343, 999 
"63,416, 397 
586, 549 


148, 451, 904 


8, 278, 056 | 
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St. Louis 


$36, 406, 146 
3, 630,529 
32 770,017 
21, 691, 740 
295, 9:32 


62,829, 848 | 21,395, 848 


58, 097, 626 
3, 926, 462 


140, 173,848 | 54, 171, 464 
' 


Respectfully, W_J. Fowt 
. J. FOWLER, 
Deputy Comptrgller. 


The amount and class of loans of all national banks on approximate dates in 


1902 to 1910 and 1911 and 1912 are shown in the following table: 








| 


| 








| 
| | On time, 
Ouiiln: On de- | Ontime, —— 
mand, pa mand, se- | On es | single- | bonds, and | 
Num- | per with | Cured by | paper with |name puper| other ‘per- 
Date ber of oneor |, Stocks, twoor (one person | -onal secu-| Total 
va | bonds, and | more indi- | or firm), . 
banks. | more indi- | orher’ ridual tk rities, or on 
vidual or other per- j., VeGua oF | without mortgages | 
firm names sonal secu- |firm names. | other secu- or ether 
rities | rity real estate 
security 
Millions Millions Millions Millions Millions Millions 
Sept 1902 237.3 $706.9 $1, 176.4 $517.1 $42.4 | $3, 280.1 
Sept. 9, 1903. 2x3. 1 717.3 1, 267.5 558. 1 655.4 3,481.4 
Sept. 6, 1904. 279.8 818.9 1,316.7 611.0 699.7 3, 726.2 
Aug. 25, 1905 320. 1 854.1 | 1, 382.2 689.1 753.0 3, 998.5 
Sept. 4, 190 374.7 828.0] 1,502.0 776. 1 818. 1 4, 299.0 
Aug. 22, 1907 428.2 | 832.9 | 1,648.7 899.5 869. 2 4, 678.5 
Sept. 23, 1908 395.9 922.7 | 1, 582.4 852. 1 997.5 4,750.6 
Sept. 1, 1909 441.5 957.3 | 1,698.4 971.5 1,060. 1 5, 128.8 
Sept. 1, 1910 d 524.3 939.1 1, 842.5 1, 068. 3 1,093.0 5, 467.2 
June 7, 1911 7,277 129.7 953.8 1, 8&5. 1 1,124.7 1,117.5 5, 610.8 
June 14 y12 7,302 71.3 985. 4 1,973.4 , 198.5 1.233.3 5, 953.9 


i 
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DISTRIBUTION OF MONEY IN THE UNITED STATES. 


In the following table is shown the distribution of money in the United States, 
giving the amount in the Treasury as assets, amount in reporting banks, and 
elsewhere, from 1892 to 1912. inclusive: 


In circulation, 
Coin and other | Coin and other | Coin and other money | exclusive of coin 
Coin and | Money in Treas- | money in report-| not in Treasury or | and other money 








Year other ury as assets.! ing banks.’ banks. in Treasury as 
ended money assets. 
June 30— inthe |__ as : bas se 
a I P I P P 
States. | er | er "er er er 
Amount. cent Amount. cent Amount. cent. | capita Amount. capita. 
| | | 
Millions. | Millions. | Millions Millions. | Millions. 
i 1892. . | $1, 752.2 $150.9 8.60 | $586.4 | 33.48 | $1,014.9 | 57.92 | $15.50 | $1,601.3 $24. 60 
1883 . . | 1,738.8 142.1} 8.17] 515.9 | 29.68] 1,080.8 | 62.15 | 16.14] 1,596.7 24. 06 
1894. . 1, 806.5 144.2 7.99 | ARK. 9 | 38.17 972.4 | 53.84 14.21 | 1,661.3 24. 56 
1895... } 1,819.3 217.4 | 11.95 | 631.1 | 34.96 | 970.8 | 53.36 13.89 | 1,601.9 23.24 
6908 i. +-..04 3,008.9 293.5 | 16.31 | 531.8 | 29.55 | 974.6 | 54.14 13. 65 1,506.4 21.44 
1897. . | 1,906.7 265.7 | 13.93 628.2 | 32.94 | 1,012.8 | 53.13 13. 87 1,641.0 22. 92 
1898. . | 2,073.5 235.7 | 11.37 687.7 | 33.17 | 1,150.1 | 55.46 15.43 | 1,%37.8 25.19 
ree | 2,190.0 286.0 | 13.06 | 723.2 | 33.02 | 1,180.8 | 53.92 15. 51 1,904.0 25. 62 
1900..... 2, 339.7 284.6 | 12.16 | 749.9 | 32.05 1,305.2 | 55.79 17.11 2,055. 1 26. 93 
' 1901... 2, 482.1 307.8 | 12.39 | 794.9 | 32.02 1,380.4 | 55.59 17.75 2,175.3 27. OR 
cs sven | 2,563.2 313.9 | 12.24 | 837.9 | 32.69 | 1,411.4 | 55.07 17.90 | 2,249.3 2. 43 
1903. . 2, 684.7 317.0 | 11.80 848.0 | 31.59 | 1,519.7 | 56.61 | 18.88 | 2,367.7 29. 42 
1904. . 2, 803.5 284.3 | 10.14 9R2.9 | 35.06 1,536.3 | 54.80 18.77 2,519.2 30. 77 
1905. . 2, 883. 1 295.2 | 10.24 7.8 | 34.27 1,600.1 | 55.49 19. 22 2, 587.9 31.08 
oc. £ 3,069. 9 | 333.3 | 10.86 1,010.7 | 32.92 | 1,725.9 | 56.22 | 20.39 | 2,736.6 32. 32 
arr 3,115.6 | 342.6 | 11.00 | 1,106.5 | 35.51 1,666.5 | 53.49 | 19.36 2,773.0 32. 22 
ies 0btts 2 3,378.8 | 340.8 | 10.08 | 1,362.9 | 40.34 1,675.1 | 49.58 | 19.15 | 3,038.0 3H. 7: 
1909. . 3,406.3 | 300. 1 &. 81 1,444.3 | 42.40 | 1,661.9 | 48.78 | 18.68 | 3,106.2 34. 
eae ane 3,419.5 | 317.2 | 9.27 | 1,414.6 | 41.37 | 1,687.7 | 49.36) 18.68 | 3,102.3 34.33 
1911 3,555.9 | 341.9] 9.61 1,545.5 | 43.46 | 1,968.5 | 46.93 | 17.75 | 3,214.0 34. 20 
1912 3, 648.8 | 364.3 | 9.98 | 1,563.8 | 42.86) 1,720.7 | 47.16] 17.98 | 3,284.5 34.34 





i she oe money in national-bank depositaries to the credit of the Treasurer of the United States not 
inclu ° 
1 Money in banks of island possessions not included. 
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Cush on hand in banks reporting to the Comptroller of the Currency June 








14, 1912. 
ee —— — ee Een = ‘ 
lao Number| Gold Silver Silver 
Classification. of banks | Gold coin. certificates. | dollars. certificates 
National banks. .. i 7,372 -_ 294,417.78 |$437, 081, 380. 00 | $12,637, 221. 00 $138, 569, 628. 00 
State banks... ae 13,381 | 43,475,473.23 | 55,832,110.00 | 7,48%3,824.00 | 28, 659, 217. 00 
Mutual savings banks... tht 2, ld, 101.74 3, 040, 620. 00 21,575. 00 1, 522, 101.00 
Stock savings banks. .... 1,292 13, O99, 102. 11 3, 292, 340. 00 809, 660. 00 1,445, 341. 00 
Loan and trust companies 1,410 28,720,390. 23 | 143,797, 940. 00 1, 571,391.00 23, 64, 632. 00 
Private banks.... 1,110 1, 186, 901. 65 502, 700. 00 | 433,724. 00 482, 750. 00 
SOME: .0c2ceias Zaeess 25, 195 Z38, 389, 386. 74 643, 547, 090. 00 | 22, 957, 305. 00 194, 374, 169. 00 
. s National Cash not 
Clansiirat ten | Minor coins Legal tender. bank notes classified. 
| } 
| | 
National banks 22,555, 192.68 [$ISS, 440, 207.00 | $47, 564,277.00 }.......... ..| $996, 142, 823. 46 
State banks Q,884, 25.50) | 35,374,475. 00 | 24, 568, 164.00 1$36,479, 195.75 | 241,756,724. 48 
Mutual savings banks. ..| 245,904.27 | 1,378, 566,00 3,370,411.00 | 3,993, 692.2% | 16, 186, 061, 20 
Stuck savings bank | SZ, 452. 460 | 2,579,310. 00 | 4,400, TIS. 00 3, S11, 178.99 | 2Y, 206, 002. 56 
Laan and trist companies b, 2, 4501 ND 24,055, 346.00 | 28,447, 109.00 | 27, 04,313. 18 282, 151, 4063. 26 
Private banks 201, 251. 38 766,159.00 | 1,031, 608, 00 2,755, 310, 20 | 7, 450, 404. 3% 


Total. ..| 37,738,008. 29 | 253, 122,053.00 | 108, 281,687.00 | 74, 543,690. 40 |1, 572, 953, 479. 43 








| 
| 
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or more 
names)...... 


. On time, 


single name, 
wthout 
other secur- 
ity 


MB caccceces 


725 all 


BANKING AND CURRENCY. 


Schedule of loans running 90 days or less from Aug. 9, as shown by the reports 


of condition of 7,096 national banks. 


New York! Chicago | St. Louis 
(36 banks).| (9 banks). | (7 banks). 


| 





116, 680, 948) 52,386,018] 11,096, 501 


bonds, etc... 121, 086, 821] 44, 740, 103' 20, 025, 680 
. Secured 


303, 812 208, 864| 12, 951 


498, 966, 302/197, 044, 598) 62, 637, 892 


90 
days... .|437, 942, 142 a“ 46, 524, 081 


Central 
reserve 
cities 
(52 banks). 


$15, 613, 363 
153, 397, 816 
223, 095, 915 
180, 163, 467 
185, 852, 604! 


525, 627) 


758, 648, 792 





616, 445, 995 


Other Total banks 


Country 
reserve 7 in United 
cities —_ States 
(308 banks). ose (7,096). 





$79, 186, 557) $157,344, 961| $252, 144, 881 


| 


107, 692,020) 123,493,347] 384, 583, 183 


305, 571, 196} 766, 028, 358/1, 294, 695, 469 


243, 326,078] 350,301,629) 773,791,174 
194,391,557] 321, 164,876! 701, 409, 037 


3, 647,050 17, 258,736} 21,431,413 


933, 814, 458) 1, 735, 591, 907/3, 428, 055, 157 
639, 924, 756/ 1, 337, 980, 689/2, 504, 351, 440 





oans... apneeeen weenie ties 161, 973)1, 375 4, 787/1, 573, 739, 214/3, 073, 572, 5906/6, 022, 406, 597 





Bept. 25, 1913, Office Comptroller of Currency. 





The following table shows amount of cash, loans, individual deposits, and banks 


deposits held by national banks: 








Statement showing moncy in circulation from 1860 to 1912. 
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--a+-+ 9064, 235, 780. 49 
«.-- 870,084, 492.90 


ons of the United Atates would join the different Federal reserve banks and take out thelr 20 


regional banks the sum of $402,049,672.09. 


1912, and all mutual savings banks, stock savings banks, private banks, loan and trust companies: 
island 


Vailabie. 
te banks June 14, 


alf'stat 


In case all banks and trust companies in the United States the 
per cent capital stock as provided in the act they would deposit in these 


Total of 
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Monetary systems and approximate stocks of money, in the aggregate and ; 




















Mone 
Countries. er Monetary unit. 
1 | United States...... a NR inc caecccis 
2| Austria-Hungary... ae 
3 | Belgium........... | ae 
4| Bri aes 
5 Australia......./... Pound sterling 
— lll OU eae 
7 — King- | Pound sterling 
om. 
TREE cnccciccnhesd Pound sterling and 
rupee. 

9 South Africa...'... Pound sterling. 
10 Straits Settle |... PORE i cectcccia? 

ments.? 
con Pa AP: BU ckdestseccmh 
og) aa ee 
13 Divindstseogale ed EWE adcnenooes 
OND MEG Cae evenccvndjsse a 
15 | F ipa cmeresyibend Markkaa......... 
ty. 6 re 
17 | Germany........-.-|... Bin ccesses ses 
BF DS da cc sencccesises Drachma......... 
SD Pde ccercisscct ctheda ae 
PE EY aa onde 000000 dalaae EA. cacedeadivee 
ea Oe | Yen... 
22 PI chi iras en cbiad a a 
23 | Netherlands........|... Ret 500s 
24 | Norway............]... Rave. cdv ses 
26 | Portugal...........|... BEEEONS, did sss 
26 | Roumania.........)... Sie eepbgh deh bog 
Ot MR cqncdo~cveccatias eee 
iE We WEnadcsedvenessipes GO. i . siadigntcs vol 
Pe Ce iccy sxc acadsne s<howd Rial BOO s aves cat ance 
30 | South American 

Sta 
31 Argentina. .....)... do. PUN. caaed xe sce 
32 | See do. Boliviano | 
33 | | REN: ey: do. eae | 
34 SD oc'c od ncsealene do. ee 
35 Colombia.......|... do. Doliar a 
36 Ecuador... ....|... do Re 
87 | QGuiana— 
38 | British ..do. Pound stertin 
39 Dutch --..| Fiorin.. 
40 | French ‘ | Franc.. 
41) Paraguty | Peso. 
| Peru....... ‘| Sol... 
8 Uruguay Peso... 
4 | Venezuela | Bolivar. 
45 | Spain........ | Peseta. 
#% | Sweden............|... Crown 
47 | Switzeriand........)... | Franc 
ON a -..-| Piaster 
49 | Central American | Silver*..| Peso 
States. | 
Nk pated ee Sage an shes kb acuedweceadaced 

















Stock of gold. 
Population. In banks 
and publio| cireula) toy | Ft 
treasuries. n 
Thousands.| Thousands.| Thousands.| Thousands.| T 
94,800 | 1,429,800 369,800 | 1,799,600 
49, 400 265, 700 90, 600 356, 300 
7,300 ee eI 
} 
4,400| 207,800 14, 600 222, 400 
OU. WME Ne deicscts Bhs. s5.0ae 
45,000} 1375,000| 335,800] 1710, 800 
EOD) AGED]... 00. crccndasnesdocee.e) 
7,800 | 50, 400 | 15, 000 65, 400 | 
1,600 | 6,800 }......eeeee|ereeeneeeees| 
4, 000 TPT inccvccthpdabe tecks a 
SOP lin ode'abs a feie de <keden 42,000 | 
2, 700 19, 800 18, 500 38, 300 
11,300 8, 200 174, 500 4 182, 700 
2,900 6, 900 3,700 10, 600 
39, 300 635, 000 565, 000 | > 1, 200, 000 
64,900 # 205, 700 eee | Ere ‘ 
2, 600 2, 500 | 1,900 4, 400 
1, 500 1,300 | 2,100 3, 400 
33, 900 | DEED |. 05 0ssandenitesssedéaeet 
52, 200 117,000 | 16, 900 133, 900 
15, 000 SELED 1~ «octamer aellcenckeastes 
5, 900 56, 400 19, 200 75, 600 
2, 400 16, 200 4, 600 20, 800 
5, 400 6, 500 &, 000 14, 500 
6, 800 30, 600 | 2, 100 32, 700 
160,100} 611,700} 334,600 946, 300 
2, 800 6, FOO | .- 2... cccesfewesecccncss 
7,000 100 | ie ans shu ata aWaa aon eae 
7,000 ' 
2.300 
20, 500 
3, 500 
4.W’wo 
1,500 
300 
100 
100 
800 CED En cin. «<cet ie ade cae ede 
4.500 &, 300 | 3.900 | 12, 200 
1, 100 15.200 | en pal Pliel 
2.600 600 | 2, 500 3, 100 
19,7 74. 900 138, 200 213, 100 
5, 400 22, 800 3, 200 26, 000 
3.300 31,000 | 34,7 65, 700 
24,000 14, 900 | 127, 500 142, 400 
5, 300 1, 300 | 100 1, 400 
1, 040, GU 5. 17, hou 


Nots.—The biank spaces in this table signify that no satisfactory information is available 
' Estimates for the United Kingdom prior to that jor 1910 were for coin only; these figures include el 


e. 
* This is the amount im the currency reserves. Fred. J. Atkinson, accountant general of India, in 1908, 
* Includes Straits Settlements, the Malay States. and Johore 


‘ This estimate is based upon a calculation made b 


of these figures was adopted in this table last year. 


ince their estimate was made 


Messrs. P. Arminjon and B. Michet in 1908, who e 
the net imports 0. gc 


or, of gold for ornaments, no change in the estimate of the monetary stock has been made 


stimate ol A. De Foville, 1909. 


*German war fund and Imperia! Bank of Germany. No definite information as to other holdings. 
the exports are unknown, and there has been an industria! consumption. 


? Gold conversion value. 


T 


* This amount has been reduced to a gold hasis; that is, 190 pesos equa: | United State: goid dollar. 
* Except Costa Rica and British Honduras (gold-standard countries). 
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No. 2. 


regate and per capita, in the principal countries of the world, Dec. $1, 1911. 





Stock of silver. Per capita. 
a iat rs 
Tota. | Full tender | y= Total. “— Gold. | Silver. | Paper. 




















jousands.| Thousands Thousants Thousands Thousands 
, 799, 600 , 300 167, 600 735, 900 764,500 | $18.98 $7.76 $8.07 | $34.81] 1 
356, 300 Nil. 122, 900 122, 900 197, 600 7.21 2.49 4.00 13.70} 2 
bout bese 8, 700 2,400 11, 100 | 139, 000 5.00 1.52 19.04 25.56} 3 
| 4 
222, 400 Nil 10, 000 | aoe 50. 54 £6 ie... 52.81] 5 
ao ae Nil 7, 700 7, 700 79,100; 22.29 1.24 12. 76 36.29] 6 
710, 800 Ni 116, 800 116, 800 115,200! 15.80 2.59 2.56; 2.95! 7 
abit 97, 400 45,000 142, 400 45, 400 4 48 16 .73| 8 
65, 400 | Nil. 20, 000 SN Bian s 5 sod ee 8.38 OO Lv avin ais 10.9% | 9 
iach of Nil 19, 000 19, 000 7,500 4.25 11.88 4.68 20.81 | 10 
5 eas 4 Nil 4,800 4,200 9,900 1.93 1.20 2.47 5.60 | 11 
42, 000 | Nil. 5,000 | 5.0001... c..caacae, 20.00 Secs Sat 22.38 | 12 
38, 300 | Nil. 7,900 | 7,900 17,300 14. 19 2.92 6.41 23.52 | 13 
4 182, 700 | Nil. 14, 300 | 14, 300 6, 600 16.17 1.26 .58 18.01 | 14 
10, 600 Nil. 500 | 500 14, 900 | 3.66 17 5.13 8.96 | 15 
|, 200, 000 347, 400 63,700 | 411, 100 245, 900 30.53 10. 46 6. 26 47.25 | 16 
eitieads Nil 253, 600 253, 600 276, 100 | 3. 16 3.90 4.24 11.30 | 17 
4, 400 Nil. 3,000 | 3,000 27,600 | 1.69 1.15 10.62 13.46 | 18 
3, 400 1,000 1, 500 | 2, 500 8, 200 2.2% 1.67 5.47 9.40 | 19 
esi hdl 22,700 1, 400 24, 100 182, 300 | 8.51 71 5.38 14.60 | 20 
133, 900 Nil. 64, 200 | 64, 200 101, 700 | 2.57 1.23 1.95 5.55 | 21 
es 52, 000 4,000 56, 000 51, 200 2.08 3.73 3.41 9.22 | 22 
75, 600 Nil. 29, 000 | 29, 000 64, 700 12.81 4.92 10. 97 2.70 | 2 
20, 800 Nil. 3, 700 | 3,700 8, 700 8.67 1.54 3.62 13.83 | 24 
14, 500 Nil. 33, 100 33, 100 69, 900 2.69 6.13 12.94 21.76 | 25 
32, 700 Nil. 12, 600 | 12, 600 43, 200 4.81 1.85 6.35 13.01 | 26 
946, 300 Nil. 78, 800 | 70,00. .cc ee 5.91 Tr  Maeee ocretied 6.40 | 27 
Mids : Nil. 1,300 | 1,300 4,900 | 2.32 46 1.75 4.53 | 28 
sd acseast Nil. 52, 200 | 52, 200 2, 100 | 01 7.46 30 7.71 | 29 

| | 

Nil. 9, 400 | 9, 400 1692,200/ 35.47 1.34 98. 89 135. 70 | 31 
Subosbed Nil. 700 700 2, 000 | 3.39 a) 87 4.56 | 32 
ee Nil. 25, 000 | 25,00 ‘T7,900} 5.68 12 3.80 10.70 | 33 
tees Nil. 8, 500 | #5): 19, 000 4 2.43 5.43 8.00 | 34 
as a ee ee et Seo sine wis = 90 O08, ......scdevsboonees 2.33 2.33 | 35 
5, 400 Nil. 1,300 1, 'd | 1, 700 3. 60 87 1.13 5.60 | = 
ened Nil. 400 400 | 100 2B 1.34 3B 2.00 | 38 
gaan: Nil. 200 300 | 300 2.00 ! 3.00 3.00 | R.00 | 39 
eae Nil. | 100 100 600 | 1-09 | 1.00 6.00 | 8.00 | 40 
PEPE ose SRT. cekes SOc... See 42,900} 19.00}.......... 53.63 | 72.63 | 41 
12,200 Nil. | 2, 400 COON. ocaschhedtan 2.71 OB bes daa tenee 3.24 | 42 
See Nil. | 4,300 4,300 8, 000 | 13.82 | 3.90 7.23| 20:6 
3. 100 Nil. 10, 800 10, 800 300 1.19 | 4.15 31 | 5.65 | 44 
213. 100 | Nil. | 256, 800 256, 800 76, 000 10. 82 13. 04 3. 85 77.71 | & 
26. 000 | Nil. 8, 600 8, 600 34, 700 4.81 1.50 6.43 12.83 | 46 
65, 700 Nil 13, 500 13. 500 27, 900 19. 91 4.09 R. 45 32.45 | 47 
142, 400 | Nil. | 26, 400 9 0 Tocco ne ees 5.3 RD iiasngs ann | 7.03 | 48 
1, 400 | Nil 9, 200 9, 200 89, 900 .B 1.74 16.96 | 18.96 | 40 

1,097, 500 1, 523, 700 2, 621, 200 3, 567, 500 


‘es include 100,000,000 for bullion in the Bank of England; also $12,200,000 gold belonging to Indian gold-standard 
idia, in 1908, estimated the active rupee circulation at 2,040,000,000 rupees: smail silver coin at 140,000,000 rupees. 


n 1908, who estimated the stock of gold in the country at from 33 000 000 to 41,000,000 Egyptian pounds. The misan 
imports 0: gold into Egypt to Dec. 31, 1911, have amounted to $28,919,061; but as there is said to be a considerabie 
de 


holdings. The coinage of gold since the establishment of the Empire, less recoinage, amount; to °1,125,923,299, but 


id doliar. 
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Capital, specie, circulation, ete., of the great European single banks of issue on or about 
June 30, 1906 


[Amounts are expressed in millions.| 





| | 





; | Cireula- . Total | 

Capital. tiem Deposits. specie. | Loans 

| | } | 

ee 
Imperial Bank of Germany......-.... Pane $2%.¥ $412.0 | $149.9 | $211.1 | $345. / 
Bank of Austria-Hungary ............-- 7 41.9 | 376.5 | 31.6 | 2.2 1s. 8 
National Bank of Belgium...........-.-- 9.6 | 130.5 16.3 | 24.1 124.38 
National Bank of Bulgaria..... 1. | %. 6 17.0 7.6 11.9 
National Bank of Denmark 6.8 4.9 | 27.2 | 13.7 
Bank of Spain 26.9 W357 | 134.2 | 200. 2 154.4 
Bank of Finland 1.9 | In. 2 4.2 | 5.2 $4.7 
Bank of France nadinens sae 35.2 | YON. § | 189.1 | “OS. 4 255.3 
National Bank of Greece........... 3.9 | 23.1 2.4 4] 21.6 
Bank of Italy...... : 2n.9 | 213.3 90.6 | 152.7 | 91.6 
Bank of Naples.... ao 11.6 | 06.6 | 16.1 | 32.% | 4.5 
Bank of Sicily . .. 14. | 10.6 | 9.1 | 10.9 
Bank of Norway 3.5 21.4 | 1.9 | s. ¢ 12.0 
Bank of Netherlands 8.0 | 113.0 | 2.5 | 57.1 | 59.8 
Bank of Portugal 14.6 74.5 | 2.3 43,3 } 26.5 
National Bank of Roumania 2.9 43.1 |. 15.0 25.2 
Imperial Bank of Russia 28.3 | 591.0 | 109.8 455.9 | 208.3 
Bank of England 70. | 146.8 280.3 INT. | 156. 8 
National Bank of Servia 1.1 6.6 | 6 | 4.5] 2.3 
Roval Bank of Sweden 11.9 52.2 | 12.2 20.6 | 37.0 

ican Scat Sees) SF acucoul 
Total (20 banks $440.5 3, 567.6 | 1,120.4 | 2,525.6 | 1, 793.8 
i 
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BANKING AND CURRENCY. 


Bank of England 


ISSUE DEPARTMENT 





LIABILITIES. | ASSETS 
Notes issued £51,241,210 | Government debt......... £11,015, 100 
| Other securities....... 7,434, 900 
Gold coin and bullion. . ...... $2,791, 210 
51,241,210 } 1, 241,210 
LANKING DEPARTMENT 
Proprietors’ capital 5 £14,553, 000 Government securities. . £17,507, 05 
Rest 5, 4000, 154 Other securities $5, 211, 089 
Public dey t including exchequer Notes 22,375,490 
savin ink ommissioners of na Gold and silver coin : d12, 633 
tional d nd dividend ac 1, 936, 777 
Other dey its 4 34. 180 
7-day and bill 1s, O46 
77,007, 157 77, 007, 157 
J. G. NAIRNE, Chief Cashier 
Dated Ja ar 1910 
rhe at t Stats t @ ; 5 1c weekly retur! 
SALANCE SHEET. JAN, 6, 1910 
\rra hat it corres} ls i f with the balance sheets of the other banks giv here 
LIABILITIE ASSETS 
al t £17,913, 154 Cold coin and bullion and silver coin £33, 703, 843 
lat Js Sti, 720 Government securities in both depart 
ner N. Ost t 2s,.523, 4 
de its ’ ‘ Oth tie 4.5, bo4, SY 
t ts 40 1S 
) N7 S72, 877 
NOTE | yntra entri as those of notes of the t ks held by themselves, et ‘ nitted 
so as to show the rea osition + 
It w us be observed that the note issues are covered by 62.7 per cent go d 
The } 1 private deposits are covered in the banking department by 38.3 per 
cent sand coin, nearly all such reserve being in notes, which, measured by 
actual «x 4 linake a gold reserve of only about 25 per cent against the deposits 
It will ed under the tables of interest rates that this narrow margin has 
been sul} nted by frequent changes of the rate of interest to attract cold fron 
other es when Et mimerce requires gold, and it would also appear that 
in 184 mel IS67 11 sank of Engiand was permitted to issue legal-tender 
notes a ommer prayer mes of panie in order to extend needed loans 
restors it miere ned industry of EneTond 
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Imperial Bank of Germany 
BaLaxce SuEEt, Dec. 31, 1908. 
( Marks converted as D—£1.| 
(1A BILITIES. ASSETS. 

ital and reserve...................- £12, 458,581 | Gold in bars.............. £16, 793, 075 

Neves in circulation. ...............-.- 06,771,474 | German gold coin......... 21, 630, 808 
Amount due on clearing and current ————_ £8, 413, 973 
LEE EE Fe SRE 33, 244,201 | Divisional money..................+-. 10, 504, 046 
Deposits (not interest)........ 2, 167 —_—_—_—_—_—_ 
Sundry liabilities reserve for doubt- 4, 007,019 

REEL: caicavndedagaabedvcancesced 720.072 | Notes of imperial treasury (Reichs 
WOO GOON 0S Wi eo vcccceccicaccdvceses 1, 537, 287 kassenacheinen)..................-s- 2, 876, 43 
Notes of other banks. ................. 606, 105 

Bilis held: 

Due within 15 days................ 22, 660, 290 
Due at later dates................. 28, 930, 528 
51, 600, 119 
Bills on foreign places ..............++ 6, 457.08 
58, 067,612 
ED, 6 o.nk cicveancceuceandcdscedeie 8, 706. 468 
Se ger pa sa inte sonia aca perate 19, 734, 627 
to ee eee 2, 840, 450 
Sundry assets. . : --- 4,040,348 
146, 756, 872 146, 756, 873 


(Norr.—All contra entries, as those of the notes of the banks held by themselves, etc., are omitted 
so as to show the real position of the accounts.]} 


It will be observed that the Bank of Germany carries 50 per cent of gold against 
its notes and 37.1 per cent of gold against its notes and deposits, but the Bank of 
7 can also issue legal-tender notes against commercial paper of a qualified class. 

It will be observed that the Bank of Germany also carries a volume of quick 
assets. Thus the Bank of Germany, like the Bank of England and the Bank of 
France, holds its reserves liquid and always available for loaning for commercial 
and industrial needs. 
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Bank of France. 


BALANCE SHEET, Dec. 31, 1908 


| Frames converted us 25—@£1.| 





LIABILITIES. ASSETS. 
Capital of the bank.............. £7,300,000 | Coin and bullion at Parts and at the 
Reserve and profits in addition to cap- | branches. . : ; £175, 401, 607 
eee 1,700,774 | Bills due yesterday to “be received 
Notes payable to bearer in circulation ROMAIN oc cecc cc ckas ; 1,757 
(head office and branches)... ... ... 197,972,403 | Amount of bills: 
Drafts. . 914, 397 CUE r es £9, 920, 192 
Current account with the treasury... a 199, 491 | Branches... .. . 18, 886, 626 
Current accounts and deposit ac- —-- 28, 806, 818 
counts: Advances on securities: 
Paris hae ‘ £22, 780, 727 luris : 6,332,341 
Branches... .. 2,721,524 Branches... .... 14,478, 608 
——_ -—_- 25, 2, 251 -_-—— 20, 810, 944 
Dividends unpaid, etc ‘ 1,876,386 | Advances to Government (laws of 
} June 9, 1857; June 13, 1878; Nov 
eo s 7, 200, 000 
Government stock re serve fun i. 519, 230 
Disposable funds, Government stock 3, YN, 234 
} Immovable funds, Government stock 
(law of June ¥, 1857)... .. 4, 0U0, 000 
Amount up propriated to ‘special re- 
serve 336, 298 
} Office and furniture of the bank anid 
buildings ut the branches, etc. . 1,403, 814 











242, 465, 702 


|Notgz.—All per contra entries, as those of the notes of the banks held by themselves, etc., are omitted 
so as to show the real position of the accounts.]} 


242, 465, 702 | 


This table shows that the Bank of France 
the coin including both gold and silver, however, and carnes 75 per cent of coin 
aoe notes and deposits. Its authorized issue of notes is 5,800,000,000 francs, or 

£232,000,000, which leaves a margin of over £35,000,000 sterling, or $175,000,000 
margin of notes, besides the quick assets which it constantly carries, just as the Bank 
of England does 

The need for large cash reserves in France is due to the fact that the check system 


‘ . : 
(currency) against deposits is not developed in France as in England and in the United 
States 


carries 88 per cent in colin against notes, 


Bank of the Netherlands. 


BALANCE SHEET, MAR. 31, 1909. 


(Guilders converted as 12—£1.] 


\ 


LIABILITIE 


ASSETS 
Cupital £1. tui, Coin. bullion, et £14,005, 002 
Reserve 4 tow Inland bb . 3,514, 24 
Notes in circulation 22, UN, Sh Foren bills 1550. 308 
lransfers yh aM | n accounts 4, 144, 240 
Current accounts so sag Advances or irrent accounts 1, 882,002 
Discount on Investments 

Inland bills 1, 52k Capita 42. ie 

Foreign bills LLL Reserve 4h Os 
sundry liabilities 1, OUS Sundry assets, buildings 255,721 
Net profit for distributiot m), Sew) 

25 iit 25,777,416 


|Note.—All per contra entries, as those of the notes of the banks held by themselves, etc.. are omitted 
so as to show the real position of the accounts.| 


This bank carries gold against ite notes of 58 per cent 
deposits of 57 per cent, its deposits being very small 


and gold against notes and 








BANKING AND CURRENCY. 87 


National Bank of Belgium. 
Ba.ance: Sueer, Dec. 31, 1908. 
{Francs converted as 25<<£1.) 


LIABILITIES. ASSETS. 

CRA NE UB iio oisiccccanierccucdeees £2,000,000 | Specie and bullion...........-.....-.-. £6, 328, 529 

TRGOPOUING 3.5 66 500 Cis enden tosses 1,444,909 | Bills discounted (bills in Belgium, 

Notes in circulation. ................... 32, 275, 122 £19,738,332; fore’ bille, £7,421,639; 

Current accounts. ........... aspera disci ait 4,028,662 | total, £27,150,971).................... 77, 158,971 

Stamp duty, share of profits due to the | Securities due for collection. ........... 193, 849 
Government, employees’ superannua- | Advances on Government securities... 2,066,765 
tion, provident funds, dividends due, | Government and reserve fund securities 3, 418,343 
MUGS ca cist ca wamcnnesen.ebtaasemaedds 1,029,776 | Securities for current accounts, etc. .... , $3, 

40,778, 450 | 40, 778, 459 

{[Notzr.—All pene an as those of the notes of the banks held by themselves, etc., are omitted 

#0 as to show the real position of the accounts.| 
The Bank of the Netherlands carries 58 per cent of gold inst ite notes and 57 


cent of gold against its notes and deposits. This bank only carries a very small 
ine of deposits. 


The National Bank of Belgium carries 19 per cent of gold against its notes and 17 
per cent of gold against ita notes and — 
ra 


The three great banks of England, nce, and Germany, as above mentioned, 
practically provide the gold accommodation needed by western European commerce, 
the two latter banks, however, serving a useful local purpose. 


Reserve of actual gold versus notes only, versus notes and deposits against deposits only. 


Versus 
Versus Versus 
both 
notes and deposits 
deposits. 


Ratio of gold reserves against notes and deposits. notes 
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IQs 
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* Operations commenced in 1851. 
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Taste I1.—Lowest and highest rates charged and exten! of Auctuation during each year, Banks of England, France, Germany, Holland (1844-1909), 
and Belgium (1851-1909) 
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Tass I1].—Rate of discount, 1844-1909—The number of days at each rate, arranged 
from the lowest rate to the highest. 









Bel BsFISEExs 






BussBSstS 


ee 











10 
8 percent......... 268 37 
9 percent........... | 95 et aas 63 A 
10 per ocent..........| BORD -. (@ibickcwecalvenweassiooandsaannanet 
Moses 
— i | | 








! Lowest rate 2 per cent; highest rate 10 per cent. 
* Lowest rate 2 per cent; highest rate 9 per cent. 
» Lowest rate 3 per cent; highest rate 9 per cent. 
* Lowest rate 2 per cent; highest rate At cent. 
. ighest rate 7 per cent. 


* Lowest rate 2} per cent; 
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TABLE I% Rate of discount, 1844-1909— The number of days at cach rate, arranged from 


the highest number of days to the lowest 





Imperial Bank of , Bank of the Neth- 
nk of ( 3 . : 3 elg 
Bank England Bank of France Germany erlands Bank of Belgium 
nom t n= = | lus 
ao a 25. se - a3 
as T->s - ~ at  c-¢ ol ~-& a ST -S 
es |i se Sle S we Sc ce & lw oe 
r, oe ¥, c- a ee z, - = S ou 
e ie - oe e eR e |e |e 
x 255 x 5S & «Ba x £53 |} & | x8s 
ez v cea ’ ses s == r . ses 
= ‘sa - S isks = = see - = ses _ — (sac 
é Ss im G = S sm 2 S = 'S aS erie 
5, 859 246 7,828 | 3 329 12,192 | 4 11 8,013 | 3 336 «9,412 | 3 7 
8,772 2 158) 4,579 4 192 4,004 5 i172 5,058 24 212 | 3,416 4 159 
3, 55 »h 151 | 2,735 2 115 | 3,073 3 129 | 3,737 34 157 | 3, 169 24 147 
3, 409 143 | 2,579 | 2) 108 | 1,626) 4) 68 | 2,167 4 91 | 2,965 | 3) 138 
2,195 92 | 2,061 5 “6 970 6 41 | 1,823 5 76 444 5 44 
1,921 th 80 | 2,060 3h a6 707 | 54 3 | 1,328 2 Me 698 | 44 $2 
N75 6 41) 1,170) 6 49 644 3) 27 Sil 4 34 40) 6 25 
3% 7 26 353 | 4h 15 269 | 7 11 375 «5 It 37R | 5h 18 
tN 4) 26 2n6 12 110 74 5 200 6 Ll 2a 1 @ 
2H8 8 il 120! 54 5 72 | 6) 3 10, 6 h 
263 54 11 41 x 2 63 9 2 135 7 5 
141 10 f 21 7h ! 37 » l 
) ) 4 le uv 
4] 64 4 . 64 
» 4 1 
1,000 (23, 857 1,000 (23, 857 1,000 23,857 1,000 21,5349 1.000 
l A hus be seen that these great banks holding the national reserves have beet 
abl irnish commerce with a very low rate of discount for nearly all the time and 
nis sionally have been compelled to raise the rate to a high point 
These low rates illustrate the enormous value of these great banks to European com- 
merce 


the urgent necessity for action by the United States along similar lines 
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Cash (in thousands 
Loans 
Individual deposits 
Bank depwusits 
Kates for morey 
New York call loans 
Stock exchange 
Runge 
Average 
Banks and trust companies 
rime loans 
0 days 
ti) days 
") days 
4 months 
5 months 
months 
7 months 
Commercial paper 
Double names 
Choice @ to W davs 
Single names 
rime, 4 to 6 months 
(Good, 4to 6 months 


Cash (in thousands 
Loans 

Individual deposits 
Bank deposits 


Ratex f 
New York call loans 
Stock exchange 
Range 
Average 
Banks and trust companies 
lime loans 
4) days 
(0 days 
yO days 
4 months 
+ months 
t} months 
7 months 
Commercial paper 
Double names— 
Choice, (0 to 90 


noney 


days 


Single names 
Prime, 4 to © months 
(iood, 4 to ti months 


BAN KING 


AMERICAN INTEREST RATES. 


1v06. 


Jan. 29. | 


Seis, ht 
1O71, O41 
4, 0SS, 420 
1,595, 494 | 


Percent 
2) 


ee ee ee 


1907. 


Jan 


$1.95, 503 
4,463, 207 
4,115,050 


L676, Hts 


4} 


Mar 


Sor 
4,535 
4, 20, 
1, 037, 


Per ce 


000 
6 
7 


257 


i 


t 


A 
“44 
ott 


158 


AND CURRENCY. 


June 1s 


$51, 234 
4, AW), SO 
4,055,873 
1,555, 207 


May 20 


$691,581 
4,431, 143 
4, 322, S80) 
1,085,540 


Sept.4 


4, 


4 


i. 


ors 


$2H, 


FUN NY 


, a aes | 


S80, 00] 


> 0 


Aug. 22 


4 
4 
] 


$701, 623 
78, SSS 
$19, 035 
545, 404 


i tr4 





Nov. 12 


$4,550 
4,366,045 


4, 289, 77% 
1, 599,945 


lrercent 


ih 
ts 


a) tis 


iT) HA 


Dec. 3 


S40, 785 
4,585, 337 
4,176,873 
1, 87, SM 


ion 


1s 


Sno 


“% nom 
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AMERIBAN INTEREST RATES—continued. 
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1908. 
Feb. 14. May 14. July 15. Sept. 23 Nov. 27 
Cash (in thousands). ..................... $788, 306 $861, 326 $849, 018 $868, 424 $844, 750 
Loans..... MMR gab Khd as dab ides etecn dati 4,422,353 | 4,528,346 | 4,615,675 | 4,750,612 4, 840, 367 
Individual deposits....................... 4,106,814 | 4,312,656 | 4,374,551 | 4,548,135 4,720, 234 
| ee eee 1,584,496 | 1,602,421 | 1,822,853 | 1,941, 665 1, 968, 831 
—S— ————__ 
Rates for money. 
New York call loans: 
Stock exchange— Percent. | Percent. | Percent. | Percent. | Percent. 
Waa 455 sp'ilus dses cde Alo ie 1 -2 1-1 1 -2 1-3 
» oe bs aabaenss nes sneeusans 1g | 1 1 , : ; ; 
anks and trust com agit auas 12 | 1- 1 - = 
Time loans: oT r | 
Rae tin cee suns eeschdanidcad wer. 2 -2 1 scale aves 
PN tac cac vw Aeahiccvs atueuwes 3 4 1t1 1b% 24-3 
90 days....... 4-44 | 24-3 2-3 -3 KB 
4 months 3-3} 2 2h 3 
PE aac Vitinncksdaavnuddcenses 4 | 3 2 34 3 - 34-4 
6 months. .... 4 3 3-3 34-4 
i ery pei oat ok a eee eee eee 
8 months. ..... 5 iebacueene > 
Commercial paper: 
Double names— 
Choice, 60 to 90 days. 54-6 3444 34-4 34 34-44 
Single names— 
Prime, 4 to 6 months. 5 +4 344 3R-4g 4-5 
Good, 4.to 6 months. . SS 4-4 4-5 45 45 
1908. 
Feb. 5. Apr. 28. June 23. Sept. 1 Nov. 16. 
Cash (in thousands)...... $860, 117 $87%, 457 $885,915 $454, 071 $804, 860 
a sl eh ; ; 4, 840, 766 4,963, 110 5, 035, 883 5, 128, 882 5, 148, 787 
Individual deposits 4,609,082 | 4,826,060 | 4,898,576 | 5,000,893 5, 120, 442 
Bank deposits... 2, 035, 169 2, 046, 753 2, 034, 663 2,018,813 1, 886, 260 
Rates for money | 
New York call loans: 
Stock exchange— Per cent Per cent Per cent. Per cent. Per cent 
Range... ; 14-3 , 1}-2 14-2 24-3 3-6 
Ave’ Sata 24 i 1z | 2 4 
Barks and trast companies. . . 1-2 1}-1 1h-1] | 24-2 
Time loans: | 
NL S05 kv S55 Kui deheckianaes<ndducds Eos cecouennae ele’ 
60 days....... 2}-23 23-2 2 -24 | 23-33 45-5 
kr oy nee 25-3 24-2 ob 24 H 49-5 
4months........ | 25-3 24-2 23 | 34-5 | 45-5 
5 months. ... 24-33 24-3 als 3¢5 | 44-5 
6 months. .... 3-3} 23-3 3 3f 4455 44-5 
7 months..... 34-3} 3-34 |-- coat Eee ; 
8 months..... | ¢ 34 |... 
Commercial paper: 
Double names— 
Choice, 60 to 90 days ...... | 3-3} 3 -33 3-3) | 33-45 4-54 
Single names— | 
Prime, 4 to 6 months..... | 3}4 3}4 3y4 4-5 5 -6 
Good, 4 to 6 months... 4-4) 4-4) 4-4) 44-5 5hy-bh 
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AMERICAN INTEREST RATES—Continued. 











1810, 
Jan. 31 Mar. 29. June 30. | Sept. 1. | Nov. 10. 
Cash (in thousands). .............. ..s2+.] $833,079 $834, 805 $820, 77: $851, 685 $816,071 
RS ee ee --+---| 5,229,503 | 5,432,003 | 5,430,150 | 5,467,638; 5,450,644 
Individual deposits.................. ----| 5,190,835 | 5,227,851 | 5,287,312 | 5,145,658 5, 304, 788 
SUEUR Ss (008 52 - Sucucwenscecsues 1,966,504 | 1,988,000 | 1,900,135 | 1,943,601 1, 906, 360 
Rates for money. | 
New York call loans: | 
Stock exchange— Per cent. Per cent Per cent Per cent. Per cent 
“ae Sectadl }-14 14-3 2 -35 14-13 2-4 
Average. . pace eee 43 24 23 2 3 
Time loans: 
SOGays....... Sods “+ os 33-4 34-4 3 -34 34- 4 4-5} 
90 days...... bamaSdess webseeaa 4-4 aha 3-3 4-4 4-5} 
DP NMOSS clas csaccaceessss 4-4 34-4) 34-3 44-5 4-53 
5months......... xs : 4-4) 33-4} 34 4h- 5 4-5 
6 months. ... ikacancwa ovate 4-4) sal 4-4 44-5 4-5 
Commercial paper | 
Double names— 
Choice, 60 to 90 days............ 44-5 4-5 44-5 | 54- 53 43-6 
Single names— 
Prime, 4 to 6 months. .. 4h- 5 | 4}-5 43-5} | 54- 6 42-6 
Good, 4 to 6 months | 5 - 5h | 4-5} 5 -6 | 6 - 64 94-64 
1911. 
| Jan. 27 Mar. 7 | June 7 Sept. 1 Dec. 5 
| 
Cash (in thousands)............ a $8546, 267 $908, 036 $946, 331 $895,475 $862, 7% 
Loans ot y 5, 4002, 642 5, 558, 039 5, 610, 787 5,663, 411 5, 659, 109 
Individual deposits ; ..| 5,113,221 | 5,304,624 | 5,477,991 | 5,489,011 5, 536, 042 
Bank deposits......... Ee ee re 1, 991, IRS 2,224,719 | 2,147, 441 2, O88, 187 2, 0N5, 106 
Rates for money. | | 
| | 
New York call loans: | | 
Stock exchange | Pereent. | Percent Percent. | Per cent Per cent 
Range : | i | 14-25 2 -24 13-24 | 24+t 
Average 3} 2} 24 23 . 
Time loans | ; 
30 days 3 | 3} 
60 days 3-32 | 2h-2} 4-33 2} 4 | | 4h 
90 days : : 3 -3} 223 23-3 34-3] | 3p-44 
4 months 3¢-4 3-3} 23-3 3}-4 | 4-4) 
5 months sh-4 3-34 3 -3} 33-4 | 4-4} 
6 month 34 3h $p-44 33-4 4-4} 
Commercial paper 
Double names 
Choice, 60 to 90 days 34-4 34-4} 14-4 4-5 4 
Single names 7 ; 
Prime, 4 to 6 month 45 34-44 3} 44-5 4} 


Good, 4 to 6 months 4-5 i}-5 44-5 » ah 44-54 
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AMERICAN INTEREST RATES—Continued 


vl. 





re a \pr. Is ne l4 
(asl S44). 497 ey. Lost Hy ak 
Loan » SO, 485 ) ANZ, tk aH 
Individual deposit s tite, yg 712.051 R25. 461 
Bank deposits 2,381,214 2,248.2 4 3, 1.8, Ve 
Rates for money 
Call loans, New York 
Stock exchange Percent I nf I 
Ranye $-24 2 , 2 ; 
\verauge 2} ; =4 
Time loan | 
) davs 
th) cat 2-2} $3} 
”) day 2i-3 {1-33 1 
4 months + 43 ti-4 hth 
months ~th tt-4 4a} 
6 months $ 4h | 1-4 t4-4 
Commer MAP er | 
Double name | 
Choice, 60 tu 90 day tha | 4-44 i+ 
iniyele ne } } 
Prime. 4 to 6 months 4-4) | 4-44 at 
x] 4 to 6 month 44 i -i} 
. | ‘ 
Ivls. 
| 
Feb. 4 \pr. 4 | June 4 
Cash (in thousands $035,417 $SS5, ON £913, 9X2 
Loans f, 125,029 6.17%. 006 ( $3, 026 
Individu e posits IN5, 442 », WS, TNT 133, 461 
Bank deposits 2.310, Ha) 2,192, 345 20), 5 


New York call loans 
Stock exchange 
Range 
\verage 
Time loans 
oO da 
90 davs 
4r nths 
5 mo hs 
6 months 
Commercial paper 
Double names 
Choice, 60 to 90 days 


Single names 
Prime, 4 to 6 months 
4 to 6 months. 


Good 


1 None compiled 


$299, 769 
6, 168, 555 
5, 761, 338 


2,108, 550 


Percen 
> 
4 
A 
“4 
i 
4i 
>*-t 
‘ 
34 
‘ 
6 -64 
i -6A 
¢)}- 
al 


$59, (08 
th, USS, YS2 
5, 944, 561 
2, 101, 85 








98 BANKING AND CURRENCY. 


Reports of New York City banks from January, 1907, to January, 1908, showing 
loans, individual deposits, and reserves during that period. 








| : Per cent 
Date of call by office of the comptroller. . ae Loans. , Deposits. — | veces 
EN i noch ie dass asadacdasen 40 | $728,319, 528 | $857,875, 410 | $230, 116, 200 26. 82 
MNO so ac s Guk coccacedda cus coke 37 | 688,703,472 | 803,590,176 | 211,379,340 26. 30 
MI og cic cntwscaucnancensvwn 39 | 752,566,083 | 866,332,979 | 233,329, 867 26. 93 
MMT re es 38 | 712,121,058 | 825, 703, 785 | 221, 349, 657 26. 81 
RN oGcratin. cui s ccwedensaa 40 | 775,181,207 | 824,394,509 | 180, 448, 128 21. 89 


| | 


It will be observed that the March statement shows loss of forty millions 
loans and fifty-four millions of deposits; the May statement a relative increase 
of sixty-four millions loans and sixty-two millions increase in deposits; the 
August statement a relative decrease in loans of forty millions and a decrease 
in deposits of forty-one millions; the December statement an increase in loans 
of sixty-three millions. with no increase of deposits. These violent changes 
and the violent fluctuations of the interest rates, running to 45 per cent in 
June and 125 per cent in October, explain the panic and the ruinous changes 
in stock values due to these contractions and expansions of credits by the 
unscrupulous manipulators of credits 
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98 BANKING AND CURRENCY. 


Reports of New York City banks from January, 1907, to January, 1908, showing 
loans, individual deposits, and reserves during that period. 








l 
Per cent 
Banks | Reserves 
Date of call by office of the comptroller. leperting Loans. Deposits. | “held. i of a 
I ck ee | 40 | $728,319, 528 | $857,875, 410 | $230, 116, 200 26. 82 
EE i Sn. so oe cans aoeieedaced 37 688, 703, 472 803, 590, 176 211,379,340 26. 30 
cn 39 | 752/ 566,083 | 866,332,979 | 233/329) 867 26. 93 
Mua WY... o50c..... Seared 38 | 712,121/058 | 825,703,785 | 221,349,657 28. 81 
Ne EN os heb bas ck acne oc decccccacasve 40 775, 181, 207 824, 394, 509 180, 448, 128 21. 89 


} | | 


It will be observed that the March statement shows loss of forty millions 
loans and fifty-four millions of deposits; the May statement a relative increase 
of sixty-four millions loans and sixty-two millions increase in deposits; the 
August statement a relative decrease in loans of forty millions and a decrease 
in deposits of forty-one millions; the December statement an increase in loans 
of sixty-three millions. with no increase of deposits. These violent changes 
and the violent fluctuations of the interest rates, running to 45 per cent in 
June and 125 per cent in October, explain the panic and the ruinous changes 
in stock values due to these contractions and expansions of credits by the 
unscrupulous manipulators of credits 





for) 
mo 


AND CURRENCY. 


BANKING 


ZE C1 EZ 


4 
» 


1 9E 
oOo} cg 


tt 1 C6I 
CL OVIFT 
1 OK 

{Z OL MT 


Ol 017% 
68 OV FLT 
LOL 01 KE 
om zg 
gg 01 S71 
SS OF OST 


7 


i? 


‘sand 
10 eduBy 


| | 
ZSS E19 'b| 169 ‘LIB ‘I| 260 ‘I8b‘Z 


ol 
fol 
1z 


“WC 


“~ 
— 
— 


"6 “AON 


| 





"L “adag 


89% ‘sec ‘Z| ze6 ‘Ott ‘b] BOL ‘TOE ‘Zz, CTE ‘6OI ‘e| 690 ‘OBZ ‘ec! 





Il Zel fzri | Seer WI ofl 
ZI £1 ral | $t 1 Eel 
tic € ve | tLe Le ter 
ai dal hott teh Isl fOl1 
 .. ios Sol ot Or Ott 
% | Fre tz | 6& 62 ze 
5 ") Il 6e1 | Ov vel Let 
ze 6£ toe eS tI¢ 
LI 61 | $1z = SZ 
I ll Zu | FOIT I bz 
1Z1 I lat | fost 8tI 1 
wz zz bz ez ££ 
4 86 6 F101 601 
Swe racee ee | ZI zl sete escer 
‘opi tow ; fz | OR 18 
ae oI el 1 | ber RI 
te 1% fox on | $16 oul 
ol tI for #11 tz1 fe1 
-—— 
‘OI ‘3ny “Arne ‘gs ouns “ACK ‘gidy ‘> 10 


"0048 JO anTeA 


*LO6I Gutsnp #y2038 podwursd fo uowyonjon) 7 


ils lace 


| 





€S2 ‘921 ‘9, 92 ‘zoR ‘S| ST9‘96z ‘9 


git 
8zI 


&& 
‘I 

11 
for 


*’ Qeag | ‘tI “Ue 


= | 
re 





sees soirys 


jo mwquinu ag} 


“yoom 


OY? J0f soleR JO eUINIOA 


0et ‘966 ‘6z, | WP A esnoysurse \ ° 
ete ten ee UBBaR 4 


000 ‘000 ‘Rt 
002 “S6b ‘OS ** uoryws0ds0,y 
OOT ‘6Lb ‘CBI 
000 "000 '9T 


“oped voy 


Ou0 ‘ON! “BE j-" “eee e* OWet sBxe | 
009 ‘Ese ‘ZZ |“ UOs] ’p 180.) cessouTe | 
000 ‘o00‘¢ =-***° soddog vessouue |, 
000 ‘006 ‘6TT “""** ABMIJBY WIBYINO, ° 


O01 ‘ZAZ ‘BLT 

00 ‘229 ‘6bT 

006 ‘628 ‘ZIT ‘ 

| 002 ‘SOI ‘ZST “* “Oro »P asOMITITEg 
Ger “tos ter ***°* =" 0° ydesdeje ys, 

py ouoydaay, uBdIeNI y 


00+ ‘6z0 ‘61 | eee ee ee oO 5917 
| | Janaeg 90] UB HJOULY 
000 ‘o00‘st [strstr Oy 

| MBIng aoq uvoeUly * 
os ‘eget 0) 

| daddoy poeueayeury ° 
| 000 ‘oes ‘ors)"*" 0.) SOWIE -SIT1Y 
"Tede9 ‘OUeN 


1918 seImS pelUy - 


enueAY PsiyL * 


“* "111000 YIOA MON * 








100 





BAN KING 


AND CURRENCY. 


Condition of 25,198 banks of all kinds, as shown by the Report of the Comptroller of the 
Currency, June 30, 1912. 
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59.— Abstract of reports of earnings and dividends of national banks in the United States for year ended July 1, 1912. 
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47 Indiana 250) 21, 133, 000. 0 Q. 205, ISO. 54 10,438. 180.54 7, 9RQ. 472. 07 545, GR2. 22 4,798, 906.11 2, 634, 884. ti4 1,875, 433. 66 8. 66 6.16 8.87 | 47 
4s Indianapolis. 5 5, 400, 000, 00 2,745, 000. 00 &. 145,000.00 2,365,241. 24 529, 3410. 63 1, 277, 768. 45 ASS, 103. 16 380, 000. 00 6.85 4.67 7.04 | 48 
49 Mlinoi 432 31,.235.000.00 0 17,450,455. 84 $8,085,455. 84 13,238,900.21 , 1,015, 04. 64 7,598, 102.75 4,624, 841.82 3, 518, 100.00 9.50 7.2 11.26 | 49 
50 Chicago. 1 $3, 1.00, 000, 0 24, 100,000. 00 60, 700, 000. 000 18, 863%, 374. 36 1,045, 344. 54 11, 408, 149. 97 5, 814, 879.85 6, 226, 000. 00 8.34 &. 93 14.22 50 
51 Michigan.. . ; Oe 10, 280, 000. 00 5, 342, 300. 00 15, 60?, 300.00 5,140,553. 05 315,809.51 3, 304. 144. 57 1,520, 598. 97 959, 731. 9 9.75 6.15 9.35 51 
52 Detroit. = a 3 4, 7541, 000, 00 1,750,000.00 | 6,500,000, 00 2, 350, 335. x9 271, 304. 38 1, 520, 508. 22 558, 43.29 400, 000. 00 8.59 6.15 8.42 52 
53. Wisconsin. : 122 11, 180, 000, 00 4,599, 400.00 | 15. 773, 400 OO 5,319,816. 92 365, 420. 24 3. 555, 703.36 1, 398, 693. 32 1, 285, 450. 00 &.87 &.15 11.50 53 
4 Milwaukee . 6 6, 254), 000. 00 2, 780, 000. 00 9,010,000, 00 | 2,990, 364. 61 191, 2K. 71 1, 953, 252. 76 845, GOR. 14 586, 250. 00 9.39 6.51 9.38 54 
55 Minnesota : 260 11, 811, 000. 00 6, 277, 003. 57 18, ORS, 003 57. s- 7, 452, 013. 47 361, 591. 00 4, 765, 881. 61 2, 324, 540. 8A 1, 658, 349. OR 12. 8 9.17 14.04 55 
56 Minneapolis 5 6, 800, 000, 00 5, RAD, 000. 00 12, 660,000.00 | 3,308, 701.77 99, 823.15 2,101, 640. 42 1, 107, Z3&. 20 708, 000. 00 & 75 5. 59 10.41 54 
57 St. Pau =e 6 4, 100,000. 00 3, 450,574. 24 7,550,574 34 | 2,140,505. 80 2R9. 559. OR 1, 134, 375. 716, 570. 79 440, 200. 00 9. 49 5. 83 10. 7 57 
58  lowa.... = 314 17,715, 000. 90 7, 328, 719. 75 24,953,710. 75 | 9%, 293, 243.14 SRR. 454. 06 5, O26, 149. 07 2, 678, 659. 11 2, 044, 807. 81 10. 73 8.19 11.4 58 
59 Cedar Rapids 3 400, 000. 00 308, 000. 00 708, 000, OF 510, 755. 01 46, 387. 86 361, 887.7 112, 479. 44 61, 000. 00 15. 88 & 62 15.25 | 538 
60 Des Moines : 4 2, 000, 000. 00 600, 000. 00 2 600, 000, 00 932, 581 78 Q5, 892. 33 551, 655. & 285, 082. 92 154, 000. 00 10. 96 5. 92 7.70 | 6 
61 Dubuque Be 3 600, 000, 00 130, 000. 00 730, 000, 00 207, 782. 47 5, 350. 40 131, 974. 99 70, 457. 08 50, 000. 00 9. 65 6. 85 &33 61 
2 Sioux t ty 5 950, 000. 00 400, 000. 00 1, 350, 000, 00 606, 340. 30 43, 948.34 429, 770. 89 132, 621. 07 86, 000. 00 9. 82 6,37 9.05 62 
63 Missouri 119 6, 665, G00, 00 > 6.06, 916. 62 ‘ 331 Ole 2, 352, 05. 94 Lone, WZ. Ss 1, S40, ding tn | sou, O45. US 682, 625. Ut Y. ba 7.31 10.24 6 
64 Kansas City }2 7, 850, 000.00 is2, 000. 00 11, 242, 000. OF 4, 884,019, 24 410), 245.) $, 274,34. AF | 1, LYS, X39. 67 625, 000, 00 10. 67 5. 56 7.9 64 
65 St. Joseph 4 1, 100,000.00 675, 000, 00 1,775,000. 00 711,820. 21 61,330. 60 WT, HAN, 39 | 142, bat 2 96, 500. 00 8.05 5. 44 8.77 | 65 
66 St. Louts ~ 2), 400,000.00 11, 090,000.00 32, 390,000.00 | 7,816, 242.93 NTO, ANG. Gl 5. 270, 0110. 58 1.4 44 44 2, 259, 000. 00 5.17 6. 97 7 11.07 | 6 

Middle Western States.: 2,086 274,756, 100.00 © 142, 887,484.53 | 417,644,084.53 119,937,918.42 | 12,344,025. 4 73, 390, 852. 30 s44 nr2, 140. 58 2, 402, 275. Us 8.19 7.04 10. 70 

67 North Dakota 140) >, 2b, U0 U0 1, 7S, HY. 33 7, 146, 669. 33 | 3, 150,624. 2 245, US, . 22 2, U2, 262. 49 | MSY, 255. Il 690, 78). 21 | 12. 36 9. 67 is. 11 | 67 
68 South Dakota Hr 4, DSO, 000.00 1, 238, 450. 00 5, 41s, 450.00 2, 650, 938. 75 127, 140. 70 1, U2, 295. 89 | 721, wr2. 16 512, 700. 41 | 13.32 9. 46 12.27 | 68 
69 Nebrasha. 23h 10, 415, 000. 00 4, 261,368.00 | 14,676, 368.00 | 4, 766,358. 98 343, 417. 59 2,600,44°.13 | 1,732, 498. 26 1, 424, 572. 97 11. 80 9.71 13.68 | 69 
70 Lincolr 4 1, 000, 000. 00 440, 000. 00 1, 330, 000, 00 49s, 144.73 22, 695. 33 318, 057. 44 | 157, 301. 96 79, 000. 00 11.83 5.4 7.90 | 70 
7 Omaha 7 3, 700, 000. 00 > os 10000000 6,510,000. 00 | 2, 515% 2x2. 42 272, 052. 11 1, 50K, 550.79 734, 679. 52 348, 000. 00 11.2 4.35 9.41 | 71 
72 South Omaha 3 1, 100,000. 00 SO, 000. 00 1, 480, 000. 00 54%, 852. 27 18, 742. 50 356, 194. 94 151, 914. &3 90), 000. 00 10. 26 6. 08 8.18 | 72 
73 Kansas.. a2 10, 662, 500. 00 $619,485.00 15, 282, 485.00 | 4,792, 684.67 425, 894.15 2, 682, 109. 46 1, 684, 681. 06 1, 301, 567. 65 11.02 s. 52 12.21 | 73 
7 Kansas City 2 500, 000. U0 400) 000. 00 800, 000. 00 342, 278. 45 24, 851. 56 243, S76. 93 73, 549. 96 36, 000. 0b 9.19 4) 7.m | 74 
7 Topeka. 2 300), 000. U0 114), 000. OO 460, 000. 00 190, 871. 94 15, 999. 32 130, R18. 12 44, 054. 50 34, 000. 00 9. 58 7.39 11.33 | 7 
76 Wichita 3 500, 000. 00 505, 000. 00 1, 005, 000. 00 453, 024. 93 27, 292. 90 315, 382. &3 | 110, 349. 20 57, 000. 00 10. 98 5. 67 11.40 | 76 
77. Montana.... 5s 4, 960, 000. U0 2,774, 250. 00 7,734, 250.00 | 3,176, 080. 31 507, 35. 42 1, 02, 665. 95 1,065, 378. 94 909, 900. 00 13. 77 11.76 18.34 | 77 
78 Wyoming 2 1, 735, 000. 00 1, 056, 500. 00 2,791, 500.00 | 1, 192,234.78 56, 212. 19 685, 810. 36 45), 212. 23 200, 250. 00 16.13 10. #0 16.73 | 78 
79 «Colorado... 11s 6, 690, 000. 00 3,079, 290.74 9, 769, 200.74 | 3,350,315. 87 505, 514. 43 1, 872, 416.74 972, 384. 70 789, 950. 00 9.95 7. 88 11.51 | 79 
ww Denver 6 3, 600, 000. 00 +, G02, 000. 00 7, 502,000.00 | 2,961, 449. 27 393, 887. 29 1,707, 260. 54 SAO, 292. 44 472,750.00 11. 47 6.30 | 13.13 | 3 
sl Pueblo 3 650, 000. 00 454), 000.00 1, 100, 000. 00 463, 135. 21 102, 244. 84 239, 733. 46 | 121, 156. 91 73, 000. 00 11.1 6. 64 11.23 | 81 
82 New Mexico 39 2, 040, 000. 00 YN0), 350. 00 4,070, 350.00 | 1,216,074. 79 128, 099. 17 604, 043. 85 393,031. 77 372, 500. 00 12. 80 12.13 17.82 | 82 
&3 Oklahoma 272 10, 545, 000. 00 2,818, 245. 21 13, 363, 245.21 | 5,566, 733. 22 657,081. 13 3, 085, 557.75 1, 824,004.34 1,644, 713. 32 13. 65 12. 31 15.60 | & 
“4 Muskogee 5 &50), 000. 00 250, 500). 00 1, 100, 500. 00 468, 249. 93 53, 200. 80 22, 328. O1 152,721.12 115, 250. Oo 13. 88 | 10. 47 13.56 | 84 
S Oklahoma City 6 1, 550,000.00 270, 000.00 | 1, 820, 000. 00 765, 707. 67 178, 938. 14 484,616.11 102, 153. 42 108, 000. 00 5.61 5.%3 6.97 | 85 

Western States 1, 238 70, 295, 500.00 32,064, 608. 28 | 102,360, 108.28 39,060,043. 01 4, 115, 386. 79 22,718, 353. 79 12 235, 302 43 9, ', 329, 943. ball 11.95 9.11 13. 27 
% Washington 66 4.075, 000. 00 1,985,915.99 | 6,060,915.99 | 2,310,205. 02 398, 499. 85 1,319, O33. O4 592, 7#2. 13 G18, 575. 0 oo 9.7 10. 21 15.18 | 86 
87 Seattle 6 4, 200, 000. 00 1, 370, 000. 00 5, 570,000.00 2,263, 475. 87 2s, 136. 02 1,375, 774. 73 (21, 565. 12 589, 000. 00 11. 16 10. 57 14.02 | 87 
88 Spokane 5 3, 400, 000. 00 765, 000. 00 4, 165,000.00 | 1,427,605. 47 178, 70:7. 29 874, 547. 24 374, 290. 94 3.56, 000. 00 8.99 8.55 | 10. 47 | 88 
89 Tacoma 2 500, 000. 00 850, 000. 00 | 1,350, 000. 00 449. 184 ‘ 87, 2th. 09 215, R22. O1 OF, OBS. 25 94, 000. 00 7.12 6. 96 | 18.80 | 89 
90 Oregon. ... 76 4,611,000. 00 2,003, 187.14 | 6,704,187. 14 | 2,002. 837.50 228, 490. Sti 1,041,513. 15 822, 833. 79 fi3R, 836. 19 12.27 9. 53 | 13. 86 | 90 
91 Portiand . 4 4,000, 000. 00 1,827,000.00 | 5,827,000.00 | 1,879,845. &3 317,441.19 949, 909. 24) 612, 495. 38 448, 158. 20 10, 51 7.00 11.20 | 91 
92 California 197 18, 872, 800. 00 7,931, 647.55 | 26,804, 447.55 | 7,891, 103. 62 684, 537. 27 4, 2to4, 739. 74 2,941, 820.61 | 1,769, 480. 00 10. 98 6. 60 9.38 | 92 
93 Les Angeles 9 6, 100, 000. 00 2,826,000.00 | 8, 926,000.00 | 2,987, 864.93 342, 3:30. 68 1, 529, O54. 66 1, 116, 477. 59 | 908, 250. 00 12. 51 10. 18 | 14.89 | 9 
4 San Francisco... . 9 2%, 250,000. 00 14, 805,000.00 | 43,055,000. 00 | 7,308, 656. 18 (44, 953. 44 3, 717, 068. 94 2, 046,033.80) 2, 205, 000. 00 6.84 5. 26 | 8.02 | & 
95 Idaho. 48 2,940,.000.00 | 1,392, 240. 90 4, 332,240.90 | 1,580,550. 84 203, 558. 89 915, R28. 57 461, 163.38 | 375, 100. 00 10. 64 R66 | 12.76 | 95 
96 Utah panes 17 1, 155, 000. 00 440,186.45 | 1, 505, 186.45 790, 162. 58 50, 895. 88 | 361, 120. 91 378, 145.79 240, 332. 65 23.71 15. 07 | 20.81 | 96 
97 Salt Lake C ity.. iccaaael 5 2, 150, 000. 00 965,000.00 | 3,115,000. 00 899, 180. 80 160, 822. 70 | (i206, 917.77 lil, 440. 33 166, 000. 00 3. 58 5.33 | 7.72 | 97 
Qs Nevada. : i 1,742, 000. 00 474,000.00 | 2,216,000. 00 560, 941. 39 128, 484i. 44 289, 174. 49 152, 280. 46 159, 020. 00 6. 87 7.18 | 9.13 | 8 
my Arizona.. 13 1, 105, 000. 00 725, 000. 00 | 1, 830, 000. 00 668, 758. 58 104, 815. 22 | 347, 532. 61 218, 410.75 127, 000. Ov 11.83 6.04 | 11.49 | 9 
100 Alaska.... 2 100, 000. 00 53, 500. 00 | | 153, 500. 00 157, 998. 81 95, 587. 44) | 91,541.33 SEEING Ni chyntdetacéivce | eee ee |--sssseeeeee 100 
Pacific States......... 70 —s 83, 200, 800. 00 38, 503, 678. 03 | 121, 704, 478. oe 33, 277, 461 7 3, 892, 58. OR 17, 970, 180. 45 “HM, 414, 104.34 8, 754, 852. 4 9. 38 7.19 | 10. 52 | 
=== = SS —=== = =- i =-————————S=S SS SS Eel Eb 

101-: Hawaii............ ; 4 610, 000 00°} f 864, 426 42 151, 47 6. 2 3, 145. 54 | 67,025. 60 81, 305. 48 44, 500. 00 9. 41 5.15 7.30 ‘101 

a ——— |— — — —_ —————— - —_—— >>. _«V -»Cr§rNamnm@=>=>@a=aESSSSS™__o0Nmoaoaoa9WL—lCohhlaSE_|_OSSSEe | =————_—— 
United States... 7,307 11,081, "383,425.00 | 1 704,346, 706. 70 | ! 1,735,7 30, 131 70 450,043, 250.08 | 42,256, 130 15 | 730, 516.71 | 149, 056, 603. 23 "120, 300, R72. 22 &. 59 6.93 11. 6 





iC epital ond curptus as shown a‘ the close of the year. 
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BANKING AND CURRENCY. 101 


Daily statement of the United States Treasury at close of business Sept. 16. 1918. 


CASH ASSETS AND LIABILITIES. 


GENERAL FUND. 


ASSETS, LIABILITIES, 
Cash. Current liabilities. 
In Treasury offices: 
. 2 See ere £48, 698,805.49 | Ln Treasury offices: 
Gold certificates................ (4, 872, 850. 00 Disbursing officers’ balances.... $76, 262, 786. 16 
Standard silver dollars.......... 3,740, 127.00 Outstanding warrants.......... 1, 823, 348. 93 
Silver certificates............. . 13,183,004. 00 Outstanding Treasurer’s checks. 7,476, 607.90 
United States notes............. 5,837,393. 00 Post Oflice Department balances 12,361, 628 16 
Treasury notes of 1890.......... 4, 488. 00 Postal-savings balances... ..... 1, 509, 009. 54 
Certified checks on banks....... 301, 582. 00 Judicial officers’ balances, ete... 6, 343, 080. 42 
National-bank notes............ 151, 792, 262. 02 Nutional-bank notes, redemp- 
Subsidiary silver coin........... 1S, 527, 844. 36 SOO Cnn xcvndecmienemion 20, 666, 426. 00 
Fractional currency ......... sons 347. 20 National-bank 5 per cent fund.. 28,071,077. 85 
eee ree A Assets of failed national banks.. 10, 110, 129. 54 
Silver bullion (available for sub- | Coupons and interest checks. ... 131, 107. 19 
sidiary coimage)........ 2,091, 539.21 | Miscellaneous (exchanges etc.). 7,171,832. 
—————_— = 
210, 658, 577.97 | ee asta 171,927, 124. 1a 
In national-bank depositaries: Subtract checks not cleared..... 23, 472, 913. 67 
To credit of Treasurer United — 
Us is ois Combe ----. 62,676, 478. 39 | 148, 454, 210. 45 
To credit of postmasters, judi- | In national-bank «<lepositaries: 
cial ollicers, etc............... (, 346, (20.86 | Judicial officers’ balances, etc... 6, 46, 620. 88 
In treasury, Philippines: | Outstanding warrants.......... 509, 200. 06 
To credit of Treasurer Unite! | In treasury, ’hilippines: 
Manas cavenssaessacen . 3,016, 856.05 | Disbursing officers’ balances.... 3, 430, 794. 73 
To credit of disbursing officers... 3, 430,796.73 | Outstanding warrants.......... 1, 291, 932. 00 
| 160, 032, 760. 10 
| Net balance .n general ftund........ 126, 096, 569. 90 


TOs ctrcaeece 286, 129, 330. 00 | FOO 6. 4 «+ «5300 eed dene ee eee 286, 129, 430. 00 


THE CURRENCY TRUST FUNDS THE GENERAL FUND, AND THE GOLD RESERVE 
FUND. 


Db 
ASSETS. LIABILITIES, 
Currency trust funds | Outstanding certificates: 
Gold coin....... ve $568), OLS, GOH 08 Gold certificates outstanding. £1, U4, 234, 169. 00 
CORE DUNG... oc ciccescecs 217,615, 205. 00) | Silver certificates outstand- 
-— + —- WE, so édsccassecncndensaee 488, 916, 000. 00 
SOU Min ccccdndses ..--. 1,084,234, 168. 00 | Treasury notes outstanding... 2,614, 000. 00 
Silver dollars... .. anne 488,916, 000.00 | 
Silver dellars of 1890..... 2,614, 000. 00 
lotal currency trust funds. 1,575. 764, 169. 00 Total outstanding certiti- 
Cates......... oe oheenn’ 1,575, 74, 169. 
General find: Total cash assets, | General fund liabilities and bal- 
as above......... wreaces ees ee ance: 
e | Total liabilities, as above 19, 2, 760, 10 
| Balance in 
| general 
fund, a > 
above..... $120), 096, 569. 9 
Gold reserve fund Gold reserve..... * 150, 000, 000. 00 
Gold coin.... LOO, OO OI | ee 
Gold bullion... ... ae 50, 000, 000. 00 Total net balances......... 276, 096, 569. 9O 
Grand total cash assets in 
lreasury...... cececcece 2,001, 993, 499.000 | 2, O11, 843, 499. UO 





' This includes $48, 118,368.02 which the Treasury has redeemed and tor which it will receive ;; yment 
‘rom national banks. 


* The act of July 14, 1890, provides that deposits made by nationai banks to redeem circulating note: 
shall be covered into the Treasury as misceilaneous receipts and that the Treasury shal! redeem trom the 
general cash the circulating notes which come into its possession subject to redemption 

* Reserved ayainst $346,651 016 of United States notes and 22.614 000 of Treasury notes of 1890. 
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102 BANKING AND CURRENCY. 


Bonds, Sept. 18, 19138. 


epee 














Londs held fur natio anks. 
| 
| | To secure deposits of 
, 4 | public moneys. 
tnds of bonds. | Rate of Total amount = y 
interest outstanding +. | ao 
| : o secure | | es 
| Fotal. | circulation. | ph at 
| Value at ate 8p 
par. | Proved by 
| depart- 
| | | ment. 
aN la ot asia catenin ee aid cam 
GOVERNMENT. 
U.S. loan of 1925, 
Ba oes 4 $11s, 480, 900 37, Gu, 400 £34, 190,700 | $3,601,700 | $3,601, 700 
. 5. loan of 1908- 
isa ieee par. | 3 th, 4S, 400 25, S01, 200 22, 132, 200 3,759,000 | 3,759,000 
. 3. Panama of | } 
I je pane ot 3 50, 000, 000 7, 20), 200 17, 2ti, 200 17, 206, 200 
“) U.S. consol of 1% | 
at par a ih seeNohs ate ; , 2 | (46, 250, 150 16, 521, S00 OS, 775, GOO | 12, 745, 400 | 12, 745, 400 
U. S. Panama of | 
ae at par..| 2 | 54, 031, 980 54, 249, 260 52,964,860 | 1,284, 500 1, 284, 500 
U. S. Panama of | | 
ne at par_.| 2 | 30, 000, 000 <Y, 424, 140 Js, 822, 140 | 602, 000 | 602, 000 
Philippine lu ; 
ilippine loans | | 
oe ree ee 16, 000, 000 5,967,000 1... ........1 5,987,000 | 5.967, 000 
Porto Kico loans | 
at par..... ‘ 5, 225, 00n oe ati eeip hoe | 1,821,000} 1,821, 000 
District of Colum- 
bia. »<os.8t DOr 3.65 6, W449, 650 633, OOO : ’ 033, 000 | 933, 000 
il. Territory of Ha- | | 
waii, 34 per cent 
bonds at 90 per 
cent of par: all | 
other Hawaiian 
bonds at market 
value not ex- 
ceeding par... ....| (') 6,515, 000 ig ansccecammne 1,998,000 | = 1, 950, 900 
MISCELLANEOUS. 
Philippine Rail- 
— oo 4 >, 551,000 [EON tT: .. ares 918,000 | 00, 271 
Manila Railroad 
11] Co., at 90 
*} cent o. market | 
value, not ex- i 
ceeding 9 per 
' bh CONE POF. ccccces 4 735.000 0.000 oe hel 10, 000 6, 750 
V. State, county,city 
and other securi- | 
Grasecivecakaes (*) x 4 ee eee 33, 609, 254 | 22,576, 305 
We sccanevee Pes Faee 1,013, 293, 140 $26, 630. S54 742,085,980) 84,545,054 73, 144, 029 





! Various. 
2 As security ior deposits made in connection with crop movement Government bonds are accepted at 
par, other bonds at 75 per cent of market value, and commercial paper at 65 per cent of face value. 

Other outstanding bonds, $186,662,2x%. 

When banks have occasion to withdraw bonds held Ly the Treasurer to secure deposits o! public moneys, 
the following shal' be the order of withdrawal: Group 1V, Group III, Group I!, and Group I. 

Bonds within a group may be interchanged by banks !! desired, but bonds in a lower group may not be 
substituted for those in a higher group, except that an initial substiution of bonds of a lower group for those 
of a higher group may be made to an amount not to exceed 30 per cent of the tota! security value of bonds 
held for a partieular bank. National-bank depositaries which have not as yet taken out the full amount 
of circulation authorized by law may withdraw United States 2°s and substitute for them bonds in Group 
II, provided the 2’s as withdrawn shall be used as security for additional circulation. 
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Paper currency of the United States, by denominations, outstanding June 80, 1912. 




















| ‘ | oe 
United Treasury National- Gold certifi: | Silver cer- 

Denominations. | States notes. | Trea 1890. ' bank notes. cates. tificates. Total. 
ios decsssduss $1,830,094 | $373, 606 eee. ues, | $161,327,436 | $163. 75, 624 
Militataasvacteus 1,374,959 241,744 WEE Tc odes oe eee. | 62,854, 116 64, 635, 131 
RES: 169,049,930 | GSN, 180, 141.565,470 |................ 227, 178, 187 538, 481,747 
OGG. hss. d; 114, 137,926 808.470 | 328, 508,870 £226, 435, 300 20. 757,611 600), 738, 177 
Se iittbin cide esee 12, 192, 432 434,970 224,856, 140 256, 496, 964 4,488,670 | 498, 469, 176 
GA Sokkaeoccee 1,841,375 | 14, 550 16, 373, 800 55, 053, 055 4,417,760 77,700, 540 
Gee eek 4, 696, 400 1683, 500 35, 032,350 80, 127, 550 480, 220 120, 503, 020 
Essie CSS. SMO MON ccs eies 89, 500 18, 239, 000 22,000 22, 820, 500 
SA GODS oc snd a seesi 38,077, 000 111,000 23,000 66, 765, 500 23, 000 104, 999, 500 
GN oc kcccsccckeokctt yes : syieem sch ete OS. GIO Y, 0b 2s cancun 95, 020, 000 
OS ee | 0: G08 1: 6.5 ice tekcee 241, 920, 000 | Fs dadebwetn 241, 9:30, 000 
Fractional eae bwih. Siskacea C2 tiss tGrd | SUCRE Fi 95. cde Jos -seseeeeeees iD). 684 
WOO ac5 | 347,081,016 | 2,929,000 | 747,007,714 1, 040, 057, 369 | 481, 549,000 | 2,619, 224,099 


Classification of cash in banks June 14, 1912. 


| 
7,372 national | 17,423 State, ete., 25,195 reporting 


Classification. banks. banks. banks. 


£89,194, 968. 96 | 
206, 465, 716. 00 


£149, 24, 417. 
S56, (2, ASO. 


7 
00 


$23%, 3N9, 3N6. 74 
563, 068, 096. 00 


ee 
Gold certificates 


Gold clearing-house certificates. ... Wi FR GREP: 5 cat asi cadak | NO, 479, 000. 00 
SO a di tends ne tcmxind dope sip hlle niale tall t 12, 637, 221. 00 10, $20, 174. 00 22, 957, 395. 00 
Silver certificates... . ae og i ..---| 138,569, 628. 00 55, S34, 541. 00 194, 374, 169. 00 
Subsidiary and minor coin... ... a 22, 555, 692. 6 15, 182, 315. 61 37, 738, 008. 29 
Legal-tender notes.......... | ISS, 440, 207.00 4.681,546.00 | 254, 122, 053. 00 


. 00 


ti), 717, 410. 00 
74, 543, 684. 40 


10%, 281, 687.00 
74, 543, 684. 40 


National-bank notes....... 
Cash not classified........ 


096, 142, 823. 


baeee 1,572, 953, 479. 43 


576, S10, 655. 97 


Distribution of money in the United States. 


| In circulation 











; Coin and other Coin and other Coin and other money | exclusive of coin 
Coin and | money in Treas- money in report- not in Treasury or | and other money 
Year other urs wsets.! ine banks.? banks | in Treasury as 
ended ee | assets. 
June )—' Unite |- i scithinnach aie aia ai Antal oa 
States. | , | 4 . , 
| Amount oaee Amount ann Amount au anita Amount camnt 
Millions.| Millions. Millions Millions. Millions 
1892. $1, 752. 2 $150.9 & 60 $586.4, 33.48 $1,014.9 7.92 $15. 50 | $1,401.3 £2460 
1883. . 1, 738. 3 142.1 &17 515.9 | 29.68 1,080.8 42.15 16.14) 1,506,7 24. 06 
1804..... 1, 805. 5 1442) 7.99 (88.9 | 38.17 972.4 53.84 14.21 1,661.3 24. 56 
1805..... 1,819.3 217.4) 11.95 ‘31.1 34. 96 £70, 8 53.38 13.89) 1,601.9 23. 24 
1806..... 1,799.9 293.5 | 16.31 531.8 | 29.55 974.8 54.14 13.65) 1,508.4 21.4 
a 1,906, 7 65. 7 13. % 628.2 | 32.94 1,012.8 ‘3.13; 13.87) 1,641.0 22, 92 
1808..... 2,073.5 35.7 11. 37 €87.7 | %3.17 1,150.1 5.4) 15.08 | 1,837.8 25, 19 
1899. . 2,190.0 2RA, 0 13. 04 723.2 | 3202 1, 180.8 3.92. 15.51 1,904.0 25. 62 
1900. .... 2, 339. 7 284. 6 12. 18 749.9 | 32.05 1, 305, 2 85.79 17.00 | 2,055. 1 26. % 
1901... 2, 3.1 07,8 12. 39 794.9 | %.02 1,380.4 55,59 | 17.75 | 2,175.3 27.98 
1902. . 2, 563. 2 213.9 12. 24 837.9 | 32.40 1,411.4 £5.07 17.90 | 2,249.3 2. 3 
1903. . 2, 684.7 317.9 | 11.80 848.0) 31.50 1,519.7 56.61 18.88 | 2,367.7 29. 42 
1904. 2,803.5 284. 3 10. 14 982.9! 35.08; 1,53843 5490 18.77 2,519.2 30. 77 
1905 . 2,883.1 295, 2 10, 24 987.8 | 34.27] 1,600.1 55.49 19.22 2,587.9 31.08 
1906. . 3, 069. 9 333. 3 10, 86 1,010.7 32.92 | 1,725.9 S&22 0.39 27366 32.32 
1907 . . 2,115.4 342, 4 11.00 1,196.5 5. 51 1, 666. 5 53.49 19.36 2,773.0 32, 22 
1908 . 3,378.8 24,8 10, O8 1,362.9 0.34) 1,675.1 49.58 19.15 3,068.0 24.72 
1909... 3, 404, 3 30,1 x, 81 1,444.3 42.4) | 1,661.9 48. 78 18. 68 3, 106.2 4.8 
1910.. 3, 419.5 317.2 0, 27 1,414.6 41.37 | 1,687.7 49.36 18.68 3,102.3 4.3 
1911 2, 455.9 741.9 o. 61 1,545.5 8.46) 1,668.5 “#93 $7.75 3,2140 4% 2 
WES b kn: 3, 648, 8 364. 3 9, ON 1, 563. 42.86 | 1,720.7 47.16 17.98 3,284.5 434 
' Public money in national-bank depositarie; to the credit of the Treasurer of the United States not 


included. 
? Money in banks of island possessivns not included. 
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PLANKS OF DEMOCRATIC AND REPUBLICAN PLATFORMS ON BANKING AND CUBRENCY 


SINC! 


Democratic. 


1896. 


Republican. 


ISG. 


INTEREST-BEARING BONDS. 


We are opposed to the issuing of 
interest-bearing bonds of the United 
States in time of peice, and condemn 
the trafficking with banking syndi- 
cates, which. in exchange for bonds 
end at an enormous profit to them- 
selves, supply the Federal Treasury 
with gold to maintain the policy of 
gold monometallism. 

AGAINST NATIONAL BANKS. 

Congress alone has the power to coin 
and issue money, and President Jack- 
son dechired that this power could not 
be delegated to corporations or indi- 
viduals. We therefore denounce the is- 
suiunce of notes intended to cireu- 
late “us money by national banks as 
in derogation of the Constitution, and 
we demand that all paper which ts 
made a legal tender for public and pri- 
vate debts, or which is receivable for 


FINANCE. 


The Republican Party is unre- 
servedly for sound money. It caused 
the enactment of the iaw providing for 
the resumption of specie payments in 
1879; since then every dollar has been 
as good as gold. 

We are unalterably opposed to every 
measure calculated to debase our cur- 
rency or impair the credit of our coun- 
try. We are therefore opposed to the 
free coinage of silver except by inter- 
national agreement with the leading 
commercial nations of the world. which 
we pledge ourselves to promote, and 
until such agreement can be obtained 
the existing gold standard must be pre- 
served. All our silver and paper cur- 
rency must be maintained at parity 
with geld. and we favor all measures 
designed to maintain inviolably the ob- 
ligations of the United States of all 
our money, whether coin or paper, at 
the present standard, the standard of 


dues to the United States, shall be is- | the most enlightened nations of the 
sued by the Government of the United | earth. 
States, and shall be redeemable in coin 

1900. 


THE CURRENCY BILL DENOUNCED. 


We denounce the currency bill en- 
acted at the last session of Congress as 
a step forward in the Republican policy 
which aims to discredit the sovereign 
right of the National Government to 
issue all money, whether coin or paper, 
und to bestow upon national banks the 
power to issue and control the volume 
of paper.money for their own benefit. 
A permanent nation:l-bank currency, 
secured by Government bonds, must 
have a permanent debt to rest upon, 
»nd if the bank currency is to increase 
the debt must also increase. The Re 
publican currency scheme is therefore 
a scheme for fastening upon the tax- 
payers 2 perpetual and growing debt. 

We are opposed to this private cor- 
poration paper circulated as money 
but without legal-tender qualities, and 
demand the retirement of the national- 
bank notes as fast as Government 


paper or silver certificates can be sub- 
stituted for them. 


FREE COINAGE OF SILVER OPPOSED. 


We declare our steadfast opposition 
to the free and unlimited coinage of 
silver. No measure to that end could 
be considered which was without the 
support of the leading commercial 
countries of the world. Ilowever 
firmly Republican legislation may seem 
to have secured the country against 
the peril of base and discredited cur- 
rency. the election of a Democratic 
President could not fail to impair the 
countly’s credit and to bring once more 
into question the intention of the 
Amerienn people to maintain upon the 
gold stundard the parity of their 
money circulation. ‘The Democratic 
Party must be convinced that the 
American people will never tolerate 
the Chicago platform. 








BANKING AND CURRENCY. 


105 


1904. 


1HE SOLD STANDARD MUST BE UPHELD. 

We believe it to be the duty of the 
Republican Party to uphold the gold 
standard and the integrity and value 
of our national currency. The main- 
tenance of the gold standard, estab- 
iished by the Republican Party, can 
not sifely be committed to the Demo- 
cratic Party, which vesisted its adop- 
tion, and has never given any proof 
since that time of bellef in it or fidelity 
to it. 


ION, 


BANKING. 


The panic of 1907, coming without 
any legitimate excuse, when the Re- 
publican Party had for a decade been 
in complete control of the Federal Gov- 
ernment, furnishes additional proof 
that it is either unwilling or Incompe- 
tent to protect the interests of the 
general public. It has so linked the 
country to Wall Street thet the sins of 
the specul:tors are visited upon the 
whole people. While refusing to res- 
cue the wealth producers from spolia- 
tion at the hands of the stock gamblers 
and speculators in farm products, it 
has deposited Treasury funds, without 
interest and without competition, in 
favorite banks. It hus used an emer- 
gency for which it is largely respon- 
sible to force througn Congress a bill 
changing the basis of bank currency 
and inviting market manipulation, and 
bus failed to give to the 15,000,000 de- 
positors of the country protection in 
their savings. 

We believe that in so far as the 
needs of commerce require an emer- 
gency currency, such currency should 
be issued and controlled by the Fed- 
eral Government and lonned on ade- 
quite security to national and State 
bunks. We pledge ourse!ver to legis- 
Intion ander which the national banks 
shall be required to establish a guar- 
anty fund for the prompt payment of 
the depositors of any insolvent na- 
tions! bank, under an equitable sys- 
tem which should be available to all 
State banking Institutions wishing to 
use it. 

We favor 2 postal savings: bank if 
the guaranteed bank can not be se- 
cured, vend believe that it should be 
go constituted as to keep the deposited 
money in the communities where the 
depositors live. But we condemn the 
policy of the Republican Party tn pro 
posing postal savings banks under a 
plan of conduct by which they will 


We approve the emergency mensure 
sdopted by the Government during the 
recent financial disturbance, and es- 
pecially commend the passage by Con- 
szress of the iw designed to protect 
the country froma repetition of such a 
stringency. The Republican Party is 
committed to the development of a per- 
nrinent currency system responding to 
our greater needs and the appointment 
of 2 national monetary commission by 
the present Congress which will im- 
partially investigate all the proposed 
methods and insure the early realiza- 
tlon of this purpose. 

‘The present currency laws have fully 
justified their adoption, but an ex- 
pinding commerce, ra marvelous growth 
in wealth and population, multiplying 
the centers of distribution, tnereasing 
the demand for the movement of crops 
in the West and South, and entailing 
periodic changes in the monetary con- 
dition. «disclose the need of a more 
elastic and adaptable system. Such 
nu system must meet the requirements 
of agriculturists, manufacturers, mer- 
chants, and business men lin general: 
must be sutomatie in operation, mini- 
mizing the fluctuations in the interest 
rates; and all must be in harmony 
with the Republican doetrine, which 
insists that every dollar shall be based 
vpon sind as good as gold, 


POSTAL SAVINGS. 
We favor the establishment of a 
postal savings bank system for the 


conventence of the people and the en- 
courngement of thrift. 
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aggregate the deposits of the rural 
communities and deposit the same 
while under Government charge in the 
banks of Wall’ treet, thus depleting 
the circulating medium of the produc- 
ing regions and unjustly favoring the 
speculative markets. 





AND CURRENCY. 


i912. 


BANKING LEGISLATION. 


We oppose the so-called Aldrich bill 
or the establishment of a central bank, 
und we believe the people of the coun- 
try will be largely freed from panics 
and consequent unemployment and 
business depression by such a system- 
utic revision of our banking laws as 
will render temporary relief in locall 
ties where such relief is needed, with 
protection from control or dominion by 
what is known as the Money Trust. 

Banks exist for the accommodation 
of the public and not for the control 
of business. All legisiation on the sub- 
ject of banking and currency should 
have for its purpose the securing of 
these accommodiutions on terms of ab- 
solute security to the public and of com- 
plete protection from the misuse of the 
power that wealth gives to those who 
possess it. 

We condemn the present methods of 
depositing Governmenr funds in a few 
favored banks, largely situated in or 
controlled by Wall Street, in return for 
political favors, and we pledge our 
party to provide by law for their de 
posit by competitive bidding in the 
banking institutions of the country, na- 
tional and State, without discrimina- 
tion as to locality, upon approved se- 
curities and subject to call by the Govy- 
ernment. 


RURAL. CREDITS. 


Of equal importance with the ques- 
tion of currency reform is the ques- 
tion of rural credits or agricultural 
finance. Therefore we recommend that 
an investigation of agricultural credit 
societies in foreign countries be made, 
eo that it may be ascertained whether 
a system of rural credits may be de- 
vised suitable to conditions in the 
United Stutes; and we also favor legis- 
lation permitting national banks to 
lean a reasonable proportion of their 
funds on real estate security. 

We recognize the value of vocational 
education and urge Feder:l appropria- 
tions for such training and extension 
teaching in agriculture in cooperation 
with the several States. 


BANKING AND CURRENCY. 


The Republican Party has always 
stood for u sound currency and sufe 
banking methods. It is responsible for 
the resumption of specie payment and 
for the establishment of the gold 
standard. It is committed to the pro- 
gressive development of our banking 
and currency system. Our banking 
arrangements to-day need further re- 
vision to meet the requirements of 
current conditions. We need meas- 
ures which will prevent the recurrence 
of money panics and financial disturb- 
ances and which will promote the pros- 
perity of business and the welfare of 
labor by producing constant employ- 
ment. We need better currency facill- 
ties for the movement of crops in the 
West and South. We need bunking 
arrangements under American auspices 
for the encouragement and better con- 
duct of our foreign trade. In attain- 
ing these ends the independence of in- 
dividual banks, whether organized 
under national or State charters. must 
be carefully protected, and our bauk- 
ing and currency system must be safe. 
guarded from any possibility of domi- 
nation by sectional, financial, or po 
litical interests. 

It is of great importance to the 
social and economic welfare of this 
country that its farmers have facilities 
for borrowing easily and cheaply the 
money they need to increase the pro- 
ductivity of their land. It is as im- 
portant that financial machinery be 
provided to supply the demand of 
farmers for credit as it is that the 
banking and currency systems be re- 
formed in the interest of general busi- 
ness. ‘Therefore we recommend and 
urge an authoritative investigation of 
agricultural credit societies and cor- 
porations in other countries and the 
passage of State and Federal laws for 
the establishment and capuble super- 
vision of organizations having for 
nnother purpose the loaning of fuads 
to farmers. 
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LAWFUL Money. 


Memorandum prepared for the Treasury Department by Mr. Broughton, 


TREASURY DEPARTMENT, 
OFFICE OF THE SECRETARY, 
Washington, August 22, 1913. 


The terms “lawful money “ and “ legal tender” are different names for the 
same thing. The term “lawful money” originated in the act of February 25, 
IS62. vuthorizing the issue of United States notes. It was probably used in sub- 
sequent acts, because the term was comprehensive and, notwithstanding the 
fact that gold and silver coins were not then in circulation, it would necessarily 
embrace them. as well as legal-tender notes, whenever specie payments should 
be resumed, However, commonly the term “lawful money” has been applied 
to the United States notes. “Legal tender” is a quality given a circulating 
medium by Congress, nnd possessing this quality it becomes “ lawful money.” 

The fact is interesting that the Continental Congress which authorized the 
issues of Continental currency did not ordain it legal tender, but asked the 
States to do so; it is stated all did so except Rhode Island. 

Act of February 25. 1862. authorizing the issue of United States notes: 
ss * * and such notes herein authorized shall be receivable in payment of 
all tuxes, internal duties, excises, debts, and demands of every kind due to the 
United States, except duties on imports, and of all claims and demands against 
the United States of every kind whatsoever, except for interest upon bonds and 
notes, which shall be paid in coin, and shall also be lawful money and a legal 
tender in payment of all debts, public and private, within the United States, ex- 
cept duties on imports and interest as aforesaid.” 


O 
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NoveMBeER 22, 1913.—Ordered to be printed, with the individual views of mem- 
bers of the committee. 


Mr. Hircnoock (for himself, Messrs. Netson, Bristow, CrawForp, 


McLean, and Weeks). from the Committee on Banking and Cur- 
rency, submitted the following 


VIEWS. 


[To accompany H. R. 7837.) 


The undersigned members of the Banking and Currency Com- 
mittee, constituting one-half of its membership, regret their inability 
to present to the Senate the majority report, which until lately ap- 
peared to be probable, on H. R. 7837, known as the Federal Reserve 
Act. 

We take leave, however, to present the following statement of our 
views and to recommend the passage of the bill with the amend- 
ments which we incorporate in the print of the bill which we have 
submitted. We also append hereto and ask to have printed herewith 
the bill as it would read if so amended. 

The House bill was received by the committee September 18 last 
past. We had commenced to hold hearings upon it prior to that 
time, and they were continued up to October 25. In these hearings 
many witnesses from all parts of the country, including bankers of 
all classes, merchants, business men, publicists, experts, and political 
economists, were examined. Much valuable information was ob- 
tained and many useful suggestions were made which greatly aided 
the committee in perfecting the bill. The testimony covers over 
39000 pages and has been printed for the use of the Senate. 

On October 27, following the close of the hearings, the committee 
went into executive session and began at once consideration of the 
vital provisions of the bill. Discussion was followed in each case 
by a vote in full committee on the vital provisions of the bill and, 
among others, the following important changes were tentatively de- 
cided on: 

By a vote of 6 to 4 the committee decided that the reserve board 
shall do the work of an organization committee. 

By a vote of 9 to 1 the Secretary of Agriculture was taken off the 
reserve board. 

By a vote of 8 to 2 the Comptroller of the Currency was taken off 
the board. 

By a vote of 9 to 3 the Secretary of the Treasury was retained 
upon the board. 


* 
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By a vote of 6 to 4 the membership of the reserve board was in- 
creased to nine and the term of members fixed at eight years, one re- 
tiring each year. , 

_ By a vote of 7 to 5 the number of Federal banks was reduced to 
four, and at one time this vote for four reserve banks stood 8 to 4. 

_ By a vote of 7 to 5 it was decided that the new system should, so 
far as possible, be owned by the people and that the stock should be 
offered to the public at par for 60 days, the banks being merely re- 
quired to underwrite the issue and take what the public did not 
subscribe for. 

By the same vote it was decided that the banking interests shall 
elect four directors and the Federal board representing the Govern- 
ment shall select five directors of each Federal reserve bank. 

By a vote of 10 to 2 it was decided that the capital stock of the 
regional banks shall be 6 per cent of the capital and surplus of the 
national banks in the district and, whether taken by the public or 
the banks, shall be paid for one-third cash, one-third in 30 days, and 
one-third in 60 days. 

‘By a vote of 8 to 4 it was decided that the Federal reserve notes 
ail be payable in gold. 

- a vote of 4 to 8 the effort to substitute bank notes guaranteed 
by the Government for United States notes was beaten. 

Thus we were going through the bill taking one important pro- 
vision after another and voting upon it in a nonpartisan spirit, and 
making such progress that it was hoped the bill could be reported by 
the 15th of this month. Consideration and decisions had been non- 
partisan in character in accordance with the views expressed in the 
open Senate October 9 by Senators on both sides of the Chamber. 

At this juncture, however, in the committee deliberations, a motion 
to reconsider one of the important questions was made and carried, 
and the whole subject was thrown open again. After several days of 
discussion it was found on taking a vote that the committee had be- 
come evenly divided and finally six of our colleagues on the com- 
mittee withdrew from our meetings and proceeded to consider the bill 
in separate session. We continued with the consideration of the bill, 
although lacking a quorum, accepting the decisions which had already 
been tentatively made in full committee as above specified. 

Waiving a strong preference which prevailed in committee in favor 
of a single Government bank with branches, we a the regional 
bank plan as the unly hopeful outlook for action by this Congress, but 
retained the amendment substituting 4 regional banks for 12. While 
the single Government bank plan Ache produce the only perfect 
mobilization of reserves, as has been demonstrated by the experience 
of other countries, the adoption of four regional banks under a single 
control will, it is thought, approximate this result and, in a country 
so large as ours, with so many banks, probably prove efficient. Every 
addition to this number of reserve Laake must inevitably tend to 


dissipate the reserves and weaken the sy-tem. The more reserve 
banks the less perfect will be the use of reserve funds, which means 
that asset currency will be issued with greater frequency and in 
larger volume. It will often happen with a system of 12 reserve 
bank® that a number of them will be calling for currency and charg- 
ing a high interest rate when other reserve banks will be in their dull 
season with slack demand for money and large balances. With four 
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reserve banks, each embracing a large territory served by branches 
and having a variety of climate and interests, this would rarely occur. 
Moreover, to cut the country up into many reserve districts means 
that most of the reserve banks would be comparatively weak and 
would not inspire confidence. They would not even equal in size 
some of their member banks supposed to depend on them. 

It would probably be difficult to sell to the public the stock in these 
small reserve banks because they might not be able to earn dividends 
and would probably be frequently compelled to call upon the stronger 
ones for assistance. 

In our opinion the ownership of the stock by the people is highly 
important. If $106,000,000 of stock in these four reserve banks 
can be sold to the public as a 5 per centum investment there will 
be thereby added to the banking capital of the United States that 
great sum of money. We think this very desirable. At present 
there is a deficiency in the banking capital.in many sections of the 
United States. The tendency of each bank has been to do as lar 
a volume of business on as small an amount of capital as possible 
for the purpose of maintaining dividends, and the result has been a 
growing disparity in the proportion of capital to deposits. To 
compel national banks to subscribe for the capital in the proposed 
reserve banks simply means the shifting of $106,000,000 of capital 
now actively employed with great efficiency and benefit to the public 
by the various banks to a place where the return is limited to 5 per 
centum. Such a contraction from the working capital would be to 
aggravate the evil now existing, and we greatly prefer the plan of 
bringing this new capital into the banking world and giving to 
small investors the tax-free, highly desirable 5 per centum invest- 
ment which they willeagerly take. In this way.tens of thousands 
of our people will be directly interested in this great Government- 
controlled banking system. ‘This is easily possible with a system of 
four reserve banks, and it is very doubtful with a larger number. 

It has seemed to us, moreover, wise that upon these reserve banks 
the Government should have a majority of the board of directors. We 
have, therefore, proposed an amendment giving the Government five 
and the banking interests four of these directors. 

In the division of earnings we have provided that after the pay- 
ment of 5 per cent dividends and the accumulation of a surplus 
the net profits, instead of being divided between the stockholders and 
the Government, shall be disposed of by giving the Government one- 
half and with the other half creating a depositors’ insurance fund, 
so that when a member bank shall fail in spite of this new system 
the depositors may be reimbursed out of these accumulated profits. 
This method levies a tax upon no bank, but it will add immensely to 
the feeling of confidence and security among depositors and stop 
bank runs. 

We have proposed that the national banks shall decide whether to 
join this new system or not within six months, as it has seemed to 
us that a vear is an unnecessary length of time. 

We have recommended that the size of the Federal reserve board 
be increased to nine, because of the vast interests which are intrusted 
to it, the great country which must be covered, and the many ques- 
tions and complaints which must be considered. We have thoucht 
also that every member of the board should give his whole time te 
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the work, and we have therefore excluded the Secretary of Agri- 
culture and the Comptroller of the Currency, the duties of whose 
offices already absorb all their time. 

We have extended the limit of commercial paper which may be 
discounted by Federal reserve banks from three months to six months, 
because we have found that thousands of banks in the West and 
in the South necessarily take six months’ paper because of the longer 
time required for agricultural processes than for the manufacturin 
and mercantile processes of the East. We have, however, provide 
that of the discounted paper of any bank not more than 50 per 
centum of it shall be for the long-time period, and we have sought 
to further limit this by providing that in no case can any bank have 
over $200,000 of paper discounted exceeding a maturity of 90 days. 

We have recommended an amendment by which every member 
bank is given, as a matter of right, the privilege of discount at its 
reserve bank to the amount of its capital stock at the lowest current 
rate of interest, providing it presents eligible paper. This is done 
to prevent discrimination against a bank and to make every bank 
feel certain that it will receive the benefits of the system. On the 
other hand, we have also recommended that a Federal reserve bank 
shall not discount the paper of any member bank to a greater extent 
than twice its capital stock. This is to prevent favoritism and undue 
expansion. We design, also, to place a check upon undue expansion 
of bank credits by providing that when a bank is allowed to discount 
porst to a greater amount than its capital stock it shall pay a 
uigher rate of discount. 

We have raised the reserve against notes in Federal reserve banks 
from 334 to 45 per cent because the experience of the great coun- 
tries of the werld and because our own experience with greenbacks 
has indicated that this limit is the safe one. We have provided, 
however, that in case of emergency the reserve board may authorize 
a reserve bank to fall below its limit of 45 per cent when it is neces- 
sary to give relief to member banks, but in such case it shall pay a 
tax for each 2$ per cent of deficiency. We have provided that the 
reserve against notes must be gold or gold certificates, and we have 
therefore recommended that the words “or lawful » oney ” in the 
House bill be stricken out. We .feel that no argument upon this is 
necessary, as it is obviously unsafe to provide that one Government 
obligation may be redeemed by another Government obligation. 

We have recommended that the reserve against deposits in reserve 
banks be raised from 334 per centum to 35 per centum, but that the 
reserve board may permit a bank in emergency to run its reserve 
down to 25 per centum, paying, however, a tax for each deficiency of 
24 per centum. This is thought to be desirable so as to make the re- 
serve less rigid. 

We think it would be undesirable to permit the Federal reserve 
board to have discretionary power in issuing currency to a Federal 
reserve bank which in all respects complies with the provisions of 
this act. We therefore recommend that the Federal reserve board 
shall issue reserve notes to any reserve bank which complies with 
the requirements as to gold reserve, as to the deposit of security, and 
conforms to the other provisions of this act. This is a necessary 
change because if we give the member banks the right to secure dis- 
counts of the Federal reserve bank it is necessary for the Federal 
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reserve bank to count on getting currency to meet the needs of busi- 
ness, provided, of course, the reserve bank can comply with the re- 

uirements as to gold reserve and security. By placing a limit to 
the amount of discounts that can be made by a reserve bank to any 
member bank we have placed a limit on excess. It should be noted 
also that the Federal reserve board has the power to check excessive 
loans and discounts by requiring reserve banks to raise their discount 
rates at any time. 

We have recommended a change in the section relating to the 
handling of individual checks by reserve banks under which banks 
collecting checks will still be permitted to make reasonable charges 
under regulations provided by the Federal reserve board. We have 
recommended changes in the refunding provisions of the bill. so that 
the reserve banks may utilize about $50,000,000 a year of their funds 
tor the purchase of 2 per centum Government bonds at par with in- 
terest. This will afford employment for funds which may otherwise 
be idle in the reserve banks; it will make a market for 2 per centum 
bonds at par and thus preserve the Government credit, and it will 
enable the retirement of that national-bank currency which national 
banks for any reason may desire to retire. We have then recom- 
mended that the 2 per centum bonds so acquired by the Federal 
reserve banks may be presented at the Treasury and exchanged for 3 
per centum one-year gold Treasury notes. Ordinarily these notes 
will be retained in the reserve banks and held as an investment. 
While the Government will be paying 1 per centum more interest 
than it pays on 2 per centum bonds it will also be receiving the sur- 
profits from the operations of the bank which will be an offset. 

hese 3 per centum one-year gold Treasury notes will be an invest- 
ment in ordinary times, but they will also afford a means to the 
reserve banks by which they can be useful in protecting the gold 
supply of this country. When gold exports are threatened or when a 
larger supply of gold is desired in this country. the reserve banks can 
sell these notes at home or abroad and bring the proceeds to the 
United States in gold, so as to maintain gold reserves. While the 
notes are one-year notes they are only such for the purpose of mak- 
ing them marketable, and the reserve banks will be under contract 
with the Treasury to renew them year by year for 20 years if desired. 

We have sought to mitigate the severity of the shock that might 
result from the rapid transfer of reserve when this bill is placed in 
operation by providing that the transfer shall be gradual over a 
period of 30 months. 

We have also felt justified in reducing the reserve which city banks 
are required to keep to 15 per centum, and in the case of country 
banks, while the reserve remains at 12 per centum, we have provided 
that only 4 per centum of this need be in Federal reserve banks, for 
the reason that country banks in the immediate future are likely to 
use the facilities of reserve banks to a less extent than the city banks. 
We recommend that national banks located outside of central reserve 
cities be permitted to use a portion of their time deposits for making 
five-year farm mortgages. This is done because the making of a 
farm mortgage for one year is an impracticable and useless privilege 
and because in practice it has been found entirely safe for Peal in 
agricultural neighborhoods to invest a part of their time loans in 
this way. 
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We have recommended that th a - : 
from the bill, as it disrupts e savings-bank provision be stricken 


L & practice now in safe and successful 
operation. 


We have recommended that the Aldrich-Vreeland Act be extended 
for one year, so that it shall expire in June, 1915. This we have done 


so as to bridge over the period of organization which will be ired 
to establish this new abe. : ett 


Respectfully submitted. 


Givpert M. Hircucock. 
Knute NELSON. 

JosePH L. Bristow. 
Cor I. Crawrorp. 

Geo. P. McLean. 

Joun W. WEEKs. 


The bill, if amended as suggested by our proposed amendment, will 
read as follows: 


H. R. 7837. 


AN ACT To provide for the establishment of Federal reserve banks, to furnish 
an elastic currency, to afford means of rediscounting commercial paper, to 


establish a more effective supervision of banking in the United States, and for 
other purposes. 


Be it enacted by the Senate and House 7 Representatives of the 
United States of America in Congress assembled, That the short title 
of this act shall be the “ Federal reserve act.” 

The terms “national bank” and “national banking association” 
used in this act shall be held to be synonymous and interchangeable. 
The term “member bank” shall be held to mean any national bank, 
State bank, or trust company which has become a member of one of 
the reserve banks created by this act. The term “board” shall be 
held to mean Federal reserve board; the term “ district ” shall be held 
to mean Federal reserve district; the term “reserve bank” shall be 
held to mean Federal reserve bank. 


FEDERAL RESERVE DISTRICTS. 


Sec. 2. That the Federal reserve board, hereinafter provided for, 
shall, as soon as practicable after their appointment and confirma- 
tion, designate from among the reserve ond ante reserve cities now 
established a number of such cities to be termed Federal reserve 
cities, and shall divide the continental United States into districts, 
each district to embrace one of such Federal reserve cities: Provided, 
That the districts shall be formed with due regard to the convenience 
and customary course of financial and commercial business in each 
district, and need not necessarily coincide with State or county 
boundaries. The districts thus established shall be known as Federal 
reserve districts, and each of them shall be designated by the name 
of the Federal reserve city located therein. The Federal reserve 
board shall, as soon as practicable after the said districts have been 
established, proceed to organize, conformable to the provisions of this 
act, in each Federal reserve city designated as aforesaid, a Federal 
reserve bank, which shall be known by the name of the city in which 
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it is established, as, for example, “ Federal reserve bank of Chicago.” 
Four Federal reserve cities, and appurtenant to them four Federal 
reserve districts, and no more, shall in the first instance be designated 
and established as such by the Federal reserve board: Provided, That 
after Federal reserve banks have been organized and in operation 
for a period of two years in said four Federal reserve cities, the 
Federal reserve board may, in its discretion, from time to time, 
designate not to exceed in all eight additional Federal reserve cities, 
with the requisite Federal reserve districts appurtenant thereto, and 
for that purpose may alter and change the limits and areas of exist- 
ing Federal reserve districts. There shall be allotted to ever 

national bank within a Federal reserve district, of the capital stoc 

of the Federal reserve bank of such district, a sum equal to six per 
centum of the fully paid-up capital stock and wuebiell such national 
bank, which stock so allotted shall be underwritten by said bank and 
for a period of sixty days after allotment be offered for subscripticn 
at par to the public at large, but no more than one hundred shares 
shall be allowed to be subscribed for or held by any person, firm, or 
corporation, and all of the allotted stock not subscribed for and taken 
by the public shall immediately be subscribed for and taken b 

the national bank to which the same was in the first instance allotted. 
The preparation, allotment, subscription to, and sale of stock shall be 
under the control of the board, which in case of oversubscriptien shall 
give preference to the smaller subscriptions. The national banks 
shall in the first instance act as agents of the Federal reserve board 
to take subscriptions from the general public and receive payment 
therefor which shall be held subject to the order of the board. That 
said stock subscription shall be paid for in gold coin or geld certi- 
ficates as follows: One-third at the time of subscription, one-third 
within thirty days, and one-third within sixty days thereafter. The 
board is hereby empowered to appoint such assistants, to subpeena, 
swear, and examine witnesses, to employ counsel and experts, and to 
incur such expenses as may be necessary for establishing, organizing, 
and putting in operation the Federal reserve banks and designating 
the Federal reserve cities and reserve districts provided for in this 
act, and such expenses shall be = by the Treasurer of the United 
States upon vouchers approved by the Secretary of the Treasury, 
and the sum of $100,000, or so much thereof as may be necessary, 1s 
hereby appropriated, out of any money in the Treasury not other- 
wise appropriated, for the payment of such expenses. Five members 


of the reserve board shall constitute a quorum with power to de 
business. 


STOCK ISSUES. 


Sec. 3. The capital stock of each Federal reserve bank shall be 
divided into shares of $100 each, and shall be without voting power. 
The Federal reserve board shall have power to prescribe regulations 
for the transfer of said stock. With the consent and approval of 
the board, reserve banks may establish such branch offices, within 
their respective districts, as they deem necessary to conform to the 
convenience and established course of business. 
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FEDERAL RESERVE BANKS. 


Sec. 4. When the Federal reserve board has established Federal 
reserve districts, as prescribed in section two of this act, the gov- 
ernor or vice governor of such board shall, under his hand and seal, 
execute a certificate designating the territorial limits of such districts 
and the Federal reserve city in each district, and shall file such cer- 
tificate with the Secretary of the Treasury. When such certificate 
has been executed and filed, as aforesaid, the board shall allot to 
each and every national bank stock in the reserve banks as prescribed 
in section two of this act, and when, conformable to section two of 
this act, an amount of such stock has been subscribed for in an 
Federal reserve district equal to $6,000,000, and one-third of suc 
subscription has been paid in, the board shall, by its governor or 
vice governor, under his hand and seal, issue a certificate in writing 
specifying the name and location of the reserve bank in such district, 
the territorial limits of the district, the amount of the capital stock 
subscribed, and the amount paid in on such subscription, and the 
name and amount of stock taken by each subscriber. Such certifi- 
cate shall be acknowledged before the clerk of a court of record, or 
a notary public, and shall be filed with the Secretary of the Treasury. 

Upon the filing af such certificate with the Secretary of the Treas- 
ury as aforesaid, the said reserve bank so formed shall become a body 
corporate and as such, and in the name designated in such organiza- 
tion certificate, shall have power— 

First. To adopt and use a corporate seal. 

Second. To have succession for a period of twenty years from its 
organization unless it is sooner dissolved by an act of Congress, or 
unless its franchise becomes forfeited by some violation of law. 

Third. To make contracts. 

Fourth. To sue and be sued, complain and defend, in any court of 
law and equity as fully as natural persons. 

Fifth. To appoint by its board of directors, elected as hereinafter 
provided, such officers as are not otherwise provided for in this act, 
to define their duties. require bonds of them and fix the penalty 
thereof, to dismiss such officers or any of them as may be appointed 
by them at pleasure, and to appoint others to fill their places. 

Sixth. To prescribe by its. beard of directors by-laws not incon- 
sistent with law regulating the manner in which its general business 
may be conducted and the privileges granted to it by law may be ex- 
ercised and enjoved. 

Seventh. To exercise by its beard of directors, or duly authorized 
oflicers or agents, all powers specifically granted by the provisions of 
this act and such incidental powers as shall be necessary to carry on 
the business of banking within the limitations prescribed by this act. 

No Federal reserve bank shall transact any banking business, ex- 
cept such as pertains to the perfection of its organization and man- 
agement, until two-thirds of its steck subscribed for has been paid in 
as prescribed in section two of this act. 

Every Federal reserve bank shall be conducted. managed, and con- 
trolled by a board of nine directors, five of whom shall be appointed 
by the Federal reserve board, and shall be known as directors “A,” 
and four ¢f whom shall be known as directors * B.” and who shall be 
selected and appointed by the member banks as follows: 
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As soon as practicable after a reserve bank has been incorporated 
as above provided, the board shall notify the member banks in said 
Federal reserve district to elect four directors within a certain date to 
be named in the notification. Said board shall supply to each mem- 
ber bank a blank for the purpose of recording the vote of said mem- 
ber bank. Each member bank shall vote for four “ B ” directors upon 
the blank so forwarded, shall certify that they are the choice of the 
board of directcrs of said member bank, which certificate shall be 
signed by the officers of said bank and forwarded to the board within 
the time which said board shall limit. Said beard shall canvass the 
ballots so received from said member banks and forward a certificate 
of the result to each of said member banks. The candidate for direc- 
tor receiving the largest number of votes shall be elected for four 
years ; the candidate for director receiving the second largest number 
of votes shall hold office for three years; the candidate for director 
receiving the third largest number of votes shall hold office for two 
years; the cendidate for director receiving the fourth largest number 
of votes shall hold office for one year. During each subsequent year, 
the election shall be held in the same manner except that each bank 
shall vote for only one director unless in case of vacancies, when the 
number to be elected shall be certified by the board to each member 
bank, and in such cases a plurality vote shall elect. 

No person shall be qualified to hold the office of director “A” or 
director “ B ” while he 1s an officer, director, stockholder, or employee 
of any other bank or of any trust company, and no person shall be 
appointed or electgd director who is not at the time of his appoint- 
ment or election an actual and bona fide resident of the Federal 
reserve district for which he is appointed or elected. The Federal 
reserve board shall designate and appoint one of said directors “A” 
as chairman of the board of directors, who shall be known as “ Fed- 
eral reserve agent.” Directors “A” shall hold their offices for four 
years. except the Federal reserve agent, who shall hold his office at 
the pleasure of the board. Of the directors “A” first selected one 
shall hold office for one Year, one for two years, one for three years, 
and one for the full term of four vears, as designated by the board. 
Directors “ B” shall hold their offices for four years, except that as 
fo the first election one shall be elected for one year, one for two 
vears. one for three vears, and one for four years. 

The salaries of the directors shall be fixed by the board and shall 
be payable from the revenues of the Federal reserve bank of which 
they are directors. The board of directors shall have authority to 
tix the salaries and wages of all the employees of their bank. 

Vacancies that occur in either class of directors of reserve banks 
nay be filled in the manner provided for the original selection of 
such directors, the men so selected to hold office for the unexpired 
terms of their predecessors. 

Upon its own initiative, for cause, or upon written complaint un- 
der oath presented by ten or more member banks charging any di- 
rector of a reserve bank with incompetency, dishonesty, or other mat- 
ter affecting his efficiency as a director, the board shall have the 
power, after hearing and proof and pursuant to a written notice 
specifying the grounds thereof, to remove such director. The ac- 
cused director shall be allowed thirty days in which to make defense 
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thereto. Pending the hearing the board may within its discretion 
suspend the accused director. 


INCREASE OF CAPITAL. 


Sec. 5. That the capital stock in the reserve banks shall be main- 
tained as nearly as practicable in an amount equal to six per centum 
of the capital and surplus of the member banks in said district, and 
the board is authorized from time to time to sell to the public such 
additional stock in any reserve bank as may be required to main- 
tain this proportion. The price at which said stock shall be offered 
to the public shall be at its fair market value, but in no case below 
p Any bank applying for membership in a reserve bank shall 

required by the board to underwrite, at the price fixed by the 
board, such an amount of —— stock in said reserve bank equal to 
six per centum of the capital and surplus of such applying bank, as 
may be allotted to it by the board, and to purchase and pay for such 
portion of said allotment as may not be purchased hy the public, as 
provided for in this act. 

When the capital stock of any reserve bank has been increased, the 
board shall certify the same to the Secretary af the Treasury. 

Sec. 6. That in case the Federal reserve board shall decide, after 
two years’ operation of the reserve banks first established, that one 
or more additional banks herein authorized should be established it 
shall make the necessary change in lines of existing districts, desig- 
nate the new reserve city or cities, and notify the member cea 
affected by such change to associate themselves with the new reserve 
bank or banks and change the deposit of their reserves accordingly. 
Stockholders in previously established reserve banks affected by the 
change shall be invited to exchange a portion of their stock certifi- 
cates as indicated by the reserve board, and for all stock so exchanged 
the reserve board shall direct the transfer to the new reserve bank or 
banks from the old reserve bank or banks of the corresponding 
amount of cash capital in gold. 

If sufficient stock certificates are not thus exchanged the reserve 
board may offer to the general public at par stock in the newly cre- 
ated district or districts to an amount necessary to make up the dif- 
ference. 

As an inducement to make the exchange of stock the reserve board 
may direct that the stock of the old reserve bank or banks so ex- 
changed shall be entitled to payment in cash of its share of the ac- 
cumulated surplus. 


DIVISION OF EARNINGS. 


Sec. 7. That after the payment of,all necessary expenses and taxes, 
including its share of the expenses of the Federal reserve board, the 
stockholders of each Federal reserve bank shall be entitled to receive 
an annual dividend of five per centum on the paid-in capital stock, 
which dividend shall be cumulative. Net earnings over and above 
expenses and the aforesaid dividend shall be applied as follows: 
‘Twenty-five per centum of such net earnings to be carried to a surplus 
fund until such fund shall amount to twenty per centum of the 

aid-in capital stock of such reserve bank, and thirty-seven and one- 
aif per centum of said net earnings shall be set aside in a trust 
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fund to be known as the depositors’ insurance fund and shall be 
used for the payment of the depositors of insolvent member banks 
under rules and regulations made by the board. When, in the judg- 
ment of the board, there has been accumulated in such depositors’ 
insurance fund a sufficient sum fully to insure the payment of the 
depositors of insolvent member banks, the board shall have power 
to suspend the setting aside and accumulation of the said thirty-seven 
and one-half per centum of such earnings, and thereafter such thirty- 
seven and one-half per centum of such — shall be paid to 
the United States, except that in the event the depositors’ insurance 
fund is depleted by the payment of depositors of insolvent member 
banks such fund shall be replenished by again setting aside such 
thirty-seven and one-half per centum of the earnings or so much 
thereof as, in the judgment of the board, may be necessary. The 
remaining net earnings shall be paid to the United States: Provided, 
That the amount so paid shall be applied to the purchase, at par, 
with accrued interest, of the two per centum bonds of the United 
States, said bonds then to be retired; or if such bonds can not be so 

urchased said amount shall be applied to the purchase of other 
interest-bearing obligations of the United States, which obligations 
shall thereupon be retired. 

Every Federal reserve bank incorporated under the terms of this 
act and the capital stock therein and the income derived therefrom 
shall be exempt from Federal, State, and local taxation, except in 
respect to taxes upon real estate. 

Sec. 8. That within six months after a national bank shall have 
been notified by the Federal reserve board of its allotment of stock 
under section two of this act, said national bank shall hold a meetin 
of its stockholders and decide by a majority vote whether it will 
become a member bank under the terms of this act or whether it will 
give up its charter as a national bank. In case the stockholders of 
said national bank shall decide that said national bank shall become 
a member bank, the officers of said bank, upon a blank provided by 
the board, shall forward the formal acceptance by said national 
bank of the terms of this act to the board, properly attested before 
a notary public. In case any national bank shall fail to forward its 
acceptance to the board within six months from the time said board 
makes the allotment of stock to said bank, it shall be deemed to have 
declined to become a member bank and shall thereupon have six 
months within which to surrender its charter and abandon its exist- 
ence as a national bank. In any case, however, every national bank 
shall be and is required to accept the allotment of stock as provided 
in section two, which stock may be freely sold and disposed of as 
ether assets of the bank: Provided, however, That any national bank 
acting as a reserve agent in a reserve or central reserve city shall be 
required to accept the terms of this act within six months from the 
date of notification of its allotment of stock, or, upon failure to do so, 
shall cease to be a reserve agent for national banks 

Sec. 9. That any bank or banking association incorporated by 
pein! law of any State or of the United States, or organized under 
the general laws of any State or the United States, and having an 
unimpaired capital sufficient to entitle it to become a national 
banking association under the provisions of existing laws, may, 
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by the consent in writing of the shareholders owning not less than 
fifty-one per centum of the capital stock of such bank or banking 
association, and with the ee of the Comptroller of the Cur- 
rency, become a national banking association under its former name 
or by any name approved by the comptroller. The directors thereof 
may continue to be the directors of the association so organized until 
others are elected or appointed in accordance with the provisions 
of the law. When the comptroller has given to such bank or bank- 
ing association a certificate that the provisions of this act have been 
complied with, such bank or banking association and all its stock- 
hol ers, officers, and employees shall have the same powers and 
privileges and shall be subject to the same duties, liabilities, and 
regulations, in all respects, as shall have been prescribed by this act 
or by the national banking act for associations originally organized 
as national banking associations. 


STATE BANKS AS MEMBERS, 


Sec. 10. That from and after the passage of this act any bank 
or banking association or trust company incorporated by special law 
of any State, or organized under the general laws of any State or the 
United States, may make 4 pe to the Federal reserve board 
to become a member of the Federal reserve bank organized or to be 
organized within the Federal reserve district where the applicant 
is located. The Federal reserve board, under such rules and regula- 
tions as it may eerie subject to the provisions of this act, shall 
permit such applying bank to become a member of the Federal re- 
serve bank of the district in which such applying bank is located, 
in which case stock shall be allotted to it as provided in this act. 

No such applying bank shall be admitted to membership in a Fed- 
eral reserve bank unless it possesses a paid-up unimpaired capital 
sufficient to entitle it to become a national banking association in the 

lace where it is situated, under the provisions of the national bank- 
ing act, and it shall thereafter be required to make the same reports 
and be subject to the same examination and supervision as national 
ee associations and subject also to the reserve requirements of 
this act. 

If at any time it shall appear to the Federal reserve board that 
a member bank has failed to comply with the provisions of this 
act or the regulations of the Federal reserve board, it shall be within 
the power of the said board, after due hearing, to suspend or expel 
the said bank from membership. The Federal reserve board may 
restore membership upon due proof of compliance with the condi- 
tions imposed by this act. 


FEDERAL RESERVE BOARD. 


Sec. 11. That the President of the United States shall apport, by 
and with the advice and consent of the Senate, a Federal reserve 


board consisting of eight members, in addition to whom the Secretary 
of the Treasury shall be an ex officio member. Of the eight members 
appointed in the first instance, the President shall oppoint one for 
a term of one year, one for a term of two years, one for a term of 
three years, one for a term of four years. one for a term of five years, 
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one for a term of six years, one for a term of seven years. and one 
for a term of eight years, and thereafter all appointments shall be 
made for a term of eight years. Not less than one nor more than 
three of said members shall be appointed from any one Federal 
reserve district. Appointments to fill vacancies in the board shall 
be for the unexpired term and may be made by the President when 
the Senate is not in session, which appointments shall expire at the 
end of the next session. In selecting members of the reserve board 
consideration shall be given to experience in commerce and banking. 
The eight members of the Federal reserve board thus oe by 
the President shall devote their entire time to the work and duties 
of the board and shall not while in office be officers, directors, or 
employees of any bank or trust company. nor hold stock in any such 
institution, and they shall each receive a salary of $12,000 per vear, 
payable monthly out of the Treasury of the United States upon the 
order or warrant of the Secretary of the Treasury. The President 
shall designate, other than the Secretary of the Treasury. one member 
of said board as governor thereof, and one member as vice governor 
thereof who shall act in place of the governor during his disability 
or absence. The governor shall be the active executive and presiding 
officer of the board. The Secretary of the Treasury shall provide the 
necessary office rooms for said board in the Treasury Depaxtinent 
Building, or the board may select quarters elsewhere in the city of 
Washington if sufficient office room can not be found in said building. 
The said board shal! hold its office in the city of Washington, District 
of Columbia. The first meeting of the board shall be held as soon as 
may be, upon the call of the Secretary of the Treasury, at a time 
and place designated by him. 

The Federal reserve board shall have power to levy semiannually 
upon the Federal reserve banks. in proportion to their capital stock 
an< surplus, “un rssessment sufficient to pay its estimated expenses 
and salaries for the half year succeeding the levying of such assess- 
ment, together with any deficiency carried forward from the pre- 
ceding half year. 


The Federal reserve board shall annually make a full report of its 
Ree to the Congress. 

Section three hundred and twenty-four of the Revised Statutes of 
the United States shall be amended so as to read as follows: “ There 
shall be in the Department of the Treasury a bureau charged with 
the execution of all laws passed by Congress relating to the issue and 
regulation of national currency secured by United States bonds and, 
under the general supervision of the Federal reserve board, of all 
Federal reserve notes, the chief officer of which bureau shall be called 
the Comptroller of the Currency, and shall perform his duties under 
the general direction of the Secretary of the Treasury.” Nothing in 
this act contained shall be construed as taking away any powers here- 
tofore vested by law in the Secretary of the Treasury which relate to 
the supervision, management, and control of the Treasury Depart- 
ment and the bureaus under such department. 

Sec. That the Federal reserve board hereinbefore established 
shall be authorized and empowered: 

(a) To examine at its discretion the accounts, books, and affairs 
of each Federal reserve bank and of each member bank and to re- 
quire such statements and reports as it may deem necessary. The 
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said board shall publish once each week a statement showing the 
condition of each Federal reserve bank and a consolidated statement 
for all Federal reserve banks. Such statements shall show in detail 
the assets and liabilities of such Federal reserve banks, single and 
combined, and shall furnish full information regarding the amount 
and character of the money held as reserve and the amount, nature, 
and maturities of the paper and other investments owned or held by 
Federal reserve banks. 

(b) To permit or require, in time of emergency, Federal reserve 
banks to rediscount the discounted prime commercial paper of other 
Federal reserve banks, at least six members of the Federal reserve 
board being present when such action is taken and all present con- 
senting to the requirement. In such case the Federal board shall fix 
a special rediscount rate of not more than three per centum in excess 
of the discount rate of the accommodated reserve bank. 

(c) ‘To supervise and regulate the issue and retirement of Federal 
reserve notes and to prescribe the form and tenor of such notes. 

(b) To add to the number of cities classified as reserve and cen- 
tral reserve cities under existing law in which national banking asso- 
ciatians are subject to the reserve requirements set forth in this act; 
or to reclassify existing reserve and central reserve cities or to 
terminate their Sane aa as such. 

(e) To require the writing off of doubtful or worthless assets 
upon the books and balance sheets of Federal reserve banks. 

(f) To require bonds of Federal reserve agents for the faithful 
performance of the duties of their office. 


FEDERAL ADVISORY COUNCIL. 


Sec. 13. There is hereby created a Federal advisory council, 
which shall consist of as many members as there are Federal reserve 
districts. Each Federal reserve bank, by its board of directors, shall 
annually select from its own Federal reserve district one member 
of said council, who shall receive such compensation and allowances 
as may be fixed by the board of directors, subject to the approval of 
the Federal reserve board. The meetings of said advisory council 
shall be held at Washington, District of Columbia, at least four times 
each year, and oftener if called by the Federal reserve board. The 
council may select its own officers and adopt its own methods of 

rocedure, and a majority of its members shall constitute a quorum 
Sip the transaction of business. Vacancies in the council shall be 
filled by the respective reserve banks, and members selected to fill 
vacancies shall serve for the unexpired term. 

The Federal advisory council shall have power by itself or 
through its officers (1) to meet and confer directly with the Federal 
reserve board on general business conditions; (2) to make oral or 
written representations concerning matters within the jurisdiction 
of said board; (3) to call for complete information and to make 
recommendations in regard to discount rates, rediscount business, 
note issues. reserve conditions in the various districts, the purchase 
and sale of gold or securities by reserve banks, open-market oper- 
ations by said banks. and the general affairs of the reserve banking 
system. 
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Sec. 14. That any Federal reserve bank may receive from /_ 
member bank and from the United States deposits of current funds 
in lawful money, national-bank notes, Federal reserve notes, and 
checks and drafts upon solvent member banks of the Federal reserve 
system, payable upon presentation; and, solely for exchange purposes, 
may receive from other Federal reserve banks deposits of current 
funds in lawful money, national-bank netes, and checks and drafts 
upon solvent member or other Federal reserve banks, payable upon 
presentation. Reserve banks shall not pay interest on deposits. 

Upon the indorsement of any member bank with a waiver of 
demand notice and pe any Federal reserve bank may discount 
notes, drafts, and bills of exchange arising out of actual commercial 
transactions; that is, notes, drafts, and bills of exchange issued or 
drawn for agricultural, industrial, or commercial purposes, or the 
proceeds of which have been used, or may be used, for such purposes, 
the Federal reserve board to have the right to determine or define 
the character of the et thus eligible for discount, within the 
meaning of this act; nothing herein contained shall be construed to 
prohibit such notes, drafts, and bills of exchange, secured by staple 
agricultural products, or other goods, wares, or merchandise from 
being eligible for such discount; But such definition shall not include 
notes, drafts, or bills covering merely investments or issued or 
drawn for the purpose of carrying or trading in stocks, bonds or 
other investment securities, except bonds and notes of the Govern- 
ment of the United States and interest-bearing obligations of its 
dependencies the principal and interest of which have been guar- 
anteed by the United States. Notes and bills admitted to discount 
under the terms of this paragraph must have a maturity at the time 
of discount of not more than one hundred and eighty days: Pro- 
vided, however, That not more than fifty per centum of the paper 
discounted for any member bank shall letie a maturity exceeding 
ninety days and in no case shall any member bank have more than 
$200,000 of rediscounts having a maturity longer than ninety days. 

Any Federal reserve bank may discount acceptances of member 
banks which are based on the exportation or importation of goods 
and which have a maturity at time of discount of not more than 
six months and of acceptances based on domestic shipments of goods 
and which have a maturity at time of discount of not more than four 
months and bear the signature of at least one member bank in addi- 
tion to that of the acceptor. The amount so discounted shall at no 
time exceed one-half the capital stock of the bank for which the 
rediscounts are made. 

The aggregate of such notes and bills bearing the signature or 
indorsement of any one person, company, firm, or corporation re- 
discounted for any one bank shall at no time exceed ten per centum 
of the unimpaired capital and surplus of said bank; but this restric- 
tion shall not apply to the discount of bills of exchange drawn in 
good faith against actually existing values. 

Any national bank may, at its discretion, accept drafts or bills of 
exchange drawn upon it and growing out of transactions involving 
the importation or exportation of goods having not more than six 
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months to run or growing out of the domestic shipment of goods and 
having not more than four months to run; but no bank shall accept 
such bills to an amount equal at any time in the aggregate to more 
than the par value of its paid-up and unimpaired capital: 

The Federal reserve board may authorize the reserve bank of the 
district to discount the direct obligations of member banks, secured 
by the pledge and deposit of satisfactory securities; but in no case 
shall the amount so loaned by a reserve bank exceed three-fourths 
of the actual market value of the securities so pledged or one-half 
oe eens of the paid-up and unimpaired capital of the member 

ank. 

The rediscount by any Federal reserve bank of any bills receivable 
und of domestic and foreign bills of exchange shall be subject to such 
regulations as may be imposed by the board. The discount provi- 
sions of this act shall be equitably extended to all of its member 
banks by each reserve bank upon equal terms, and each member bank 
shall be entitled as a matter of right to the rediscount of eligible 
paper to the full amount of its capital stock upon the lowest current 
rate of discount, and no member bank shall be permitted to discount 
an amount of 2 exceeding the amount of its capital stock except 
upon payment of a higher rate of discount, the increase in rate of 
discount to be one per centum for an additional fifty per centum of 
discounts or part thereof and two per centum for all in excess. In 
no case shall a Federal reserve bank discount paper for a member 
bank in excess of twice the amount of its capital stock without special 
authority by the board. 


OPEN-MARKET OPERATIONS. 


Sec. 15. Any Federal reserve bank may, under rules and regula- 
tions prescribed by the Federal reserve board, purchase and sell in 
the open market, either from or to domestic or foreign banks, oe, 
corporations, or individuals, prime bankers’ bills, and bills of ex- 
change of the kinds and maturities by this act made eligible for re- 
discount, and cable transfers. 

Every Federal reserve bank shall have power (a) to deal in gold 
coin and bullion both at home and abroad, to make loans thereon, 
and to contract for loans of gold or bullion, giving therefor, when 
necessary, acceptable security, including the hypothecation of inter- 
est-bearing obligations of the United States: (b) to buy and sell 
interest-bearing obligations of the United States and of its dependen- 
cies when payment of principal and interest is guaranteed by the 
United States, and bonds or warrants of any State, county, or munici- 
pality, or short-time interest-bearing obligations issued by foreign 
governments, with a maturity from date of purchase of not exceeding 
one year, such purchases to be made in accordance with rules and 
regulations prescribed by the Federal reserve board; (c) to purchase 
from a member bank and to sell, with or without its own indorse- 
ment, bills of exchange arising out of commercial transactions, as 
hereinbefore defined: (d) to establish publicly from time to time, 
subject to review and determination of the Federal reserve board, a 
rate of discount to be charged by such bank for each class of paper. 
which shall be fixed with a view of accommodating the commerce 
of the country and promoting stability in business; and (e) establish 
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accounts with other reserve banks and with the consent of the Fed- 
eral reserve board, to open and maintain banking accounts in foreign 
countries and establish agencies in such countries wheresoever it ma 
deem best for the purpose of purchasing, selling, and collecting bills 
of exchange, letters of credit, and travelers’ checks, and to buy and 
sell with or without its indorsement, through such correspondents 
or agencies, bills of exchange arising out of commercial transactions 
which have not exceeding ninety days to run and which bear the 
signature of two or more responsible parties. 


GOVERN MENT DEPOSITS. 


Sec. 16. That all moneys now held in the general fund of the 
Treasury, except the five per centum fund for the redemption of out- 
standing national-bank notes and the funds provided in this act for 
the redemption of Federal reserve notes, shall, upon the direction of 
the Secretary of the Treasury, be deposited in Federal reserve banks, 
which banks shall act as fiscal agents of the United States; and there- 
after the revenues of the Government shall be eegnaray deposited 
in such banks and disbursements shall be made by checks drawn 
against such deposits. 

The Secretary of the Treasury shall, subject to the approval of 
the Federal reserve board, from time to time apportion the Govern- 
ment deposits among the said Federal reserve banks, in proportion 
to their capital stock as far as practicable: Provided, That for the 
purposes of collection and transfer only the Secretary of the Treas- 
ury may designate national banks as Government depositories. 


NOTE ISSUES. 


Src. 17. That Federal reserve notes, to be issued under authority 
of the Federal reserve board for the purpose of making advances to 
Federal reserve banks as hereinafter set forth and for no other pur- 
pose, are hereby authorized. The said notes shall be obligations of 
the United States and shall be receivable for all taxes, customs, and 
other public dues but shall not be held as reserves by member banks 
or by a reserve bank. They shall be redeemed in aa on demand at 
the ‘Treasury Department of the United States, in the city of Wash- 
ington, District of Columbia, or at any Federal reserve bank. 

Any Federal reserve bank may, upon vote of its directors, make 
application to the local Federal reserve agent for such amount of the 
Federal reserve notes hereinbefore provided for as it may require. 
Such application shall be accompanied with a tender to the local 
Federal reserve agent of collateral security in amount equal to the 
sum of the Federal reserve notes thus applied for and issued pur- 
suant to such application. The collateral security thus offered shall 
be notes and bills accepted for rediscount under the provisions of this 
act, and the Federal reserve agent shall each day notify the Federal 
reserve board of all issues and withdrawals of Federal reserve notes 
to and by the Federal reserve bank to which he is accredited. The 
said Federal reserve board shall be authorized at any time to call 
upon a Federal reserve bank for additional security to protect the 
Federal reserve notes issued to it. 
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Whenever any reserve bank shall pay out or disburse Federal re- 
serve notes issued to it as hereinbefore provided, it shall segregate 
and turn over to its reserve agent gold coin or gold bullion or United 
States gold certificates to the amount of the face value of the notes 
so outstanding, or, at its option, shall segregate and turn over to the 
reserve agent gold coin or gold bullion or United States gold cer- 
tificates to the amount of forty-five per centum of such face value 
and in addition thereto collaterals consisting of promissory notes and 
bills accepted for rediscount under the provisions of this act, or re- 
funding notes of the United States hereinafter provided for, or both 
such collaterals and refunding notes equal at their face value to one 
hundred-per centum of the face value of the notes so outstanding. 
Such collaterals may be exchanged from time to time for other col- 
laterals of like quality and of equal face value or refunding notes 
within the limitations aforesaid: Provided, That whenever and so 
long as such reserve shall fall and remain below forty-five per centum 
the reserve bank shall pay a special tax upon the deficiency of reserve 
at a rate increasing in proportion to such deficiency, as follows: For 
each two and one-half per centum or fraction thereof that the reserve 
falls below forty-five per centum a tax shall be levied at the rate of 
one per centum per annum: Provided further, That no additional 
circulating notes shall be issued whenever and so long as the amount 
of such reserve falls below thirty per centum of its outstanding notes: 
Provided, That the amount of such tax paid by the bank during a 
fiscal year shall be charged to the member banks in its distriet in 
proportion to their average discounts during that year. Notes so 
paid out shall bear upon their faces a distinctive letter and serial 
number, which shall be assigned by the Federal reserve board to each 
Federal reserve bank. Whenever Federal reserve notes issued 
through one Federal reserve bank shall be received by another Fed- 
eral reserve bank they shall be returned promptly for redemption to 
the Federal reserve bank through which they were originally issued. 
No Federal reserve bank shall pay out notes issued through another 
under penalty of a tax of ten per centum upon the face value of notes 
so paid out. Notes presented for redemption at the Treasury of the 
United States shall be paid out of the redemption fund and shall not 
be reissued except upon compliance with the conditions of an original 
issue. 

Federal reserve banks shall maintain on deposit in the Treasury 
of the United States a sum in gold equal to five per centum of such 
amount of Federal reserve notes as may be issued to them and out- 
standing under the provisions of this act, and such additional sums 
as the Secretary of the Treasury may from time to time decide to 
be necessary, not exceeding in the aggregate ten per centum, but such 
deposit of gold, which shall be segregated and maintained as a trust 
fund, shall be counted and included as part of the reserve against 
said notes. The said board shall grant the application of any Fed- 
eral reserve bank for Federal reserve notes, provided said reserve 
bank complies with the requirements of this act as to gold reserve and 
collateral security and otherwise conforms to its provisions. The 
bank shall be charged with the amount of such notes, which, upon 
delivery, shall become a first and paramount lien on all the assets of 
such bank. 
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Any Federal reserve bank may at any time reduce its liability for 
outstanding Federal reserve notes by redeeming the same and de- 
positing them with its Federal reserve agent, who shall forward 
them to the Treasury for retirement. 

In order to furnish suitable Federal reserve notes the Comptroller 
of the Currency shall, under the direction of the Secretary of the 
Treasury. cause plates and dies to be engraved in the best manner 
to guard against counterfeits and fraudulent alterations, and shall 
have printed therefrom and numbered such quantities of such notes 
in blank of the denominations of $5, $10, $20, $50, $100, $500, $1,000, 
as may be required to supply the reserve banks entitled to receive 
the same. Such notes shall be in form and tenor provided for in 
this act. 

When such notes have been prepared. they shall be deposited ip 
the Treasury, or in the subtreasury of the United States nearest 
the place of business of each reserve bank, and shall be held for the 
use of such bank, subject to the order of the Federal reserve board 
for their delivery, as provided by this act. 

The plates and dies to be procured by the Comptroller of the Cur- 
rency for the printing of such circulating notes shall remain under 
his control and direction, and the expenses necessarily incurred in 
executing the laws relating to the procuring of such notes, and all 
other expenses incidental to their issue and retirement, shall be paid 
by the reserve banks, and the Federal reserve board shall include in 
its estimate of expenses levied against the reserve banks a sufficient 
amount to cover the expenses herein provided for. 

The examination of plates, dies, oa ieces, and so forth, and 
regulations relating to such examination of plates, dies, and so forth, 
of national-bank notes provided for in section fifty-one hundred and 
seventy-four, Revised Statutes, is hereby extended to include Federal 
reserve notes herein provided for. 

Any appropriation heretofore made out of the general funds of 
the Treasury for engraving plates and dies, the purchase of distinctive 
paper, or to cover any other expense in connection with the printing 
of national-bank notes or notes provided for by the act of May thir- 
tieth, nineteen hundred and eight, and any distinctive paper that may 
be on hand at the time of the passage of this act may be used, in the 
discretion of the Secretary, for the purposes of this act: and should 
the appropriations heretofore made be insufficient to meet the re- 
quirements of this act, in addition to circulating notes provided for 
by existing law. the Secretary is hereby authorized to use so much as 
may be necessary of any funds in the Treasury not otherwise appro- 
priated for the purpose of furnishing the notes aforesaid: Provided, 
however, That nothing in this section contained shall be construed 
as exempting national banks or Federal reserve banks from their 
hability to reimburse the United States for any expenses incurred in 
printing and issuing circulating notes. 

Every Federal reserve bank shall receive on deposit from member 
banks or from reserve banks checks and drafts drawn upon any of its 
depositors and, when remitted by a reserve bank, checks and drafts 
drawn by any depositor in any other reserve bank or member bank 
upon funds to the credit of said depositor in said reserve bank or 
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member bank. Nothing herein contained shall be construed as pro- 
hibiting a member bank from making reasonable charges for checks 
and drafts so debited to its account, or for collecting and remitting 
funds, or for exchange sold to its patrons. The Federal reserve board 
may, by rule, fix reasonable charges to be collected by the member 
banks from patrons whose checks are cleared through the reserve 
bank and the charge which may be imposed for the service of clearing 
or collection rendered by the Federal reserve bank. The Federal 
reserve board shall make and promulgate from time to time regula- 
tions governing the transfer of funds among Federal reserve banks 
and their branches. 

Sec. 18. That so much of the provisions of section fifty-one hun- 
dred and fifty-nine of the Revised Statutes of the United States, and 
section four of the act of June twentieth, eighteen hundred and sev- 
enty-four, and section eight of the act of July twelfth, eighteen hun- 
dred and eighty-two, and of any other provisions of existing statutes, 
as require that before any national banking association shall be au- 
thorized to commence banking business it shall transfer and deliver 
to the Treasurer of the United States a stated amount of United 
States registered bonds be, and the same is hereby, repealed. 


REFUNDING BONDS. 


Sec. 19. That as soon after the organization of the reserve banks 
as practicable and under authority from the Federal reserve board 
each Federal reserve bank shall purchase at par and accrued interest 
two per centum bonds of the United States. The amount purchased 
by each reserve bank shall not be more than fifty per centum of its 
capital in any one year. The bonds so purchased may be held by 
such reserve bank and used for deposit with its reserve agent as 
security for the Federal reserve notes issued, or they may be ex- 
changed at the Treasury for one-year Treasury gold notes bearing 
three per centum interest. In case of such exchange the reserve 
bank shall be bound at the option of the United States to renew year 
by year for twenty years the three per centum gold notes ‘so issued. 
Said one-year three per centum United States gold notes may be used 
to deposit with the reserve agent as security for the United States 
reserve notes, or be freely purchased by reserve banks from time to 
time to employ idle funds, or sold to protect the gold supply. 

National banks which sell two per centum bonds to a reserve bank 
under this provision shall retire such portion of their outstanding 
national-bank notes as are secured by the bonds so sold. The Secre- 
tary of the Treasury is hereby directed to issue three per centum one- 
year gold Treasury notes year by year to exchange for two per 
centum bonds as above provided or to take the place of three per 
centum one-year gold notes that have been redeemed. During the 

eriod between the first and last purchases of bonds any national 

ank may continue to apply for and receive circulating notes based 
upon the deposit of two per centum bonds as now provided for by 
law. The one-year three per centum gold Treasury notes above pro- 
vided for shall be exempt from Federal, State, and municipal taxa- 
tion both as to income and principal. 
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Sec. 20. That when a Federal reserve bank has been duly organ- 
ized and established as provided in this act in any Federal reserve 
district every member bank of that district shall establish and main- 
tain reserves as follows: 

(a) A bank not in a reserve or central reserve city as now or 
hereafter defined shall hold and maintain reserves equal to twelve 
per centum of the aggregate amount of its net deposits, as follows: 

In its vaults, four-twefths thereof. 

In the Federal reserve bank of its district, for a period of six 
months after said date, one-twelfth, and for each succeeding six 
months an additional one-twelfth, until four-twelfths have been so 
deposited, which shall be the amount permanently required. 

After said period said reserves, other than those hereinbefore re- 
quired to be held in the reserve bank, may be held in the vaults of the 
member bank or in the Federal reserve bank, or in both, at the option 
of the member bank. 

(b) A bank in a reserve or a central reserve city, as now or here- 
after defined, shall hold and maintain reserves equal to fifteen 
centum of the aggregate amount of its net deposits, as follows: 

In its vaults, five-fifteenths thereof. 

In the Federal reserve bank of its district, for a period of six 
months after the date aforesaid, at least one-fifteenth, and for each 
succeeding six months an additional one-fifteenth, until six-fifteenths 
have been so deposited, which shall be the amount permanently 
required. 

After said period all of said reserves, except those hereinbefore 
required to be held permanently in the Federal reserve bank, may be 
held in its own vaults or in the Federal reserve bank, or in both, at 
the option of the member bank. 

If a State bank or trust company is required by the laws of its State 
to keep its reserves either in its own vaults or with another State bank 
or trust company, such reserve deposits so kept in such State bank or 
trust company shall be construed, within the meaning of this section, 
as if they were reserve deposits in a national bank in a reserve or 
central reserve city for a period of three years after the establish- 
ment of a Federal reserve bank in. the district in which such State 
bank or trust company is situate. 

Sec. 21. That so much of sections two and three of the act: of 
June twentieth, eighteen hundred and seventy-four, entitled “An act 
fixing the amount of United States notes, providing for a redistribu- 
tion of the national bank currency, and fer other purposes,” as pro- 
vides that the fund deposited by any national banking association 
with the Treasurer of the United States for the redemption of its 
notes shall be counted as a part of its lawful reserve as provided in 
the act aforesaid, be, and the same is hereby, repealed. And from 
and after the passage of this act such fund of five per centum shall 
in no case be counted by any national banking association as a part 
of its lawful reserve. 

Sec. 22. That every Federal reserve bank shall at all times have on 
hand in its own vaults, in gold, gold certificates, or lawful money, a 
sum equal to not less than thirty-five per centum of its net deposits, 
in addition to the reserve required against the Federal reserve notes 
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emitted by such bank. The term “net deposits” wherever used in 
this act shall mean net deposits as from time to time defined by the 
Comptroller of the Currency, subject to the approval of the Federal 
reserve board. 

The Federal reserve board may notify any Federal reserve bank 
whose lawful reserve shall be below the amount required to be kept 
on hand to make good such reserve; and in the meantime may pro- 
hibit such Federal reserve bank from making additional loans or dis- 
counts: Provided, however, That the Federal reserve board may in 
case of emergency permit the reserve against deposits to be reduced 
below the said limit, but the reserve bank shall in such case pay a tax 
at the rate of one per centum per annum for every two and one-half 
per centum or fraction thereof that the reserve falls below said 
thirty-five per centum, but in no case shall it be allowed to fall below 
twenty-five per centum of its net deposits: Provided further, That 
the amount of such tax paid by the bank during a fiscal year shall 
be charged to the member banks in the district in proportion to their 
average discounts during that year. 


BANK EXAMINATIONS, 


Sec. 23. That the examination of the affairs of every member bank 
shall take place at least twice in each calendar vear and as much 
oftener as the Federal reserve beard shall consider necessary in order 
to furnish a full and complete knowledge of its condition. The 
Federal reserve board may authorize examinations by the State 
authorities to be accepted in the case of State banks and trust com- 
panies and may at anv time direct the holding of a special examina- 
tion. The person assigned to the making of such examination of the 
affairs of any member bank shall have power to call together a 
quorum of the directors of such bank, who shall, under oath, state to 
such examiner the character and circumstances of such of its loans 
or discounts as he may designate: and from and after the passage of 
this act all bank examiners shall receive fixed salaries, the amount 
whereof shall be not less than $2,000 nor more than $7,000 per 
annum and be determined by the Federal reserve board and annually 
reported to Congress. But the expense of the examinations herein 

rovided for shall be assessed by authority of the Federal reserve 

oard upon the member banks examined in proportion to assets or 
resources held by such member banks upon the dates when the various 
banks are examined. 

In addition to the examinations made and conducted by the Comp- 
troller of the Currency, every Federal reserve bank may, with the 
approval of the Federal reserve agent or of the Federal reserve board, 
arrange for special or periodical examination of the member banks 
within its district. Such examination shall be so conducted as to in- 
form the Federal reserve bank under whose auspices it is carried on 
of the condition of its member banks and of the lines of credit which 
are being extended by them. Every Federal reserve bank shall at all 
times furnish to the Federal reserve board such information as may 
be demanded by the latter concerning the condition of any member 
bank located within the district of the said Federal reserve bank. 

The Federal reserve board shall, at least once each year, order an 
examination of each Federal reserve bank, and upon joint applica- 
tion of ten member banks the Federal reserve board shall order a 
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special examination and report of the condition of any Federal re- 
serve bank. 

Sec. 24. That no member bank, or any officer, director, or employee 
thereof, shall hereafter make any loan or grant any gratuity to any 
examiner of such bank. Any bank officer, director, or employee 
thereof violating this provision shall be deemed guilty of a mis- 
demeanor and shall be imprisoned not exceeding one year or fined not 
more than $5,000, or both. Anv examiner accepting such a loan or 
gratuity shall be deemed guilty of a misdemeanor and shall be im- 
——s not exceeding one year or be fined not more than $5,000, or 

th. No such examiner shall perform any other service for com- 
—— for a bank within his jurisdiction while holding such 
office. 

Other than the usual salary or director’s fee paid to any officer, 
director, or employee of a member bank, and other than a reasonable 
fee paid to such officer, director, or employee acting as an attorney at 
Jaw for legal services rendered:to such bank, no officer, director, 
employee, or attorney of a member bank shall be a beneficiary of or 
receive, directly or indirectly, any fee, commission, gift, or other 
consideration for or in connection with any transaction or business of 
the bank. Any person violating any provision of this section shall 
be deemed guilty of a misdemeanor and punished by a fine not exceed- 
“=e or by imprisonment not, exceeding one year, or both. 

except so far as already provided in existing laws this provision 
shall not take effect until six months after the passage of this act. 

Sec. 25. That from and after the passage of this act the stock- 
holders of every national banking association shall be held indi- 
vidually responsible for all contracts, debts, and engagements of such 
association, each to the amount of his stock therein, at the par value 
thereof in addition to the amount invested in such stock. The stock- 
holders in any national banking association who shall have trans- 
ferred their shares or resuteeed the transfer thereof within sixty 
days next before the date of the failure of such association to meet 
its obligations shall be liable to the same extent as if they had made 
no such transfer; but thig provision shall not be construed to affect 
in any way any recourse which such shareholders might otherwise 
have against those in whose names such shares are registered at the 
time of such failure. Section fifty-one hundred and fifty-one, Re- 


vised Statutes of the United States, is hereby reenacted except in so 
far as modified by this section. 


LOANS ON FARM LANDS. 


Sec. 26. That deposits in national banks, payable more than thirt 
days after they are made, shall be known as time deposits, and suc 
banks may continue hereafter as heretofore to receive time deposits 
and to pay interest on the same. All national banks not located in 
central reserve cities may make loans, secured by improved, occupied, 
and unencumbered farm land situated within the Federal reserve 
district where the loaning bank is located to the extent of one-half 
of its value, but no such loan shall be made for a longer period than 
five vears. nor shall the aggregate of such loans by any bank exceed 
one-third of its time deposits. 

After becoming member banks of any reserve bank, national banks 
are hereby authorized to act as administrators, executors, or trustees. 
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FOREIGN BRANCHES, 


_ Seo. 28. That any Federal reserve bank or national banking asso- 
ciation possessing a capital of $5,000,000 or more may file application 
with the Federal reserve board, upon such conditions and under such 
circumstances as may be prescribed by the said board, for the pur- 
pose of securing authority to establish branches in foreign countries 
or dependencies of the United States for the furtherance of the 
foreign commerce of the United States. and to act. if required to do 
so, as fiscal agents of the United States. Such applications shall 
specify, in addition to the name and capital of the banking associa- 
tion filing it, the place or places where the banking operations pro- 
posed are to be carried on and the amount of capital set aside by the 
said banking association, filing such application for the conduct of 
its foreign business at the branches proposed by it to be established 
in foreign countries. The Federal reserve board shall have power to 
ps ie or to reject such application if in its judgment the amount 
of capital proposed to be set aside for the conduct of foreign busi- 
ness is eas or if for other reasons the granting of mach. appli- 
cation is deemed ame r a 

Every national banking association which shall receive authorit 
to establish branches in foreign countries shall be required at all 
times to furnish information concerning the condition of such 
branches to the Comptroller of the Currency upon demand, and the 
Federal reserve board may order special examinations of the said 
foreign branches at such time or times as it may deem best. Every 
Federal reserve bank and every such national banking association 
shall conduct the accounts of each foreign branch independently of the 
accounts of other foreign branches established by it and of its home 
office, and shall at the end of each fiscal period transfer to its general 
ledger the profit or loss accruing at each such branch as a separate 
item 


Szc. 29. All provisions of law inconsistent with or superseded by 
any of the provisions of this act are to that extent and to that extent 
only hereby repealed: Provided, That nothing in this act contained 
shall be construed to repeal the parity provision or provisions con- 
tained in an act approved March fourteenth, nineteen hundred, en- 
titled “An act to define and fix the standard of value, to maintain 
the patity of all forms of money issued or coined by the United 
States, to refund the public debt, and for other purposes.” 

Sec. 29a. That the provisions of the act of May thirtieth. nineteen 
hundred and eight, authorizing national currency associations, the 
issue of additional national-bank circulation, and creating a National 
Monetary Commission, which expires by limitation under the terms 
of such act on the thirtieth day of June, nineteen hundred and four- 
teen, are hereby extended to June thirtieth, nineteen hundred and 
fifteen. 

Src. 30. That the right to amend, alter, or repeal this act is hereby 
expressly reserved. 

assed the House of Representatives September 18, 1913. 

Attest : 


Soutn Trimsip, Clerk. 
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BANKING AND CURRENCY BILL. 


CONFERENCE REPORT ON THE BILL (H. R. 7837) TO PROVIDE FOR 
THE ESTABLISHMENT OF FEDERAL RESERVE BANKS, TO FUR- 
NISH AN ELASTIC CURRENCY, TO AFFORD MEANS OF REDIS- 
COUNTING COMMERCIAL PAPER, TO ESTABLISH A MORE EF- 


FECTIVE SUPERVISION OF BANKING IN THE UNITED STATES, 
AND FOR OTHER PURPOSES. 


The committee of conference on the disagreeing votes of the two 
Houses on the amendment of the Senate to the bill (H. R. 7837) to 
provide for the establishment of Federal reserve banks, to furnish an 
elastic currency, to afford means of rediscounting commercial paper, 
to establish a more effective supervision of banking in the United 
States, and for other purposes, having met, after full and free confer- 
ence have agreed to recommend and do recommend to their respective 
Houses as follows: 

That the House recede from its disagreement to the amendment of 
the Senate and agree to the same with an amendment as follows: 

_ In lieu of the amendment proposed by the Senate insert the follow- 
ing: 

Be it enacted by the Senate and House of Representatives of the United 
States of America in Congress assembled, That the short title of this 
Act shall be the “Federal Reserve Act.” 

Wherever the word ‘‘bank”’ is used in this Act, the word shall be 
held to include State bank, banking association, and trust company, 
except where national banks or Federal reserve banks are speci ‘cally 
referred to. 

The terms ‘national bank” and ‘national banking association” 
used in this Act shall be held to be synonymous and interchangeable. 
The term ‘‘member bank”’ shall be held to mean any national bank, 
State bank, or bank or trust company which has become a member 
of one of the reserve banks created by this Act. The term “‘ board” 
shall be held to mean Federal Reserve Board; the term “district” 
shall be held to mean Federal reserve district; the term ‘‘reserve 
bank”’ shall be held to mean Federal reserve bank. 


FEDERAL RESERVE DISTRICTS. 


Sec. 2. As soon as practicable, the Secretary of the Treasury, the 
Secretary of Agriculture and the Comptroller of the Currency, act- 
ing as “The Reserve Bank Organization Committee,” shall designate 
not less than eight nor more than twelve cities to be known as Federal 
reserve cities, and shall divide the continental United States, ex- 
cluding Alaska, into districts, each district to contain only one of such 
Federal reserve cities. The determination of said organization 
committee shall not be subject to review except by the Federal 
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Reserve Board when organized: Provided, That the districts shall be 
apportioned with due regard to the convenience and customary course 
a usiness and shall not necessarily be coterminous with any State 
or States. The districts thus created may be readjusted and new 
districts may from time to time be created by the Federal Reserve 
Board, not to exceed twelve in all. Such districts shall be known as 
Federal reserve districts and may be designated by number. A ma- 
jority of the organization committee shall constitute a quorum with 
authority to act. 

Said organization committee shall be authorized to employ counsel 
and expert aid, to take testimony, to send for persons and papers, to 
administer oaths, and to make such investigation as may be deemed 
necessary by the said committee in determining the reserve districts 
and in designating the cities within such districts where such Federal 
reserve banks shall be severally located. The said committee shall 
supervise the organizxtion in cach of.the cities designated of a 
Federal reserve bank, which shall include in its title the name of the 
city in which it is situated, as ‘Federal Reserve Bank of Chicago.” 

Under regulations to be prescribed by the organization committee, 
every national banking association in the United States is hereby 
required, and every eligible benk in the United States and every 
trust company within the District of Columbia, is hereby authorized 
to signify in writing, within sixty days after the passage of this Act, 
its acceptance of the terms and provisions hereof. When the organi- 
zation committee shall have designated the cities in which Federal 
reserve banks are to be organized, and fixed the geographical limits 
of the Federal reserve districts, every national banking association 
within that district shall be required within thirty days after notice 
from the organization committee, to subscribe to the capital stock 
of such Federal reserve bank in a sum equal to six per centum 
of the paid-up capital stock and surplus of such bank, one-sixth of 
the subscription to be payable on call of the organization committee 
or of the Federal Reserve Board, one-sixth within three months and 
one-sixth within six months thereafter, and the remainder of the sub- 
scription, or any part thereof, shall be subject to call when deemed 
necessary by the Federal Reserve Board, said payments to be in 
gold or gold certificates. 

The shareholders of every Federal reserve bank shall be held indi- 
vidually responsible, equally and ratably, and not one for another, 
for all contracts, debts, and engagements of such bank to the extent 
of the amount of their subscriptions to such stock at the par value 
thereof in addition to the amount subscribed, whether such subscrip- 
tions have been paid up in whole or in part, under the provisions of 
this Act. 

Any national bank failing to signify its acceptance of the terms of 
this Act within the sixty days aforesaid, shall cease to act as a reserve 
agent, upon thirty days’ notice, to be given within the discretion of the 
said organization committee or of the Federal Reserve Board. 

Should any national banking association in the United States now 
organized fail within one year after the passage of this Act to become 
a member bank or fail to comply with any of the provisions of this 
Act applicable thereto, all of the nights, privileges, and franchises of 
such association granted to it under the national-bank Act, or undor 
the provisions of this Act, shall be thereby forfeited. Any noncom- 
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pliance with or violation of this Act shall, however, be determined 
and adjudged by any court of the United States of competent juris- 
diction in a suit brought for that purpose in the District or Territory 
in which such bank is located, under direction of the Federal Reserve 
Board, by the Comptroller of the Currency in his own name before 
the association shall be declared dissolved. In cases of such noncom- 

liance or violation, other than the failure to become a member 

ank under the provisions of this Act, every director who purtici- 
pated in or assented to the same shall be held liable in his personal 
or individual capacity for all damages which said bank, its share- 
holders, or any other person shall have sustained in consequence of 
such violation. 

Such dissolution shall not take away or impair any remedy against 
such corporation, its stockholders or oflicers, for any liability or 
penalty which shall have been previously incurred. 

Should the subscriptions by banks to the stock of said Federal 
reserve banks or any one or more of them be, in the judgment of the 
organization committee, insullicient to provide the amount of capital 
required therefor, then and in that event the said organization com- 
mittee may, under conditions and regulations to be preseribed by it, 
offer to public subscription at par such an amount of stock in said 
Federal reserve banks, or any one or more of them, as said committee 
shall determine, subject to the same conditions as to payment and 
stk liability as provided for member banks. 

No individual. copartnership, or corporation other than a member 
bank of its district shall be permitted to subseribe for or to hold at 
any time more than $25,000 par value of stock in any Federal reserve 
bank. Such stock shall be known as public stock and may be trans- 
ferred on the books of the Federal reserve bank by the chairman of 
the board of directors of such bank. 

Should the total subscriptions by banks and the public to the stock 
of said Federal reserve banks, or any one or more of them, be, in the 
judgment of the organization committee, insufficient to provide the 
amount of’capital required therefor, then and in that event the said 
organization comuinittee shall allot to the United States such an 
amount of said stock as said committee shall determine. Said United 
States stock shall be paid for at par out of any money m the Treas- 
ury not otherwise appropriated, and shall be held by the Secretary 
of the Treasury and anne of for the benefit of the Untted States 
in such manner, at such times, and at such price, not less than par, 
as the Secretary of the Treasury shall determine. 

Stock not held by member banks shall not be entitled to voting 
power. 

The Federal Reserve Board is hereby empowered to adopt and 
promulgate rules and regulations governing the transfers of said 
stock. 

No Federal reserve bank shall commence business with a sub- 
scribed capital less than $4,000,000. The organization of reserve 
districts and Federal reserve citics shall not be construed as chang- 
ing the present status of reserve cities and central reserve cities, 
except in so far as this Act changes the amount of reserves that 
may be carried with approved reserve agents located therein. The 
organization committee shall have power to appoint such assistants 
and incur such expenses in carrying out the provisions of this Act as 
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it shall deem necessary, and such expenses shall be payable by the 
Treasurer of the United States upon voucher aaprovdd 4 the Secre- 
tary of the Treasury, and the sum of $100,000, or so much thereof as 
may be necessary, is hereby appropriated, out of any moneys in the 

ury not otherwise appropriated, for the payment of such 
expenses. 


BRANCH OFFICES. 


‘Sec. 3. Each Federal reserve bank shall establish branch banks 
within the Federal reserve district in which it is located and may do 
so in the district of any Federal reserve bank which may have been 
suspended. Such branches shall be operated by a board of directors 
under rules and regulations approved by the Federal Reserve Board. 
Directors of branch banks shall possess the same qualifications as 
directors of the Federal reserve banks. Four of said directors shall 
be selected by the reserve bank and three by the Federal Reserve 
Board, and t Y shall hold office during the pleasure, respectively, 
of the parent bank and the Federal Reserve Board. The reserve 
bank shall designate one of the directors as manager. 


FEDERAL RESERVE BANKS. 


Sec. 4. When the organization committee shall have established 
Federal reserve districts as provided in section two of this Act, a 
certificate shall be filed with the Comptroller of the Currency showing 
the geographical limits of such districts and the Federal reserve city 
designated in each of such districts. The Comptroller of the Cur- 
rency shall thereupon cause to be forwarded to each national bank 
located in each district, and to such other banks declared to be eli- 
gible by the ay committee which may apply therefor, an 
application blank in form to be approved by the organization com- 
mittee, which blank shall contain a resolution to be adopted by the 
board of directors of each bank executing such application, author- 
izing @ subscription to the capital stock of the Federal reserve bank 
— in that district in accordance with the provisions of this 

ct. 

When the minimum amount of capital stock prescribed by this 
Act for the organization of any Federal reserve bank shall have been 
subscribed and allotted, the organization committee shall designate 
any five banks of those whose applications have been received, to 
execute a certificate of organization, and thereupon the banks so 
ono gene shall, under their seals, make an organization certificate 
which shall specifically state the name of such Federal reserve bank, 
the territorial extent of the district over which the operations of such 
Federal reserve bank are to be carried on, the city and State in which 
said bank is to be located, the amount of capital stock and the num- 
ber of shares into which the same is divided, the name and place of 
doing business of each bank executing such certificate, and of all 
banks which have subscribed to the capital stock of such Federal 
reserve bank and the number of shares subscribed by each, and the 
fact that the certificate is made to enable those banks executing 
same, and all banks which have subscribed or may thereafter subscribe 
to the capital stock of such Federal reserve bank, to avail themselves 
of the advantages of this Act. 
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The said organization certificate shall be acknowl before a 
Judge of some court of record or notary public; and shall be, ther 
with the acknowledgment thereof, authenticated by the seal of such 
court, or notary, transmitted to the Comptroller of the Currency, 
who shall file, record and carefully preserve the same in his office. 

Upon the filing of such certificate with the Comptroller of the 
Currency as aforesaid, the said Federal reserve bank shall become a 
body corporate and as such, and in the name designated in such 
organization certificate, shall have power— 

irst. To adopt and use a corporate seal. 

Second. To have succession for a period of twenty years from ite 
organization unless it is sooner diascdvedl by an Act of Congress, or 
unless its franchise becomes forfeited by some violation of law. 

Third. To make contracts. 

Fourth. To sue and be sued, complain and defend, in any court of 
law or equity. 

Fifth. To appoint by its board of directors, such officers and em- 

loyees as are not otherwise provided for in this Act, to define their 
Duties, require bonds of them and fix the penalty thereof, and to dis- 
miss at pleasure such officers or weer 

Sixth. To prescribe by ita board of directors, by-laws not inconsist- 
ent with law, regulating the manner in which its general business 
may be conducted, and the privileges granted to it by law may be 
exercised and enjoyed. 

Seventh. To exercise by its board of directors, or duly authorized 
officers or agents, all powers specifically granted by the provisions of 
this Act te such incidental powers as shall be necessary to carry on 
the business of banking within the limitations prescribed by this Act. 

Eighth. Upon deposit with the Treasurer of the United States of 
any bonds of the United States in the manner provided by existing 
law relating to national banks, to receive from the Comptroller of the 
Currency circulating notes in blank, registered and countersigned as 
provided by law, equal in amount to the par value of the bonds so 
deposited, such notes to be issued under the same conditions and pro- 
visions-of law as relate to the issue of circulating notes of national 
banks secured by bonds of the United States bearing the circulating 
privilege, except that the issue of such notes shall not be limited to the 
— stock of such Federal reserve bank. 

ut no Federal reserve bank shall transact any business except such 
as is incidental and necessarily preliminary to its organization until it 
has been authorized by the Comptroller of the Currency to commence 
business under the provisions of this Act. 

Every Federal reserve bank shall be conducted under the super- 
vision and control of a board of directors. 

The board of directors shall perform the duties usually appertaining 
to the office of directors of banking associations and all such duties as 
are prescribed by law. 

Said board shall administer the affairs of said bank fairly and impar- 
tially and without discrimination in favor of or against any member 
bank or banks and shall, subject to the provisions of law and the orders 
of the Federal Reserve Board, extend to each member bank such dis- 
counts, advancements and accommodations as may be safely and 


reasonably made with due regard for the claims and demands of other 
member banks. 
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Such board of directors shall be selected as hereinafter specified and 
shall consist of nine members, holding office for three years, and 
divided into three classes, designated as classes A, B, and C. 

Class A shall consist of three members, who shall be chosen by and 
be representative of the stock-holding banks. 

Class B shall consist of three members, who at the time of their 
election shall be actively engaged in their district in commerce, agri- 
‘ culture gr some other industrial pursuit. 

Class C shall consist 0 members who shall be designated by 
the Federal Reserve Board. When the necessary subscriptions to the 
capital stock have been obtained for the organization of any Federal 
reserve bank, the Federal Reserve Board shall appoint the class C 
directors and shall designate one of such directors as chairman of the 
board to be selected. Pending the designation of such chairman, the 
organization committee shall exercise the powers and duties apper- 
taining to the ofliee of chairman in the organization of such Federal 
reserve bank. 

No Senator or Representative in Congress shall be a member of the 
Federal Reserve Board or an officer or a director of a Federal re- 
serve bank. 

No director of class B shall be an officer, director, or employee of 
any bank. 

No director of class C shall be an officer, director, employee, or 
stockholder of any bank. 

Directors of class A and class B shall be chosen in the following 
manner: 

The chairman of the board of directors of the Federal reserve bank 
of the district in which the bank is situated or, pending the .appoint- 
ment of such chairman, the organization committee shall tladaily the 
member banks of the district into three general groups or divisions. 
Each group shall contain as nearly as may be one-third of the aggre- 
gate number of the member banks of the district and shall consist, as 
nearly as may be, of banks of simular capitalization. The groups shall 
be designated by number by the chairman. 

At a regularly called meeting of the board of directors of each 
member bank in the district it shall elect by ballot a district reserve 
elector and shall certify his name to the chairman of the board of 
directors of the Federal reserve bank of the district. The chairman 
shall make lists of the district reserve electors thus named by banks 
in each of the aforesaid three groups and shall transmit one list to each 
elector in each group. 

Each member bank shall be permitted to nominate to the chair- 
man one candidate for director of class A and one candidate for 
director of class B. The candidates so nominated shall be listed by 
the chairman, indicating by whom nominated, and a copy of said list 
shall, within fifteen days after its completion, be furnished by the 
chairman to each elector. 

Every elector shall, within fifteen days after the receipt of the said 
list, certify to the chairman his first, second, and other choices of a 
director of class A and class B, respectively, upon a preferential bal- 
lot, on a form furnished by the chairman of the board of directors of 
the Federal reserve bank of the district. Each elector shall make a 
cross opposite the name of the first, second, and other choices for a 
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director of class A and for a director of class B, but shall not vote 
more than one choice for any one candidate. 

Any candidate having a majority of all votes cast in the column 
of first choice shall be declared elected. If no candidate have a 
majority of all the votes in the first column, then there shall be added 
together the votes cast by the electors for such candidates in the 
second column and the votes cast for the several candidates in the first 
column. If any candidate then have a majority of the electors vot- 
ing, by adding together the first and second choices, he shall be de- 
clared elected. If no candidate have a majority of electors voting 
when the first and second choices shall have been added, then the 
votes cast in the third column for other choices shall be added to- 
gether in like manner, and the candidate then having the highest 
number of votes shall be declared elected. An immediate report of 
election shall be declared. 

_ Class C directors shall be appointed by the Federal Reserve Board. 
They shall have been for at least two years residents of the district 
for which they are appointed, one of whom shall be designated by 
said board as chairman of the board of directors of the Federal 
reserve bank and as ‘‘Fedcral reserve agent.’”’ He shall be a person of 
tested banking experience; and in addition to his duties as chairman 
of the board of directors of the Federal reserve bank he shall be 
required to maintain under regulations to be established by the 
Federal Reserve Board a_ local oflice of said board on the 
premises of the Federal reserve bank. He shall make regular 
reports to the Federal Reserve Board, and shall act as its oflicial 
representative for the performance of the functions conferred 
upon it by this Act He shall receive an annual compensation 
to be fixed by the Federal Reserve Board and paid monthly by 
the Federal reserve bank to which he is designated One of 
the directors of class (, who shall be a person of tested banking 
experience, shall be appointed by the Federal Reserve Board as 
deputy chairman and deputy Federal reserve agent to exercise the 
powers of the chairman of the board and Federal reserve agent in 
case of absence or disability of his principal. 

Directors of Federal reserve banks shall receive, in addition to any 
compensation otherwise provided, a reasonable allowance for neces- 
sary expenses in attending meetings of their respective boards, which 
amount shall be paid by the respective Federal reserve banks. Any 
compensation that may be provided by boards of directors of Federal 
reserve banks for directors, oflicers or employees shall be subject to 
the approval of the Federal Reserve Board. 

The Reserve Bank Organization Committee may, in organizing 
Federal reserve banks, call such meetings of bank directors in the sev- 
eral districts as may be necessary to carry out the purposes of this 
Act, and may exercise the functions herein conferred upon the chair- 
man of the board of directors of each Federal reserve bank pending 
the complete organization of such bank. 

At the first meeting of the full board of directors of each Federal 
reserve bank, it shall be the duty of the directors of classes A, B and 
C, respectively, to designate one of the members of each class whose 
term of office shall expire in one year from the first of January 
nearest to date of such mecting, or’ whose term of office shall expire 
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at the end of two years from said date, and one whose term of office 
shall expire at the end of three years from said date. Thereafter 
every director of a Federal reserve bank chosen as hereinbefore pro- 
vided shall hold office for a term of three years. Vacancies that 
may occur in the several classes of directors of Federal reserve banks 
may be filled in the manner provided for the original selection of 
such directors, such appointecs to hold office for the unexpired terms 
of their predecessors. 


8TOCK ISSUES; INCREASE AND DECREASE OF CAPITAL. 


Sec. 5. The capital stock of each Federal reserve bank shall be 
divided into shares of $100 each. The outstanding capital stock 
shall be increased from time to time as member banks increase their 
capital stock and surplus or as additional banks become members, 
and may be decreased as member banks reduce their capital stock or 
surplus or cease to be members. Shares of the. capital stock of 
Federal reserve banks owned by member banks shall not be trans- 
ferred or hypothecated. When a member bank increases its capi- 
tal stock or surplus, it shall thereupon subscribe for an additional 
amount of capital stock of the Federal reserve bank of its district 
equal to six per centum of the said increase, one-half of said sub- 
scription to be paid in the manner hereinbefore provided for original 
subscription, and one-half subject to call of the Federal Reserve 
Board. A bank applying for stock in a Federal reserve bank at any 
time after the organization thereof must subscribe for an amount of 
the capital stock of the Federal reserve bank equal to six per centum 
of the paid-up capital stock and surplus of said applicant bank, pay- 
ing therefor its par value plus one-half of one per centum a month 
from the period of the last dividend. When the capital stock of any 
Federal reserve bank shall have been increased either on account of 
the increase of capital stock of member banks or on account of the 
increase in the number of member banks, the board of directors shall 
cause to be executed a certificate to the Comptroller of the Currency 
showing the increase in capital stock, the amount paid in, and by 
whom paid. When a member bank reduces its capital stock it shall 
surrender a proportionate amount of its holdings in the capital of 
said Federal reserve bank, and when a member bank voluntarily 
liquidates it shall surrender all of its holdings of the capital 
stock of said Federal reserve bank and be released from its stock 
subscription not previously called. In either case the shares sur- 
rendered shall be canceled and the member bank shall receive in 

ayment therefor, under regulations to be prescribed by the Federal 
aaa Board, a sum equal to its cash-paid subscriptions on the 
shares surrendered and one-half of one per centum a month from the 
period of the last dividend, not to exceed the book value thereof, less 
any liability of such member bank to the Federal reserve bank. 

a 6. If anygmember bank shall be declared insolvent and a 
receiver appointed therefor, the stock held by it in said Federal 
reserve bank shall be canceled, without impairment of its liability, 
and all cash-paid subscriptions on said stock, with one-half of one per 
centum per month from the period of last dividend, not to axceed 
the book value thercof, shall be first applied to all debts of the insol- 
vent member bank to the Federal reserve bank, and the balance, if 
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any, shall be paid to the receiver of the insolvent bank. Whenever 
the capital stock of a Federal reserve bank is reduced, either on 
account of a reduction in capital stock of any member bank or of the 
liquidation or insolvency of such bank, the board of directors shall 
cause to be executed a certificate to the Comptroller of the Currency 
pee _— reduction of capital stock and the amount repaid to 
such bank. 


DIVISION OF EARNINGS. 


Seo. 7. After all n expenses of a Federal reserve bank 
have been paid or provided en, the stockholders shall be entitled to 
receive an annual dividend of six per centum on the paid-in capital 
stock, which dividend shall be cumulative. After the aforesaid 
dividend claims bave been fully met, all the net earnings shall be 
paid to the United States as a franchise tax, except that one-half of 
such net earnings shall be paid into a surplus fund until it shall 
hee yg to forty per centum of the paid-in capital stock of such 
ank. 

The net earnings derived by the United States from Federal reserve 
banks shall, in the discretion of the Secretary, be used to supplement 
the gold reserve held against outstanding United States notes, or shall 
be applied to the reduction of the outstanding bonded indebtedness of 
the United States under regulations to be prescribed by the Secre- 
tary of the Treasury. Should a Federal reserve bank be dissolved 
or go into liquidation, any surplus remaining, after the payment of all 
debts, dividend requirements as hereinbefore provided, and the par 
value of the stock, shall be paid to and become the property of the 
United States and shall be similarly applied. - 

Federal reserve banks, including the capital stock and surplus 
therein, and the income derived therefrom shall be exempt from 
Federal, State, and local taxation, except taxes upon real estate. 

Seco. 8. Sectiqn fifty-one hundred and fifty-four, United States 
Revised Statutes, 1s hereby amended to read as follows: 

Any bank incorporated by special law of any State or of the 
United States or organized under the general laws of any State or of 
the United States and having an unimpaired capital sufficient to 
entitle it to become a national banking association under the pro- 
visions of the existing laws may, by the vote of the shareholders 
owning not less than fifty-one per centum of the capital stock of 
such bank or banking association, with the approval of the Comp- 
troller of the Currency be converted into a national banking associ- 
ation, with any name approved by the Comptroller of the Currency: 
Provided, however, That said conversion shall not be in contravention 
of the State law. In such case the articles of association and organi- 
zation certificate may be executed by a majority of the directors of 
the bank or banking institution, and the certificate shall declare that 
the owners of fifty-one per centum of the capital stock have author- 
ized the directors to make such certificate and to change or convert 
the bank or banking institution into a national association. A ma- 
jority of the directors, after executing the articles of association and 
the organization certificate, shall have power to execute all other 
papers and to do whatever may be required to make its organization 
perfect and complete as a national association. The shares of any 
such bank may continue to be for the same amount each as they 
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were before the conversion, and the directors may continue to be 
directors of the association until others are olocted or appointed in 
accordance with the provisions of the statutes of the United States. 
When the comptroller has given to such bank or banking association 
& certificate that the provisions of this Act have been complied with, 
such bank or banking association, and all its stockholders, officers 
and employees, shall have the same powers and privileges, and shall 
be subject to the same duties, liabilities, and regulations, in all re- 
spects, as shall have been prescribed by the Federal Reserve Act and 
by the national banking Act for associations originally organized as 
national banking associations. 


STATE BANKS AS MEMBERS. 


Sec. 9. Any bank incorporated by special law of any State, or 
organized under the gencral laws of any State or of the United 
States, may make application to the reserve bank organization 
committee, pending organization, and thereafter to the Federal 
Reserve Board for the right to subscribe to the stock of the Federal 
reserve bank organized or to be organized within the Federal reserve 
district where the applicant is located. The organization committee 
or the Federal Reserve Board, under such rules and regulations as 
it may pee subject to the provisions of this section, may 
permit the applying bank to become a stockholder in the Federal 
reserve bank of the district in which the applying bank is located. 
Whenever the organization committee or the Vederal Reserve Board 
shall permit the applying bank to become a stockholder in the Federal 
reserve bank of the district, stock shall be issued and paid for under 
the rules and regulations in this Act provided for national banks 
which become stockholders in Federal reserve banks. 

The organization committee or the Federal Reserve Board shall 
establish by-laws for the general government of its conduct in acting 
upon applications made by the State banks and banking associations 
and trust companies for stock ownership in Federal reserve banks. 
Suci by-laws shall require applying banks not organized under 
Federal law to comply with the reserve and capital requirements 
and to submit to the examination and regulations prescribed by the 
organization committce or by the Federat Reserve Board. No ap- 
plying bank shall be admitted to membership in a Federal reserve 

ank unless it possesses a paid-up unimpaired capital sufficient to 
entitle it to become a national dtakdiig association in the place where 
it is situated, under the provisions of the national banking Act. 

Any bank becoming a membor of a Federal reserve bank under the 
provisions of this section shall, in addition to the regulations and 
restrictions hereinbefore provided, be required to conform to the 
coors of law imposed on the national banks respecting the 
imitation of liability which may be incurred by any person, firm, or 
corporation to such banks, the prohibition against making purchase 
of or loans on stock of such banks, and the withdrawal or impairment 
of capital, or the payment of unearned dividends, and to such rules 
and regulations as the Federal Reserve Board may, in pursuance 
thereof, prescribe. 

Such banks, and the officers, agents, and employees thereof, shall 
also be subject to the provisions of and to the penalties prescribed 
by sections fifty-one hundred and ninety-cight, fifty-two hundred, 
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fifty-two hundred and one, and fifty-two hundred and eight, and 
fifty-two hundred and nine of the Revised Statutes. The member 
banks shall also be required to make reports of the conditions and 
of the payments of dividends to the comptroller, as provided in 
sections fifty-two hundred and eleven and fifty-two hundred and 
twelve of the Revised Statutes, and shall be subject to the penalties 
prescribed by section fifty-two hundred and thirteen for the failure 
to make such report. 

If at any time it shall appear to the Federal Reserve Board that a 
member bank has failed to comply with the provisions of this section 
or the regulations of the Federal Reserve Board, it shall be within the 
power of the said board, after hearing, to require such bank to sur- 
render its stock in the Federal reserve bank; upon such surrender the 
Federal reserve bank shall pay the cash-paid subscriptions to the said 
stock with interest at the rate of nattanlt of one per centum per 
month, computed from the last dividend, if earned, not to exceed 
the book value thereof, less any liability to said Federal reserve bank, 
except the subscription liability not previously called, which shall be 
canceled, and said Federal reserve bank shall, upon notice from the 
Federal Reserve Board, be required to suspend satd bank from further 
privileges of membership, and shall within thirty days of such notice 
cancel and retire its stock and make payment therefor in the manner 
herein provided. 

The Federal Reserve Board may restore membership upon due 
proof of compliance with the conditions imposed by this section. 


FEDERAL RESERVE BOARD. 


Sec. 10. A Federal Reserve Board is hereby created which shall 
consist of seven members, including the Secretary of the Treasury 
and the Comptroller of the Currency, who shall be members ex 
officio, and five members appointed by the President of the United 
States, by and with the advice and consent of the Senate. In 
selecting the five appointive members of the Federal Reserve 
Board, not more than one of whom shall be selected from any 
one Federal reserve district, the President shall have due regard to 
a fair representation of the different commercial, industrial and 
geographical divisions of the country. The five members of the 
Federal Reserve Board aherinies by the President and confirmed 
as aforesaid shall devote their entire time to the business of the 
Federal Reserve Board and shall each receive an annual salary of 
$12,000, payable monthly together with actual necessary traveling 
expenses, and the Comptroller of the Currency, as ex oflicio member 
of the Federal Reserve Board, shall, in addition to the salary now 
paid him as Cemptroller of the Currency, receive the sum of $7,000 
annually for his services as a member of said Board. 

The members of said board, the Secretary of the Treasury, the 
Assistant Secretaries of the Treasury, and the Comptroller of the Cur- 
rency shall be ineligible during the time they are in office and for two 
years thereafter to hold any office, position, or employment in any 
member bank. Of the five members thus appointed by the President 
at least two shall be persons experienced in banking or finance. One 
shall be designated by the President to serve for two, one for four, one 
for six, one for eight, and one for ten years, and thereafter each 
member so appointed shal serve for a term of ten years unless 
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sooner removed for cause by the President. Of the five persons thus 
appointed, one shall be designated by the President as governor and 
one as vice governor of the Federal Reserve Board. The governor of 
the Federal Reserve Board, subject to its supervision, shall be the 
active executive officer. The Secretary of the Treasury may assign 
offices in the Department of the Treasury for the use of the Federal 
Reserve Board. Each member of the Federal Reserve Board shall 
within fifteen days after notice of appointment make and subscribe 
to the oath of office. 

The Federal Reserve Board shall have power to levy semiannuall 
upon the Federal reserve banks, in proportion to their capital stoc 
and surplus, an assessment sufficient to pay its estimated expenses and 
the salaries of its members and employees for the half year succeed- 
ing the levying of such assessment, together with any deficit carried 
forward from the preceding half year. 

The first meeting of the Federal Reserve Board shall be held in 
Washington, District of Columbia, as soon as may be after the passage 
of this yo at a date to be fixed by: the Reserve Bank Organization 
Committee. The Secretary of the Preastiey shall be ex officio chair- 
man of the Federal Reserve Board. - No member of the Federal 
Reserve Board shall be an officer or director of any bank, bankin 
institution, trust company, or Federal reserve bank nor hold seek 
in any bank, banking institution, or trust company; and before 
entering upon his duties as a member of the Federal Reserve Board 
he aan certify under oath to the Secretary of the Treasury that he 
has complied with this requirement. Whenaves a vacancy shall 
occur, dee than by expiration of term, among the five members of 
the Federal Reserve Board appointed by the President, as above 
provided, a successor shall be appointed by the President, with the 
advice and consent of the Senate, to fill such vacancy, and when 
appointed he shall hold office for the unexpired term of the member 
Sue lace he is selected to fill. 

The President shall have attr: to fill all vacancies that may hap- 
pen on the Federal Reserve Board during the recess of the Senate, by 
granting commissions which shall expire thirty days after the next 
session of the Senate convenes. 

Nothing in this Act contained shall be construed as taking away 
any powers heretofore vested by law in the Secretary of the Treasury 
which relate to the supervision, management, and control of the 
Treasury Department and bureaus under such department, and wher- 
ever any power vested by this Act in the Federal Reserve Board or 
the Federal reserve agent appears to conflict with the powers of the 
Secretary of the Treasury, such powers shall be exercised subject 
to the supervision and control of the Secretary. 

The Federal Reserve Board shall annually make a full report of 
its operations to the Speaker of the House of Representatives, who 
shall cause the same to be printed for the information of the Congress. 

Section three hundred and twenty-four of the Revised Statutes of 
the United States shall be amended so as to read as follows: There 
shall be in the Department of the Treasury a bureau charged with 
the execution of all laws passed by Congress relating to the issue and 
regulation of national currency secured by United States bonds and 
under the general supervision of the Federal Reserve Board, of all 
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Federal reserve notes, the chief officer of which bureau shall be called 
the Comptroller of the Currency and shall perform his duties under 
the general directions of the Secretary of the Treasury. 

Seo. 11. The Federal Reserve Board shall be authorized and em- 
powered: 

(a) To examine at its discretion the accounts, books and affairs 
of each Federal reserve bank and of each member bank and to require 
such statements and reports as it may deem necessary. The said 
board shall publish once each week a statement showing the condi- 
tion of each Federal reserve bank and a consolidated statement for all 
Federal reserve banks. Such statements shall show in detail the 
assets and liabilities of the Federal reserve banks, single and com- 
bined, and shall furnish full information regarding the character of the 
money held as reserve and the amount, nature and maturities of the 
td and other investments owned or held by Federal reserve 

anks. 

(b) To permit, or, on the affirmative vote of at least five members 
of the Reserve Board, to require Federal reserve banks to rediscount 
the discounted paper of other Federal reserve banks at rates of in- 
terest to be fixed by the Federal Reserve Board. 

(c) To suspend for a period not exceeding thirty days, and from 
time to time to renew such suspension for periods not exceedin 
fifteen days, any reserve requirement specified in this Act: Provided, 
That it shall establish a graduated tax upon the amounts by which 
the reserve requirements of this Act may be permitted to fall below 
the level hereinafter specified: And provided further, That when the 
gold reserve held against Federal reserve notes falls below forty per 
centum, the Federal Reserve Board shall establish a graduated tax of 
not more than one per centum per annum bs such deficiency until 
the reserves fall to thirty-two and one-half per centum, and when 
said reserve falls below thirty-two and one-half per centum per annum, 
a tax at the rate increasingly of not less than one and one-half per 
centum per annum upon each two and one-half per centum or 
fraction thereof that such reserve falls below thirty-two and one- 
half per centum. The tax shall be paid by the reserve bank, but 
the reserve bank shall add an amount equal to said tax to the rates 
of interest and discount fixed by the Federal Reserve Board. 

(d) To supervise and regulate through the bureau under the charge 
of the Comptroller of the Currency the issue and retirement of Federal 
reserve notes, and to prescribe rules and regulations under which such 
notes may be delivered by the comptroller to the Federal reserve 
agents applying therefor. 

(e) To add to the number of cities classified as reserve and central 
reserve cities under existing law in which national banking associa- 
tions are subject to the reserve requirements set forth in section 
twenty of this Act; or to reclassify existing reserve and central 
reserve cities or to terminate their designation as such. 

(f) To suspend or remove any officer or director of any Federal 
reserve bank, the cause of such removal to be forthwith communi- 
cated in writing by the Federal Reserve Board to the removed officer 
or director and to said bank. 

) To require the writing off of doubtful or worthless assets upon 
the books and balance sheets of Federal reserve banks. 
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(h) To suspend, for the violation of any of the provisions of this 
Act, the operations of any Federal reserve bank, to take possession 
thereof, administer the same during the period of suspension, and, 
when deemed advisable, to liquidate or reorganize such bank. 

(i) To require bonds of Federal reserve agents, to make regulations 
for the safeguarding of all collateral, bonds, Federal reserve notes, 
money or property of any kind ee in the hands of such 
agents, and said board shall perform the duties, functions, or services 
specified in this Act, and make all rules and regulations necessary. 
to enable said board effectively to perform the same. 

(j) To exercise general supervision over said Federal reserve banks. 

ik) To grant by special permit to national banks applying therefor, 
when not in contravention of State or local law, the right to act as 
trustee, executor, administrator, or registrar of stocks and bonds 
under such rules and regulations as the said board may prescribe. 

(1) To employ such attorneys, experts, assistants, clerks, or other 
employees as may be deemed necessary to conduct the business of 
the board. All salaries and fees shall be fixed in advance by said 
board and shall be paid in the same manner as the salaries of the 
members of said board. All such attorneys, experts, assistants, 
clerks, and other employees shall be appointed without regard to the 
provisions of the Act of January sixteenth, eighteen hundred and 
eighty-three (volume twenty-two, United States Statutes at Large, 
page four hundred and three), and amendments thereto, or any rule 
orregulation made in pursuance thereof.: Provided, That nothing herein 
shall prevent the President from placing said emploves in the classi- 
fied service. 


FEDERAL ADVISORY COUNCIL. 


Sec. 12. There is hereby created a Federal Advisory Council, 
which shall consist of us many members as there are Federal reserve 
districts. Each Federal reserve bank by its board of directors shall 
annually select from its own Federal reserve district one member of 
said council, who shall receive such compensation and allowances as 
may be fixed by his board of directors subject to the approval of the 
Federal Reserve Board. The meetings of said advisory council shall 
be held at Washington, District of Columbia, at least four times each 
year, and oftener if called by the Federal Reserve Board. The 
council may in addition to the meetings above provided for hold such 
other meetings in Washington, District of Columbia, or elsewhere, as 
it may deem necessary, may select its own officers and adopt its own 
methods of procedure, and a majority of its members shall constitute 
a quorum for the transaction of business. Vacancies in the council 
shall be filled by the respective reserve banks, and members selected 
to fill vacancies, shall serve for the unexpired term. 

The Federal Advisory Council shall have power; by itself or througn 
its officers, (1) to confer directly with the Federal Reserve Board on 


general business conditions: (2) to make oral or written representa- 
tions concerning matters within the jurisdiction of said board: (3) to 
call for information and to make recommendations in regard to 
discount rates, rediscount business, note issues, reserve conditions in 
the various districts, the purchase and sale of gold or securities by 
reserve banks, open-market operations by said banks. and the general 
affairs of the reserve banking system. 
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Sec. 13. Any Federal reserve bank may receive from any of its 
member banks, and from the United States, deposits of current. funds 
in lawful money, national-bank notes, Federal reserve notes. or 
checks and drafts upon solvent member banks, payable upon presen- 
tation; or, solely for exchange purposes, may receive from other 
Federal reserve banks dcposits of current funds in lawful money, 
national-bank notes, or checks and drafts upon solvent. member or 
other Federal reserve banks, payable upon presentation. 

Upon the indorsement of any of its member banks, with a waiver of 
demand, notice and protest by such bank, any Federal reserve bank 
may discount notes, drafts, and bills of exchange arising out of actual 
commercial transactions; that is, notes, drafts, and bills of exchange 
issued or drawn for agricultural, industrial, or commercial purposes, 
or the proceeds of which have been used, or are to be used, for such 
— the Federal Reserve Board to have the right to determine 
or define the character of the paper thus eligible for discount. within 
the meaning of this Act. Nothing in this Act contained shall be 
construed to prohibit such notes, drafts, and bills of exchange, secured 
by staple agricultural products, or other goods, wares, or merchandise 
from being eligible for such discount; but such definition shall not 
include notes, drafts, or bills covering merely investments or issued 
or drawn for the purpose of carrying or trading in stocks, bonds, or 
other investment securities, except bonds and notes of the Govern- 
ment of the United States. Notes, drafts, and bills admitted to dis- 
count under the terms of this paragraph must have a maturity at 
the time of discount of not more than ninety days: Provided, That 
notes, drafts, and bills drawn or issued for agricultural purposes or 
based on live stock and having a maturity not exceeding six months 
may be discounted in an amount to be limited to a percentage of the 
capital of the Federal reserve bank, to be ascertained and fixed by the 
Federal Reserve Board. 

a Federal réserve bank may discount acceptances which are 
based on the importation or exportation of goods and which 
have a maturity at time of discount of not more than three 
months, and indorsed by at least one member bank. The amount 
of acceptances so discounted shall at no time exceed one-half the 
paid-up capital stock and surplus of the bank for which the redis- 
counts are made. 

The aggregate of such notes and bills bearing the signature or in- 
dorsement of any one person, company, firm, or corporation redis- 
counted for any one beak shall at no time exceed ten per centum of the 
unimpaired capital and surplus of said bank; but this restriction shall 
not apply to the discount of bills of exchange drawn in good faith 
against actually existing values. 

Any member bank may accept drafts or bills of exchange drawn 
upon it and growing out of transactions involving the importation 
or exportation of goods having not more than six months sight to 
run; but no bank shall accept such bills to an amount equal at an 
time in the aggregate to more than one-half its paid-up capital stoc 
and surplus. 

Section fifty-two hundred and two of the Revised Statutes of the 
United States is hereby amended so as to read as follows: No national 
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banking association shall at any time be indebted, or in any wa 
liable, to an amount exceeding the amount of its capital stock at suc 
time actually paid in and remaining saadisnimsiahied losses or other- 
wise, except on account of demands of the nature following: 

First. Notes of circulation. 

Second. Moneys deposited with or collected by the association. 

Third. Bills of exchange or drafts drawn against money actually 
on deposit to the credit of the association, or due thereto. 

_Fourth. Liabilities to the stockholders of the association for 
dividends and reserve profits. 

Fifth. Liabilities incurred under the provisions of the Federal 
Reserve Act. 

The rediscount by any Federal reserve bank of any bills receivable 
and of domestic and a bills of exchange, and of acceptances 
authorized by this Act, shall be subject to such restrictions, limita- 
—, and regulations as may be imposed by the Federal Reserve 

ard, 


OPEN-MARKET OPERATIONS. 


_ Seo. 14. Any Federal reserve bank may, under rules and regula- 
tions prescribed by the Federal Reserve Board, purchase and sell in 
the open market, at home or abroad, either from or to domestic or 
foreign banks, firms, corporations, or individuals, cable transfers and 
bankers’ acceptances and bills of exchange of the kinds and maturities 
by this Act made eligible for rediscount, with or without the indorse- 
ment of a member bank. 

Every Federal reserve bank shall have power: 

(a) To deal in gold coin and bullion at home or abroad, to make 
loans thereon, exchange Federal reserve notes for gold, gold coin, or 

ld certificates, and to contract for loans of gold coin or bullion, giv- 
ing therefor, when necessary, acceptable security, including the hy- 
pothecation of United States bonds or other securities which Federal 
reserve banks are authorized to hold; 

(b) To buy and sell, at home or abroad, bonds and notes of the 
United States, and bills, notes, revenue bonds, and warrants with 9 
maturity from date of purchase of not exceeding six months, issued 
in anticipation of the collection of taxes or in anticipation of the 
receipt of assured revenues by any State, county, district, political 
subdivision, or municipality in the continental United States, includ- 
ing irrigation, drainage and reclamation districts, such purchases to 
be made in accordance with rules and regulations prescribed by the 
Federal Reserve Board ; 

(c) To purchase from member banks and to sell, with or without its 
indorsement, bills of exchange arising out of commercial transactions, 
as hereinbefore defined; 

(d) To establish from time to time, subject to review and determi- 
nation of the Federal Reserve Board, rates of discount to be charged 
by the Federal reserve bank for each class of paper, which shall be fixed 
with a view of accommodating commerce and business; 

(e) To establish accounts with other Federal reserve banks for 
exchange purposes and, with the consent of the Federal Reserve 
Board, to open and maintain banking accounts in foreign countries, 
appoint correspondents, and establish agencies in such countries 
eoveenen it may deem best for the purpose of purchasing, selling, 


and collecting bills of exchange, and to buy and sell with or without its 
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indorsement, through such correspondents or agencies, bills of 
exchange arising out of actual commercial transactions which have 


not more than ninety days to run and which bear the signature of two 
or more responsible parties. 


GOVERNMENT DEPOSITS. 


Sec. 15. The moneys held in the general fund of the Treasury, 
except the five per centum fund for the redemption of outstanding 
national-bank notes and the funds provided in this Act for the redemp- 
tion of Federal reserve notes may, upon the direction of the Secretary 
of the Treasury, be deposited in F elated reserve banks, which banks 
when required by the Secretary of the Treasury, shall act as fiscal 
agents of the United States; and the revenues of the Government or 
any part thereof may be deposited in such banks, and disbursements 
= be made by checks drawn against such deposits. 

o public funds of the a? Islands, or of the postal savings 
or any Government funds, shall be deposited in the continental United 
States in any bank not belonging to the system established by this Act: 
Provided, however, That nothing in this Ret shall be construed to deny 
the right of the Secretary of the Treasury to use member banks as 
depositories. 

NOTE ISSUES. 


Sec. 16. Federal reserve notes, to be issued at the discretion of the 
Federal Reserve Board for the purpose of making advances to Federal 
reserve banks through the Federal reserve agents as hereinafter set 
forth and for no other purpose, are hereby authorized. The said notes 
shall be obligations of the United States and shall be receivable by all 
national and member banks and Federal reserve banks and for all 
taxes, customs, and other public dues. They shall be redeemed in 
gold on demand at the Treasury Department of the United States, in 
the city of Washington, District of Columbia, or in gold or lawful 
money at any Federal reserve bank. 

Any Federal reserve bank may make application to the local 
Federal reserve'agent for such amount of the Federal reserve notes 
hereinbefore provided for as it may require, Such application shall 
be accompanied with a tender to the local Federal reserve agent of 
collateral in amount equal to the sum of the Federal reserve notes thus 
applied for and issued pursuant to such application. The collateral 
security thus offered shall be notes and bills, accepted for rediscount 
under the provisions of section thirteen of this Act, and the Federal 
reserve agent shall each day notify the Federal Reserve Board of all 
issues and withdrawals of Federal reserve notes to and by the Federal 
reserve bank to which he is accredited. The said Federal Reserve 
Board may at any time call upon a Federal reserve bank for addi- 
tional security to protect the Federal reserve notes issued to it. 

Every Fedoral reserve bank shall maintain reserves in gold or 
lawful money of not-less than thirty-five per centum against its 
deposits and reserves in gold of not less than forty per centum 
against its Federal reserve notes in actual circulation, and not 
offset by gold or lawful money deposited with the Federal 
reserve agent. Notes so paid out shall bear upon their faces a 
distinctive letter and serial number, which shall be assigned 
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by the Federal Reserve Board to each Federal reserve bank. When- 
ever Federal reserve notes issued through one Federal reserve bank 
shall be received by another Federal reserve bank they shall be 
romptly returned for credit or redemption to the Federal reserve 
Cant through which they were originally issued. No Federal reserve 
bank shall pay out notes issued ceil another under penalty of a 
tax of ten per centum upon thie face value of notes so paid out. Notes 
jee for redemption at the Treasury of the United States shall 
@ paid out of the redemption fund and returned to the Federal 
reserve banks through which they were originally issued, and there- 
upon such Federal reserve bank shall, upon demand of the Secretary 
of the Treasury, reimburse such redemption fund in lawful money 
or, if such Federal reserve notes have been redeemed by the Treasurer 
in gold or gold certificates, then such funds shall be reimbursed to 
the extent deemed necessary by the Secretary of the Treasury in gold 
or gold certificates, and such Federal reserve bank shall, so long as 
any of its Federal reserve notes remain outstanding, maintain with 
the Treasurer in gold an amount sufficient in the judgment of the 
Secretary to provide for all redemptions to be made by the Treasurer. 
Federal reserve notes received by the Treasury, otherwise than for 
redemption, may be exchanged for gold out of the redemption fund 
hereinafter provided and returned to the reserve bank through which 
they were originally issued, or they may be returned to such bank 
for the credit of the United States. Federal reserve notes unfit for 
circulation shall be returned by the Federal reserve agents to the 
Comptroller of the Currency for cancellation and destruction. 

The Federal Reserve Board shall require cach Federal reserve bank 
to maintain on deposit in the Treasury of the United States a sum in 
gold sufficient in the judgment, of the Secretary of the Treasury for 
the redemption of the Federal reserve notes issued to such 
bank, but in no event less than five per centum: but such de- 
posit of gold shall be counted and included as part of the forty per 
centum reserve hereinbefore required. The board shall have the 
right, acting through the Federal reserve agent, to grant in whole 
or in part or to reject entirely the ean of any Federal 
reserve bank for Federal reserve notes; but to the extent that such 
application may be granted the Federal Reserve Board shall, through 
its local Federal reserve agent, supply Federal reserve notes to the 
bank so applying, and such bank shall be charged with the amount 
of such notes and shall pay such rate of interest on said amount as 
may be established by the Federal Reserve Board, and the amount of 
such Federal reserve notes so issued to any such bank shall, upon 
delivery, together with such notes of such Federal reserve bank as 
may be issued under section eighteen of this Act upon security of 
United States two per centum Government bonds, become a first and 
paramount lien on all the assets of such bank. te Year 

Any Federal reserve bank may at any time reduce its hability for 
outstanding Federal reserve notes by depositing, with the Federal 
reserve agent, its Federal reserve notes, gold, gold certificates, or 
lawful moncy of the United States. Federal reserve notes so depos- 
ited shall not be reissued, except upon compliance with the conditions 
of an original issue. 

The Federal reserve agent shall hold such gold, gold certificates, or 
lawful moncy available exclusively for exchange for the outstanding 
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Federal reserve notes when offered by the reserve bank of which he is 
a director. Upon the request of the Secretary of the Treasury the 
Federal Reserve Board shall require the Federal reserve agent to 
transmit so much of said gold to the Treasury of the United States as 
may be required for the exclusive purpose of the redemption of such 


tes. 

Any Federal reserve bank may at its discretion withdraw collateral 
deposited with the local Federal reserve agent for the protection of 
its Federal reserve notes deposited with it and shall at the same time 
substitute therefor other like collateral of equal amount with the 
approval of the Federal reserve agent under regulations to be pre- 
scribed by the Federal Reserve Board. 

In order to furnish suitable notes for circulation as Federal reserve 
notes, the Comptroller of the Currency shall, under the direction of 
the Secretary of the Treasury, cause plates and dies to be engraved 
in the best manner to guard against counterfeits and fraudulent 
alterations, and shall have printed therefrom and numbered such 

uantitics of such notes of the denominations of $5, $10, $20, 

50, $100, as may be required to supply the Federal reserve banks. 
Such notes shall be in form and tenor as directed by the Secretary of 
the Treasury under the provisions of this Act and shall bear the 
distinctive numbers of the several Federal reserve banks through 
which they are issued. 

When such notes have been prepared, they shall be deposited in 
the Treasury, or in the subtreasury or mint of the United States 
nearest the place of business of each Federal reserve bank and shall 
be held for the use of such bank subject to the order of the Comp- 
troller of the Currency for their delivery, as provided by this Act. 

The plates and dies to be procured by the Comptroller of the Cur- 
rency for the printing of such circulating notes shall remain under 
his control wae direction, and the expenses necessarily incurred in 
executing the laws relating to the procu.ing of such notes, and all 
other expenses incidental to their issue and retirement, shall be paid 
by the Federal reserve banks, and the Federal Reserve Board shall 
include in its estimate of expenses levied against the Fe leral reserve 
banks a sufficient amount to cover the expenses herein provided for. 

The examination of plates, dies, bed pieces, and so forth, and 
regulations relating to such examination of plates, dies, and so forth 
of national-bank notes provided for in section fifty-one hundred an 
seventy-four Revised Statutes, is herbey extended to include notes 
herein provided for. 

Any appropriation heretofore made out of the general funds of 
the Treasury for engraving plates and dies, the purchase of distine- 
tive paper, or to cover any other expense in connection with the 
ae of national-bank notes or notes provided for by the Act of 

ay thirtieth, nineteen hundred and eight, and any distinctive paper 
that may be on hand at the time of the passage of this Act may be 
used in the discretion of the Secretary for the purposes of this Act, 
and should the appropriations heretofore made be insufficient to 
meet the requirements of this Act in addition to circulating notes 
provided for by existing law, the Secretary is hereby authorized to 
use so much of any funds in the Treasury not otherwise appropriated 
for the purpose of furnishing the notes aforesaid: Provide , however, 
That nothing in this section contained shall be construed as exempt- 
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ing national banks or Federal reserve banks from their liability to 
reimburse the United States for any expenses incurred in printing 
and issuing circulating notes. 

Every Federal reserve bank shall receiveon deposit at par from mem- 
ber banks or from Federal reserve banks checks and drafts drawn upon 
any of its depositors, and when remitted by a Federal reserve bank 
checks and drafts drawn by any depositor in any other Feder 
reserve bank or member bank upon funds to the credit of said deposi- 
tor in said reserve bank or member bank. Nothing herein contained 
shall be construed as prohibiting a member bank from charging its 
actual expense incurred in collecting and remitting funds, or for 
exchange sold to its patrons. The Federal Reserve Board shall, by 
rule, fix the charges to be collected by the member banks from its 
patrons whose checks are cleared through the Federal reserve bank 
and the charge which may be imposed for the service of clearing or 
collection rendered by the Federal reserve bank. 

The Federal Reserve Board shall make and promulgate from time 
to time regulations governing the transfer of funds and charges 
therefor among Federal reserve banks and their branches, and ma 
at its discretion exercise the functions of a clearing house for ia 
Federal reserve banks, or may designate a Federal reserve bank to 
exercise such functions, and may also require each such bank to 
exercise the functions of a clearing house for its member banks. 

Seo. 17. So much of the provisions of section fifty-one hundred 
and fifty-nine of the Revised Statutes of the United States, and 
section four of the Act of June twentieth, eighteen hundred and 
seventy-four, and section eight of the Act of July twelfth, eighteen 
hundred and eighty-two, and of any other provisions of existing 
statutes as require that before any national banking association 
shall be authorized to commence banking business it shall transfer 
and deliver to the Treasurer of the United States a stated amount of 
United States registered bonds is hereby repealed. 


REFUNDING BONDS. 


Seo. 18. After two years from the pussage of this Act, and at an 
time during a period of twenty years thereafter, any member ban 
desiring to retire the whole or any part of its circulating notes, may 
file with the Treasurer of the United States an application to sell for 
its account, at par and accrued interest, United States bonds secur- 
Oe ae to be retired. 

he Treasurer shall, at the end of each quarterly period, furnish 
the Federal Reserve Board with a list of such applications, and the 
Federal Reserve Board may, in its discretion, require the Federal 
reserve banks to purchase such bonds from the banks whose appli- 
cations have been filed with the Treasurer at least ten days before 
the end of any quarterly period at which the Federal Reserve Board 
may direct the purchase to be made: Provided, That Federal reserve 
banks shall not be permitted to purchase an amount to exceed 
$25,000,000 of such bonds in any one year, and which amount shall 
include bonds acquired under section four of this Act by the Federal 
reserve bank. Provided further, That the Federal Reserve Board shall 
allot to each Federal reserve bank such proportion of such bonds as the 
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capital and surplus of such bank shall bear to the aggregate capital 
and surplus of all the Federal reserve banks. 

Upon notice from the Treasurer of the amount of bonds so sold for 
its account, each member bank shall duly assign and transfer, in 
writing, such bonds to the Federal reserve bank purchasing the 
same, and such Federal reserve bank shall, thereupon, deposit lawful 
money with the Treesurer of the United States for the purchese price 
of such bonds, and the Treasurer shall pay to the member bank saiiie 
such bonds any balance due afte: deducting a sufficient sum to 
redeem its outstanding notes secured by such bonds, which notes 
shall be canceled and permanently retired when redeemed. 

The Federal reserve banks purchasing such bonds shall be per- 
mitted to take out an amount of circulating notes equal to the par 
value of such bonds. 

Upon the deposit with the Treasurer of the United States of bonds 
so purchased, or any bonds with the circulating privilege acquired 
under section four of this Act, any Federal reserve bank makin 
such deposit in the manner provided by existing law, shall be entitled 
to receive from the Comptroller of the Currency circulating notes 
in blank, registered and ge Be it as provided by law, equal in 
amount to the par value of the bonds so deponited. Such notes 
shall be the obligations of the Federal reserve bank procuring the 
same, and shall be in form prescribed by the Secretary of the Treas- 
ury, and to the same tenor and effect as national-bank notes now 
provided by law. They shall be issued and redeemed under the 
same terms and conditions as national-bank notes except that they 
shall not be limited to the amount of the capital stock of the Federal 
reserve bank issuing them. 

Upon application of any Federal reserve bank, approved by the 
Federal Reserve Board, the Secretary of the Treasury may issue, in 
exchange for United States two per centum gold bonds bearing the cir- 
culation privilege, but against which no circulation is outstanding, 
one-year gold notes of the United States without the circulation 

rivilege, to an amount not to exceed one half of the two per centum 
nds so tendered for exchange, and thirty-year three per centum 
gold bonds without the circulation privilege for the remainder of the 
two per centum bonds so tendered: Provided, That at the time of such 
exchange the Foderal reserve bank obtaining such one-year gold 
notes shall enter into an obligation with the Secretary of tho Troas- 
ury binding itself to purchase from the United States for gold at the 
maturity of such one-year notes, an amount equal to those delivered 
in exchange for such bonds, if so requested by. the Secretary, and at 
each maturity of one-year notes so purchased by such Federal reserve 
bank, to purchase from the United States such an amount of one year 
notes as the Secretary may tender to such bank, not to exceed the 
amount issued to such bank in the first instanco, in exchange for the 
two per contum United States gold bunds; said obligation to pur- 
chase at maturity such notes shall continue in force for a period not 
to exceed thirty years. 

For the purpose of making the exchange herein provided for, the 
Secretary of the Treasury is authorized to issue at par Treasury notes 
in coupon or registered form as he may prescribe in denominations 
of one hundred dollars, or any multiple thereof, bearing interest at 
the rate of three per centum per annum, payable quarterly, such 
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Treasury notes to be payable not more than one year from the date of 
their issue in gold coin of the present standard value, and to be exempt 
as to principal and interest from the payment of all taxes and duties 
of the United States except as nroided by this Act, as well as from 
taxes in any form by or under State, municipal, or local authorities. 
And for the same purpose, the Secretary is authorized and empowered 
to issue United States gold bonds at par, bearing three per centum 
interest payable thirty years from date of issue, such bonds to be of 
the same general tenor und effect and to be issued under the same 
eneral terms and conditions as the United States three per centum 
Bonds without the circulation privilege now issued and outstanding. 
Upon application of any Federal reserve bank, approved by the 
Federal Reserve Board, the Secretary may issue at par such three 
per centum bonds in exchange for the one-year gold notes herein 

provided for. 

BANK RESERVES. 


Sec. 19. Demand deposits within the meaning of this Act shall 
comprise all deposits payable within thirty days, and time deposits 
shall comprise all deposits payable after thirty days, and all savings 
accounts and certificates of deposit which are subject to not less than 
thirty days’ notice before payment. 

When tho Secretary of the Treasury shall have officially announced, 
in such manner as hoe may elect, the establishment of a Federal reserve 
bank in any district, every subseribing member bank shall establish 
and maintain reserves as follows: 

(a) A bank not m a reserve or central reserve city as now or here- 
after defined shall hold and maintain reserves equal to twelve per 
centum of the aggregate amount of its demand deposits and five per 
centum cf its time deposits, as follows: 

In its vaults for a period of thirty-six months after said date 
five-twelfths thereof and permanently thereafter four-twelfths. 

In the Federal reserve bait of its district, for a period of twelve 
months after said date, two-twelfths, and for cach succeeding six 
months an additional one-twelfth, until five-twelfths have been so 
deposited, which shall be the amount permanently required. 

‘or a period of thirty-six months after said date the balance of 
the reserves may be held in its own vaults, or in the Federal reserve 
bank, or in national banks in reserve or central reserve cities as now 
defined by law. 

After sail thirty-six months’ period said reserves, other than 
those hereinbefore required to be held in the vaults of the member 
bank and in the Federal reserve bank, shall be held in the vaults of 
the member bank or in the Federal reserve bank, or in both, at the 
option of the member bank. 

(b) A bank in a reserve city, as now or hereafter defined, shall hold 
and maintain reserves equal to fifteen per centum of the aggregate 
amount of its demand deposits and five per centum of its time 
deposits, as follows: 

n its vaults for a period of thirty-six months after said date 
six-fifteenths thercof, and permanently thereafter five-fifteenths. 

In the Federal reserve bank of its district for a period of twelve 
months after the date aforesaid at least three-fifteenths, and for each 
succeeding six months an additional one-fifteenth, until six-fifteenths 
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or 


have been so deposited, which shall be the amount permanently 
required. 

for a period of thirty-six months after said date the balance of 
the reserves may be held in its own vaults, or in the Federal reserve 
bank, or in national banks in reserve or central reserve cities as now 
defined by law. 

After said thirty-six months’ period all of said reserves, except 
those hereinbefore required to be held permanently in the vaults of 
the member bank al in the Federal reserve bank, shall be held in 
its vaults or in the Federal reserve bank, or in both, at the option 
of the member bank. 

(c) A bank in a central reserve city, as now or hereafter defined, 
shall hold and maintain a reserve equal to eightcen per centum of 
the aggregate amount of its demand deposits and five per centum of 
its time deposits, as follows: 

In its vau!ts six-eighteenths thereof. 

In the Federal reserve bank seven-eighteenths. 

The balance of said reserves shall be held in its own vaults or in 
the Federal reserve bank, at its option. 

Any Federal reserve bank may receive from the member banks as 
reserves, not exceeding one-half of each installment, eligible pepet as 
described in section fourteen properly indorsed and acceptable to 
the said reserve bank. 

If a State bank or trust company is required by the law of its State 
to keep its reserves either in its own vaults or with another State bank 
or trust company, such reserve depdsits so kept in such State bank 
or trust company shall be construed, within the meaning of this sec- 
tion, as if they were reserve deposits in a national bank in a reserve 
om central reserve city for a period of three vears after the Secretary 
of the Treasury shall have officially announced the establishment of a 
Federal reserve bank in the district in which such State bank or 
trust company is situate. Except as thus provided, no member 
bank shall keep on deposit with any nonmember bank a sum in 
excess of ten per centum of its own paid-up capital and surplus. 
No member bank shall act as the medium or agent of a nonmember 
bank in applying for or receiving discounts from a Federal reserve 
bank under the provisions of this Act except by permission of the 
Federal Reserve Board. 

The reserve carried by a member bank with a Federal reserve bank 
may, under the regulations and subject to such penalties as may be 
prescribed by the Federal Reserve Board, be adele against and 
withdrawn by such member bank for the purpose of meeting existing 
liabilities: Provided, however, That no bank shall at any time make new 
loans or shall pay any dividends unless and until the total reserve 
required by law is fully restored. 

ha estimating the reserves required by this Act, the net balance of 
amounts due to and from other banks shall be taken as the basis for 
ascertaining the deposits against which reserves shall be determined 
Balances in reserve banks due to member banks shall, to the extent 
herejn provided. be counted as reserves. 

National banks located in Alaska or outside the continental United 
States may remain nonmember banks, and shall in that event 
maintain reserves and comply with all the conditions now provided 
by law regulating them; or said banks, except in the Philippine 
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Islands, may, with the consent of the Reserve Board, become member 
banks of any one of the reserve districts, and shall, in that event, take 
stock, maintain reserves, and be subject to all the other provisions 
of this Act. 

Sec. 20. So much of sections two and three of the Act of June 
twentieth, eighteen hundred and seventy-four, entitled ‘An Act 
fixing the amount of United States notes providing for a redistriby- 
tion of the national-bank currency, and for other purposes,” as pro- 
vides that the fund deposited bY any national banking association 
with the Treasurer of the United States for the redemption of its notes 
shall be counted as a part of its lawful reserve as provided in the Act 
aforesaid is ne repealed. And from and after the passage of this 
Act such fund of five per centum shall in no case be counted by any 
national banking association as a part of its lawful reserve. 


BANK EXAMINATIONS. 


Seo. 21. Section fifty-two hundred and forty, United States Re- 
vised Statutes, is amepded to read as follows: 

The Comptroller of the Currency, with the approval of the Secre- 
tary of the Treasury, shall appoint examiners who shall examine 
every member bank at least twice in each calendar year and ofiener 
if considered necessary: Provided, however, That the Federal Reserve 
Board may authorize examination by the State authorities to be 
accepted in the case of State banks and trust companies and may at 
any time direct the holding of a special examination of State banks 
or trust companies that are stockholders in any Federal reserve 
bank. The examiner oe the examination of any national bank, 
or of any other member bank, shall have power to make a thorough 
examination of all the affairs of the bank and in doing so he shall 
have power to administer oaths and to examine any of the officers 
and agents thereof under oath and shall make.a full and detuiled 
report of the condition of said bank to the Comptroller of the Cur- 
rency. 

The Federal Reserve Board, upon the recommendation of the 
Comptroller of the Currency, shall fix the salaries of all bank exam- 
iners and make report thereof to Congress. The expense of the 
examinations herein provided for shall be assessed by the Comptroller 
of the Currency upon the banks examined in proportion to assets or 
resources held by the banks upon the dates of examination of the 
various banks. 

In addition to the examinations made and conducted by the 
Comptroller of the Currency, every Federal reserve bank may. with 
the approval of the Federal reserve agent or the Federal Reserve Board. 
wip e for special examination of member banks within its district. 

e expense of such examinations shall be borne by the bank exam- 
ined. Such examinations shall be so conducted as to inform the 
Federal reserve bank of the condition of its member banks and of the 
lines of credit which are being extended by them. Every Federal 
reserve bank shall at all times furnish to the Federal Reserve Boaid 
such information as may be demanded concerning the condition of 
any member bank within the district of the said Federal reserve bank. 

No bank shall be subject to any visitatorial powers other than such 
as are authorized by law, or vested in the courts of justice or such as 
shall be or shall have been exercised or directed by Congress, or by 
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either House thereof or by any committee of Congress or of either 
House duly authorized. 

The Federal Reserve Board shall, at least once each year, order an 
examination of each Federal reserve bank, and upon joint applica- 
tion of ten member banks the Federal Reserve Board shall order a 
special examination and report of the condition of any Federal 
reserve bank. 

Sec. 22. No member bank or any officer, director, or employee 
thereof shall hereafter make any loan or grant any gratuity to any 
bank examiner. Any bank officer, director, or employee violat- 
ing this provision shall be deemed guilty of a misdemeanor and shall 
be imprisoned not exceeding one year or fined not more than $5,000, 
or both; and may be fined a further sum equal to the money so loaned 
or gratuity given. Any examiner accepting a loan or gratuity from any 
bank examined by him or from an officer, director, or employee thereof 
shall be deemed guilty of a misdemeanor and shall be imprisoned not 
exceeding one year or fined not more than $5,000, or both; and may be 
fined a further sum equal to the money so loaned or gratuity given; 
and shall forever thereafter be disqualified from holding office as a 
national-bank examiner. No national-bank examiner shall perform 
any other service for compensation while holding such office for any 
bank or officer, director, or employee thereof. 

Other than the usual salary or director’s fee paid to any officer, 
director, or employee of a member bank and other than a reasonable 
fee paid by said bank to such officer, director, or employee for services 
rendered to such bank, no officer, director, employee, or attorney of a 
member bank shall be a beneficiary of or receive, directly or indirectly, 
any fee, commission, gift, or other consideration for or in connection 
with any transaction or business of the bank. No examiner, public 
or private, shall disclose the names of borrowers or the collateral for 
loans of a member bank to other than the proper officers of such 
bank without first having obtained the express permission in writing 
from the Comptroller of the Currency, or from the board of directors 
of such bank, except when ordered to do so by a court of competent 
jurisdiction, or by direction of the Congress of the United States, or 
of either House thereof, or any committee of Congress or of either 
House duly authorized. Any person violating any provision of this 
section shall be punished by a fine of not exceeding $5,000 or by 
imprisonment not exceeding one year, or both. 

Except as provided in existing laws, this provision shall not take 
effect until sixty days after the passage of this Act. 

Sec. 23. The stockholders of every national banking association 
shall be held individually responsible for all contracts, debts, and 
engagements of such association, each to the amount of his stock 
therein, at the par value thereof in addition to the amount invested 
in such stock. The stockholders in any national banking association 
who shall have transferred their shares or registered the transfer 
thereof within sixty days next before the date of the failure of such 
association to meet its obligations, or with knowledge of such im- 
pending failure, shali be liable to the same extent as if they had made 
no such transfer, to the extent that the subsequent transferee fails to 
meet such liability; but this provision shall not be construed to 
affect in any way any recourse which such shareholders might other- 


wise have against those in whose names such shares are registered at 
the time of such failure. 
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LOANS ON FARM LANDS. 


Szo. 24. Any national banking association not situated in a 
eentral reserve city may make loans secured by improved and unen- 
cumbered farm land, situated within its Federal reserve district, 
but no such loan shall be made for a longer time than five years, nor 
for an amount exceeding fifty per centum of the actual value of the 
property offered as security. Any such bank may make such loans 
in an egate sum a to twenty-five per centum of its capital 
and surplus or to one-third of its time deposits and such banks may 
continue hereafter as heretofore to receive time deposits and to pay 
interest on the same. 

The Federal Reserve Board shall have power from time to time to 
add to the list of cities in which national banks shall not be permitted 
= make loans secured upon real estate in the manner described in 

section, 


FOREIGN BRANCHES. 


Src. 25. Any national banking association possessing a capital and 
surplus of $1,000,000 or more may file application with the Federal 
Reserve Board, upon such conditions and under such regulations as 
may be prescribed by the said board, for the purpose of securing 
authority to establish branches in foreign countries or dependencies 
of the United States for the furtherance of the foreign commerce of 
the United States, and to act, if required to do so, as fiscal agents of 
the United States. Such application shall specify, in addition to the 
name and capital of the banking association filing it, the place or 
places where the banking operations proposed are to be carried on, 
and the amount of capital set aside for the conduct of its foreign 
business. The Federal Reserve Board shall have power to approve 
or to reject such application if, in its judgment, the amount of cap- 
ital proposed to be set aside for the conduct of foreign business is 
inadequate, or if for other reasons the granting of such application 
is deemed inexpedient. 

Every national banking association which shall receive authorit 
to establish foreign branches shall be required at all times to furnis 
information concerning the condition of such branches to the Comp- 
troller of the Currency upon demand, and the Federal Reserve Board 
may order special examinations of the said foreign branches at such 
time or times as it may deem best. Every such national banking as- 
sociation shall conduct the accounts of each foreign branch inde- 

ndently of the accounts of other foreign branches established 
by it and of its home office, and shall at the end of each fiscal period 
transfer to its general ledger the profit or loss accruing at each branch 
as a separate item. 

Sec. 26. All provisions of law inconsistent with or superseded by any 
of the provisions of this Act are to that extent and to that extent only 
hereby repealed: Provided, Nothing in this Act contained shall be con. 
strued to repeal the parity provision or provisions contained in an 
Act approved March fourteenth, nineteen hundred entitled “An 
Act to define and fix the standard of value, to maintain the parity 
of all forms of money issued or coined by the United States, to 
refund the public debt, and for other purposes,” and the Secretary of 
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the Treasury may for the purpose of maintaining such parity and to 
strengthen the gold reserve, borrow gold on the security of United 
States bonds authorized by section two of the Act last referred to 
or for one-year gold notes bearing interest at a rate of not to exceed 
three per centum per annum, or sell the same if oe to obtain 
gold. When the funds of the Treasury on hand justify, he may 
purchase and retire such outstanding bonds and notes. 

Sec. 27. The provisions of the Act of May thirtieth, nineteen 
hundred and claht, authorizing national currency associations, the 
issue of additional national-bank circulation, and creating a National 
Monetary Commission, which expires by limitation under the terms 
of such Act on the thirtieth day of June, nineteen hundred and four- 
teen, are hereby extended to June thirtieth, nineteenth hundred and 
fifteen, and sections fifty-one hundred and fifty-three, fifty-one 
hundred and seventy-two, fifty-one hundred and ninety-one, and 
fifty-two hundred and fourteen of the Revised Statutes of the United 
States, which were amended by the Act of May thirtieth, nineteen 
hundred and eight, are hereby reenacted to read as such sections 
read prior to May thirtieth, nineteen hundred and eight, subject to 
such amendments or modifications as are prescribed in this Act: 
Provided, however, That section nine of the Act first referred to in 
this section is hereby amended so as to change the tax rates fixed 
in said Act by making the portion applicable thereto read as follows: 

National banking associations having circulating notes secured 
otherwise than by bonds of the United States, shall pay for the first 
three months a tax at the rate of three per centum per annum upon 
the average amount of such of their notes in circulation as are based 
upon the deposit of such securities, and afterwards an additional tax 
rate of one-half of one per centum per annum for each month until a 
tax of six per centum per annum is reached, and thereafter such tax 
of six per centum per annum upon the average amount of such 
notes. 

Seo. 28. Section fifty-one hundred and forty-three of the Revised 
Statutes is hereby amended and reenacted to read as follows: An 
association formed under this title may, by the vote of shareholders 
owning two-thirds of its capital stock, reduce its capital to any sum 
not below the amount required by this title to authorize the forma- 
tion of associations; but no such reduction shall be allowable which 
will reduce the capital of the association below the amount required 
for its outstanding circulation, nor shall any reduction be made until 
the amount of the proposed reduction has been reported to the Com 
troller of the Currency and such reduction has been approved by the 
said Comptroller of the Currency and by the Federal Reserve Board, 
or by the organization committee pending the organization of the 
Federal Reserve Board. 

Sec. 29. If any clause, sentence, paragraph, or part of this Act 
shall for any reason be adjudged by any court of competent juris- 
diction to be invalid, sich judgment shall not affect, impair, or 
invalidate the remainder of this Act, but shall be confined in its 
operation to the clause, sentence, paragraph, or part thereof directly 


involved in the controversy in which such judgment shall have been 
rendered. 
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Sec. 30. The right to amend, alter, or repeal this Act is hereby 
expressly reserved. 


Managers on the part of the | Managers on the part of the 
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An Act To provide for the establishment of Federal reserve banks, 
to furnish an elastic currency, to afford means of rediscounting commercial paper, 


to establish a more effective supervision of banking in the United States, and for 
other purposes. 


Be it enacted by the Senate and Hous: of Representatives of the United 
States of America in Congress assembled, That the short title of this 
Act shall be the “Federal Reserve Act.” 

Wherever the word ‘ bank”’ is used in this Act, the word shall be 
held to include State bank, pe association, and trust company, 
except where national banks or Federal reserve banks are specifically 
referred to. 

The terms “national bank” and ‘‘national banking association” 
used in this Act shall be held to be synonymous and interchangeable. 
The term ‘member bank” shall be-held to mean any iatdnak bank, 
State bank; or bank or trust company which has become a member 
of one of the reserve banks created by this Act. The term “board” 
shall be held to mean Federal Reserve Board; the term “ district”’ 
shall be held to mean Federal reserve district; the term ‘reserve 
bank” shall be held to mean Federal reserve bank. 


FEDERAL RESERVE DISTRICTS. 


Sro. 2. As soon as practicable, the Secretary of the Treasury, the 
Secretary of Agriculture and the Comptroller of the Currency, act- 
ing as ‘The Reserve Bank Organization Committee,” shall designate 
not less than eight nor more than twelve cities to be known as Federal 
reserve cities, and shall divide the continental United States, ex- 
cluding Alaska, into districts, each district to contain only one of such 
Federal reserve cities. The determination of said organization 
committee shall not be subject to review except by the Federal 
Reserve Board when organized: Provided, That the districts shall be 
matron with due regard to the convenience and customary course 
of business and shall not necessarily be coterminous with any State 
or States. The districts thus created may be readjusted and new 
districts may from time to time be created by the Federal Reserve 
Board, not to exceed twelve in all. Such districts shall be known as 
Federal reserve districts and may be designated by number. A ma- 
jority of the organization committee shall constitute a quorum with 
authority to act. 

Said organization committee shall be authorized to employ counsel 
and expert aid, to take testimony, to send for persons and papers, to 
administer oaths, and to make such investigation as may be deemed 
necessary by the said committee in determining the reserve districts 
and in designating the cities within such districts where such Federal 
reserve banks shall be severally located. The said committee shall 
supervise the organization in each of the cities designated of a 
Federal reserve bank, which shall include in its title the name of the 
city in which it is situated, as “Federal Reserve Bank of Chicago.” 
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Under regulations to be prescribed by the organization committee, 
every national banking association in the United States is hereby 
required, and every eligible bank in the United States and every 
trust company within the District of Columbia, is hereby authorized 
to signify in writing, within sixty days after the passage of this Act, 
its acceptance of the terms and provisions hereof. When the organi- 
zation committee shall have designated the cities in which Federal 
reserve banks are to be organized, and fixed the geographical limits 
of the Federal reserve districts, every national banking association 
within that district shall be required within thirty days after notice 
from the organization committee, to subscribe to the capital stock 
of such Federal reserve bank in a sum equal to six per centum 
of the paid-up capital stock and surplus of such bank, one-sixth of 
the subscription to be payable on call of the organization committee 
or of the Federal Reserve Board, one-sixth within three months and 
one-sixth within six months thereafter, and the remainder of the sub- 
scription, or any part thereof, shall be subject to call when deemed 
necessary by the Federal Reserve Board, said payments to be in 
gold or gold certificates. 

The ee aia of every Federal reserve bank shall be held indi- 
vidually responsible, equally and ratably, and not one for another, 
for all contracts, debts, and engagements of such bank to the extent 
of the amount of their subscriptions to such stock at the par value 
thereof in addition to the amount subscribed, whether such subscrip- 
tions have been paid up in whole or in part, under the provisions of 
this Act. 

Any national bank failing to signify its acceptance of the terms of 
this Act within the sixty days aforesaid, shall cease to act as a reserve 
agent, upon thirty days’ notice, to be given within the discretion of the 
said organization committee or of the Federal Reserve Board. 

Should any national banking association in the United States now 
organized fail within one year after the passage of this Act to become 
a member bank or fail to comply with any of the provisions of this 
Act applicable thereto, all of the rights, privileges, and franchises of 
such association granted to it under the national-bank Act, or under 
the provisions of this Act, shall be thereby forfeited. Any noncom- 
pliance with or violation of this Act shall, however, be determined 
and adjudged by any court of the United States of competent juris- 
diction in a suit brought for that purpose in the district or territory 
in which such bank is located, anus Saettinn of the Federal Reserve 
Board, by the Comptroller of the Currency in his own name before 
the association shall be declared dissolved. In cases of such noncom- 
jliance or violation, other than the failure to become a membet 
Sank under the provisions of this Aet, every director who partici- 
pated in or assented to the same shall be held liable in his personal 
or individual capacity for all damages which said bank, its share 
holders, or any other person shall have sustained in consequence ot 
such violation. 

Such dissolution shall not take away or impair any remedy against 
such corporation, its stockholders or officers, for any liability or 
penalty which shall have been previously incurred. 

Should the subscriptions by banks to the stock of said Federal 
reserve banks or any 0! more of them be, in the judgment of the 
organization committee, insuilicient to provide the amount of capital 
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required therefor, then and in that event the said organization com- 
mittee may, under conditions and regulations to be prescribed by it, 
offer to public subscription at par such an amount of stock in said 
Federal reserve banks, or any one or more of them, as said committee 
shall determine, subject to the same conditions as to payment and 
stock liability as provided for member banks. 

No individual, copartnership, or corporation other than a member 
bank of its district shall be permitted to subscribe for or to hold at 
any time more than $25,000 par value of stock in any Federal reserve 
bank. Such stock shall be known as public stock and may be trans- 
ferred on the books of the Federal reserve bank by the chairman of 
the board of directors of such bank. 

Should the total subscriptions by banks and the public to the stock 
of said Federal reserve banks, or any one or more of them, be, in the 
judgment of the organization committee, insufficient to provide the 
amount of capital required therefor, then and in that event the said 
organization committee shall allot to the United States such an 
amount of said stock as said committee shall determine. Said United 
States stock shall be paid for at par out of any money in the Treas- 
ury not otherwise appropriated, and shall be held by the Secretary 
of the Treasury and Siow of for the benefit of the United States 
in such manner, at such times, and at such price, not less than par, 
as the Secretary of the Treasury shall determine. 

Stock not held by member banks shall not be entitled to voting 
ower. 

The Federal Reserve Board is hereby empowered to adopt and 
promulgate rules and regulations governing the transfers of said 
stock. 

No Federal reserve bank shall commence business with a sub- 
scribed capital less than $4,000,000. The organization of reserve 
districts and Federal reserve cities shall not be construed as chang- 
ing the present status of reserve cities and central reserve cities, 
except in so far as this Act changes the amount of reserves that 
may be carried with approved reserve agents located therein. The 
organization committee shall have power to appoint such assistants 
and incur such expenses in carrying out the provisions of this Act as 
it shall deem necessary, and such expenses shall be payable by the 
Treasurer of the United States upon voucher approved by the Secre- 
tary of the Treasury, and the sum of $100,000, or so much thereof as 
may be necessary, is hereby appropriated, out of any moneys in the 
Treasury not otherwise appropriated, for the payment of such 
expenses 


BRANCH OFFICES. 


Sec. 3. Each Federal reserve bank shall establish branch banks 
within the Federal reserve district in which it is located and may do 
so in the district of any Federal reserve bank which may bave been 
suspended. Such branches shall be operated by a board of directors 
under rules and regulations approved by the Federal Reserve Board 
Directors of branch banks shall possess the same qualifications as 
directors of the Federal reserve banks. Four of nid directors shall 
be selected by the reserve bank and three by the Federal Reserve 
Board, and they shall hold office during the pleasure, respectively, 
of the parent bank and the Federal Reserve Board. The reserve 
bank shall designate one of the directors as manager. 


6 O ss 
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Sec. 4. When the organization committee shall have established 
Federal reserve districts as provided in section two of this Act, a 
certificate shall be filed with the Comptroller of the Currency showing 
the geographical limits of such districts and the Federal reserve city 
designated in each of such districts. The Comptroller of the Cur- 
rency shall thereupon cause to be forwarded to each national bank 
located in each district, and to such other banks declared to be eli- 
gible by the organization committee which may apply therefor, an 
application blank in form to be approved by the organization com- 
mittee, which blank shall contain a resolution to be adopted by the 
board of directors of each bank executing such application, author- 
izing a subscription to the capital stock of the Federal reserve bank 
organizing in that district in accordance with the provisions of this 
Act. 

When the minimum amount of capital stock prescribed by this 
Act for the organization of any Federal reserve bank shall have been 
subscribed and allotted, the organization committee shall designate 
any five banks of those whose applications have been received, to 
execute a certificate of organization, and thereupon the banks so 
designated shall, under their seals, make an organization certificate 
which shall specifically state the name of such Federal reserve bank, 
the téettioiil extent of the district over which the operations of such 
Federal reserve bank are to be carried on, the city and State in which 
said bank is to be located, the amount of capital stock and the num- 
ber of shares into which the same is divided, the name and place of 
doing business of each bank executing such certificate, and of all 
banks which have subscribed to the capital stock of such Federal 
reserve bank and the number of shares subscribed by each, and the 
fact that the certificate is made to enable those banks executing 
same, and all banks which have subscribed or may thereafter sub- 
scribe to the capital stock of such Federal reserve bank, to avail them- 
selves of the advantages of this Act. 

The said organization certificate shall be acknowledged before a 
judge of some court of record or notary public; and shall be, together 
with the acknowledgment thereof, authenticated by the seal of such 
court, or notary, transmitted to the Comptroller of the Currency, 
who shall file, record and carefully preserve the same in his office. 

Upon the filing of such certificate with the Comptroller of the 
Currency as aforesaid, the said Federal reserve bank shall become a 
body corporate and as such, and in the name designated in such 
areeneeinon certificate, shall have power— 

‘irst. To adopt and use a corporate seal. 

Second. To have succession for a period of twenty years from its 
organization unless it is sooner dionatwell by an Act of Congress, or 
unless its franchise becomes forfeited by some violation of law. 

Third. To make contracts. 

Fourth. To sue and be sued, complain and defend, in any court of 
law or equity. 

Fifth. To appoint by its board of directors, such officers and em- 
ployees as are not otherwise provided for in this Act, te define their 
duties, require bonds of them and fix the penalty thereof, and to dis- 
miss at pleasure such officers or employees. 
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Sixth. To prescribe by its board of directors, by-laws not inconsist- 
ent with law, regulating the manner in which its general business 
may be conducted, and the privileges granted to it by law may be 
exercised and enjoyed. 

Seventh. To exercise by its board of directors, or duly authorized 
officers or agents, all powers specifically granted by the provisions of 
this Act and such incidental powers as shall be necessary to carry on 
the business of banking within the limitations prescribed by this Act. 

Eighth. Upon deposit with the Treasurer of the United States of 
any bonds of the United States in the manner provided by existing 
law relating to national banks, to receive from the Comptroller of the 
Currency circulating notes in blank, registered and countersigned as 
provided by law, equal in amount to the par value of the bonds so 
deposited, such notes to be issued under the same conditions and pro- 
visions of law as relate to the issue of circulating notes of national 
banks secured by bonds of the United States bearing the circulating 
privilege, except that the issue of such noves shall not be limited to the 
capital stock of such Federal reserve bank. 

But no Federal reserve bank shall transact any business except such 
as is incidental and necessarily preliminary to its organization until it 
has been authorized by the Comptroller of the Currency to commence 
business under the provisions of this Act. 

Every Federal reserve bank shall be conducted under the super- 
vision and control of a board of directors. 

The board of directors shall perform the duties usually appertaining 
to the office of directors of banking associations and all such duties as 
are prescribed by law. 

Said board shall administer the affairs of said bank fairly and impar- 
tially and without discrimination in favor of or against any member 
bank or banks and shall, subject to the provisions oid and the orders 
of the Federal Reserve Board, extend to each member bank such dis- 
counts, advancements and accommodations as may be safely and 
reasonably mad. with due regard for the claims and demands of 
other member banks. 

Such board of directors shall be selected as hereinafter specified and 
shall consist of nine members, holding office for three years, and 
divided into three classes, designated as classes A, B, and C. 

Class A shall consist of three members, who shall be chosen by and 
be representative of the stock-holding banks. 

Class B shall consist of three members, who at the time of their 
election shall be actively engaged in their district in commerce, agri- 
culture or some other industrial pursuit. 

Class C shall consist of three members who shali be designated by 
the Federal Reserve Board. When the necessary subscriptions to the 
capital stock have been obtained for the organization of any Federal 
reserve bank, the Federal Reserve Board shall appoint the class C 
directors and shall designate one of such directors as chairman of the 
board to be selected. Pending the designation of such chairman, the 
organization committee shall exercise the powers and duties apper- 
taining to the office of chairman in the organization of such Federal 
reserve bank. 

No Senator or Representative in Congress shall be a member of the 


Federal Reserve Board or an officer or a director of a Federal reserve 
bank. 
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No director of class B shall be an officer, director, or employee of 
-_ bank. 

o director of class C shall be an officer, director, employee, or 
stockholder of any bank. 

Directors of class A and elass B shall be chosen in the following 
manner: 

The chairman of the board of directors of the Federal reserve bank 
of the district in which the bank is situated or, pending the appoint- 
ment of such chairman, the organization committee shall classify the 
member banks of the district into three general groups or divisions. 
Each group shall contain as nearly as may be one-third of the aggre- 
gate number of the member banks of the district and shall consist, as 
nearly as may be, of banks of similar capitalization. The groups shall 
be designated by number by the chairman. 

At a regularly called meeting of the board of directors of each 
member bank in the district it shall elect by ballot a district reserve 
elector and shall certify his name to the chairman of the board of 
directors of the Federal reserve bank of the district. The chairman 
shall make lists of the district reserve electors thus named by banks 
in each of the aforesaid three groups and shall transmit one list to each 
elector in each group. 

Each member bank shall be permitted to nominate to the chair- 
man one candidate for director of class A and one candidate for 
director of class B. The candidates so nominated shall be listed by 
the chairman, indicating by whom nominated, and a copy of said list 
shall, within fifteen days after its completion, be furnished by the 
chairman to each elector. 

Every elector shall, within fifteen days after the receipt of-the said 
list, certify to the chairman his first, second, and other choices of a 
director of class A and class B, respectively, upon a preferential bal- 
lot, on a form furnished by the chairman of the board of directors of 
the Federal reserve bank of the district. Each elector shall make a 
cross opposite the name of the first, second, and other choices for a 
director of class A and for a director of class B, but shall not vote 
more than one choice for any one candidate. 

Any candidate having a majority of all votes cast in the column 
of first choice shall be declared elected. If no candidate have a 
majority of all the votes im the first column, then there shall be added 
together the votes cast by the electors for such candidates in the 
second column and the votes cast for the several candidates in the first 
column. If any candidate then have a majority of the electors vot- 
ing, by adding together the first and second choices, he shall be de- 
clared elected. If no candidate have a majority of electors voting 
when the first and second choices shall have been added, then the 
votes cast in the third column for other choices shall be added to- 
gether in like manner, and the candidate then having the highest 
number of votes shall be declared elected. An immediate report of 
election shall be declared. 

Class C directors shalt be appointed by the Federal Reserve Board. 
They shall have been for at least two years residents of the district 
for which they are appointed, one of whom shall be designated by 
said board as chairman of the board of directors of the Federal 
reserve bank and as “ Federal reserve agent.’’ He shall be a person of 
tested banking experience; and in addition to his duties as chairman 
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of the board of directors of the Federal reserve bank he shall be 
required to maintain under regulations to be established by the 
Federal Reserve Board a local office of said board on the 
premises of the Federal reserve bank. He shall make regular 
reports to the Federal Reserve Board, and shall act as its official 
representative for the performance of the functions conferred 
upon it by this Act. He shall receive an annual compensation 
to be fixed by the Federal Reserve Board and paid monthly by 
the Federal reserve bank to which he is designated. One of 
the directors of class C, who shall be a person of tested banking 
experience, shall be appointed by the Federal Reserve Board as 
deputy chairman and deputy Federal reserve agent to exercise the 
powers of the chairman of the board and Federal reserve agent in 
case of absence or disability of his principal. 

Directors of Federal reserve banks shall receive, in addition to any 
compensation otherwise provided, a reasonable allowance for neces- 
sary expenses in attending meetings of their respective boards, which 
amount shall be paid by the respective Federal reserve banks. An 
compensation that may be provided by boards of directors of Federal 
reserve banks for directors, officers or employees shall be subject to 
the approval of the Federal Reserve Board. 

The Reserve Bank Organization Committee may, in organizing 
Federal reserve banks, call such meetings of bank directors in the sev- 
eral districts as may be necessary to carry out the purposes of this 
Act, and may exercise the functions herein conferred upon the chair- 
man of the board of directors of each Federal reserve bank pending 
the complete organization of such bank. 

At the first meeting of the full board of directors of each Federal 
reserve bank, it shall be the duty of the directors of classes A, B and 
C, respectively, to designate one of the members of each class whose 
term of office shall expire in one year from the first of January 
nearest to date of such meeting, one whose term of office shall expire 
at the end of two years from said date, and one whose term of office 
shall expire at the end of three years from said date. Thereafter 
every director of a Federal reserve bank chosen as hereinbefore pro- 
vided shall hold office for a ternf of three years. Vacancies that 
may occur in the several classes of directors of Federal reserve banks 
may be filled in the manner provided for the original se’ection of 
such directors, such appointees to hold office for the unexpired terms 
of their predecessors, 


STOCK ISSUES; INCREASE AND DECREASE OF CAPITAL, 


Sec. 5. The capital stock of each Federal reserve bank shall be 
divided into shares of $100 each. The outstanding capital stock 
shall be increased from time to time as member banks increase their 
capital stock and surplus or as additional banks become members, 
and may be decreased as member banks reduce their capita! stock or 
surplus or cease to be members. Shares of the capital stock of 
Federal reserve banks owned by member banks shall not be trans- 
ferred or hypothecated. When a member bank increases its capi- 
tal stock or surplus, it shall thereupon subscribe for an additional 
amount of capital stock of the Federal reserve bank of its district 
equal to six per centum of the said increase, one-half of said sub- 
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scription to be paid in the manner hereinbefore provided for original 
subscription, and one-half subject to call of the Federal Reserve 
Board. A bank applying for stock in a Federal reserve bank at any 
time after the organization thereof must subscribe for an amount of 
the capital stock of the Federal reserve bank equal to six per centum 
of the paid-up capital stock and surplus of said applicant bank, pay- 
ing therefor its par value plus one-half of one per centum a month 
from the period of the last dividend. When the capital stock of any 
Federal reserve bank shall have been increased either on account of 
the increase of capital stock of member banks or on account of the 
increase in the number of member banks, the board of directors shall 
cause to be executed a certificate to the Comptroller of the Currency 
showing the increase in capital stock, the amount paid in, and b 
whom paid. When a member bank reduces its capital stock it shall 
iakeoaor a proportionate amount of its holdings in the capital of 
said Federal reserve bank, and when a member bank voluntarily 
liquidates it shall surrender all of its holdings of the capital 
stock of said Federal reserve bank and be released from its stock 
subscription not previously called. In either case the shares sur- 
rendered shall be canceled and the member bank shall receive in 

ayment therefor, under regulations to be prescribed by the Federal 
Rasarte Board, a sum equal to its cash-paid subscriptions on the 
shares surrendered and one-half of one per centum a month from the 
period of the last dividend, not to exceed the book value thereof, less 
any liability of such member bank to the Federal reserve bank. 

Sno. 6. If any member bank shall be declared insolvent and a 
receiver appointed therefor, the stock held by it in said Federal 
reserve bank shall be canceled, without impairment of its liability, 
and all cash-paid subscriptions on said stock, with one-half of one per 
centum per month from the period of last dividend, not to exceed 
the book value thereof, shall be first applied to all debts of the insol- 
vent member bank to the Federal reserve bank, and the balance, if 
any, shall be paid to the receiver of the insolvent bank. Whenever 
the capital stock of a Federal reserve bank is reduced, either on 
account of a reduction in 7 stock of any member bank or of the 
liquidation or insolvency of such bank, the board of directors shall 
cause to be executed a certificate to the Comptroller of the Currency 
showing such reduction of capital stock and the amount repaid to 
such bank. 

DIVISION OF EARNINGS. 


Seo. 7. After all necessary expenses of a Federal reserve bank 
have been paid or provided for, the stockholders shall be entitled to 
receive an annual dividend of six per centum on the paid-in capital 
stock, which dividend shall be cumulative. After the aforesaid 
dividend claims have been fully met, all the net earnings shall be 
paid to the United States as a tintighins tax, a that one-half of 
such net earnings shall be paid into a surplus fund until it shall 
at a to forty per centum of the paid-in capital stock of such 
bank. 

The net earnings derived by the United States from Federal reserve 
banks shall, in the discretion of the Secretary, be used to supplement 
the gold reserve held against outstanding United States notes, or shall 
be applied to the reduction of the outstanding bonded indebtedness of 
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the United States under regulations to be prescribed by the Secre- 
tary of the Treasury. Should a Federal reserve bank be dissolved 
or go into liquidation, any surplus remaining, after the payment of all 
debts, dividend requirements as hereinbefore brivided and the par 
value of the stock, shall be paid to and become the property of the 
United States and shall be similarly applied. 

Federal reserve banks, including the capital stock and surplus 
therein, and the income derived therefrom shall be exempt from 
Federal, State, and local taxation, except taxes upon real estate. 

Sec. 8. Section fifty-one hundred and fifty-four, United States 
Revised Statutes, is hereby amended to read as follows: 

Any bank incorporated by special law of any State or of the 
United States or organized under the general laws of any State or of 
the United States and having an unimpaired capital sufficient to 
entitle it to become a national banking association under the pro- 
visions of the existing laws may, by the vote of the shareholders 
owning not less than fifty-one per centum of the capital stock of 
such bank or banking association, with the approval of the Comp- 
troller of the Currency be converted into a national banking associ- 
ation, with any name approved by the Comptroller of the Currency: 

Provided, however, That said conversion shall not be in contravention 
of the State law. In such case the articles of association and organi- 
zation certificate may be executed by a majority of the directors of 
the bank or banking institution, and the certificate shall declare that 
the owners of fifty-one per centum of the capital stock have author- 
ized the directors to make such certificate and to change or convert 
the bank or banking institution into a national association. A ma- 
jority of the directors, after executing the articles of association and 
the organization certificate, shall have power to execute all other 
papers and to do whatever may be required to make its organization 
perfect and complete as a national association. The shares of any 
such bank may continue to be for the same amount each as they 
were before the conversion, and the directors may continue to be 
directors of the association until others are elected or appointed in 
accordance with the provisions of the statutes of the United States. 
When the Comptroller has given to such bank or banking association 
a certificate that the provisions of this Act have been complied with, 
such bank or banking association, and all its stockholders, officers, 
and employees, shall have the same powers and privileges, and shall 
be subject to the same duties, liabilities, and regulations, in all re- 
spects, as shall have been prescribed by the Federal Reserve Act and 
by the national banking Act for associations originally organized as 
national banking associations. 


STATE BANKS AS MEMBERS. 


Sec. 9. Any bank incorporated by special law of any State, or 
organized under the general laws of any State or of the United 
States, may make application to the reserve bank organization 
committee, pending organization, and thereafter to the Federal 
Reserve Board for the right to subscribe to the stock of the Federal 
reserve bank organized or to be organized within the Federal reserve 
district where the applicant is located. The organization committee 
or the Federal Reserve Board, under such rules and regulations as 
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it may prescribe, subject to the provisions of this section, may 
permit the applying bank to become a stockholder in the Federal 
reserve bank of the district in which the applying bank is located. 
Whenever the organization committee or the Federal Reserve Board 
shall permit the applving bank to become a stockholder in the Federal 
reserve bank of the district, stock shall be issued and paid for under 
the rules and regulations in this Act provided for national banks 
which become stockholders in Federal reserve banks. 

The organization committee or the Federal Reserve Board shall 
establish ilaws for the general government of its conduct in acting 
upon applications made by the State banks and banking associations 
and trust companies for stock ownership in Federal reserve banks. 
Such by-laws shall require applying banks not organized under 
Federal law to comply with the reserve and capital requirements 
and to submit to the examination and regulations prescribed by the 
organization committee or by the Federal Reserve Board. No ap- 
plying bank shall be admitted to membership in a Federal reserve 
yank unless it possesses a paid-up unimpaired capital sufficient to 
entitle it to become a national habking association in the place where 
it is situated, under the provisions of the national banking Act. 

Any bank becoming a member of a Federal reserve bank under the 
provisions of this section shall, in addition to the regulations and 
restrictions hereinbefore provided, be required to conform to the 
provisions of law imposed on the national banks respecting the 
limitation of liability which may be incurred by any person, firm, or 
corporation to such banks, the prohibition against making purchase 
of or loans on stock of such banks, and the withdrawal or impairment 
of capital, or the payment of unearned dividends, and to such rules 
and regulations as the Federal Reserve Board may, in pursuance 
thereof, prescribe. 

Such banks, and the officers, agents, and employees thereof, shall 
also be subject to the provisions of and to the penalties prescribed 
by sections fifty-one hundred and ninety-eight, fifty-two hundred, 
fifty-two hundred and one, and fifty-two hundred and eight, and 
fifty-two hundred and nine of the Revised Statutes. The member 
banks shall also be required to make reports of the conditions and 
ot the payments of dividends to the comptroller, as provided in 
sections fifty-two hundred and eleven and fifty-two hundred and 
‘welve of the Revised Statutes, and shall be subject to the penalties 
prescribed by section fifty-two hundred and thirteen for the failure 
to make such report. 

If at any time it shall appear to the Federal Reserve Board that a 
member bank has failed to comply with the provisions of this section 
or the regulations of the Wailere! Reserve Board, it shall be within the 
power of the said board, after hearing, to require such bank to sur 
render its stock in the Federal reserve bank; upon such surrender the 
Federal] reserve bank shall pay the cash-paid subscriptions to the said 
stock with interest at the rate of oie ha of one per centum per 
month, computed from the last dividend, if earned, not to exceed 
the book value thereof, less any liability to said Federal reserve bank, 
except the subscription liability not previously called, which shall be 
canceled, and said Federal reserve bank shall, upon notice from the 


Federal Reserve Board, be ea to suspend said bank from further 
shall within thirty days of such notice 


privileges of membership, anc 
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cancel and retire its stock and make payment therefor in the manner 
herein provided. The Federal Reserve Board may restore member- 


ship upon due proof of compliance with the conditions imposed by 
this section. 


FEDERAL RESERVE BOARD. 


Src. 10. A Federal Reserve Board is hereby created which shall 
consist of seven members, including the Secretary of the Treasury 
and the Comptroller of the Currency, who shall be members ex 
officio, and five members appointed by the President of the United 
States, by and with the eles and consent of the Senate. In 
selecting the five appointive members of the Federal Reserve 
Board, not more than one of whom shall be selected from any 
one Federal reserve district, the President shall have due regard. to 
a fair representation of the different commercial, industrial and 
geographical divisions of the country. The five members of the 
Feders! Reserve Board appointed by the President and confirmed 
as aforesaid shall devote their entire time to the business of the 
Federal Reserve Board and shall each receive an annual salary of 
$12,000, payable monthly together with actual necessary traveling 
expenses, and the Comptroller of the Currency, as ex officio member 
of the Federal Reserve Board, shall, in addition to the salary now 
paid him as Comptroller of the Currency, receive the sum of $7,000 
annually for his services as a member of said Board. 

The members of said board, the Secretary of the Treasury, the 
Assistant Secretaries of the Treasury, and the Comptroller of the Cur- 
rency shall be ineligible during the time they are in office and for two 
years thereafter to hold any office, position, or employment in any 
member bank. Of the five members thus neptinnelll xy the President 
at least two shall be persons experienced in banking or finance. One 
shall be designated by the President to serve for two, one for four, one 
for six, one for eight, and one for ten years, and thereafter each 
member so appointed shall serve for a term of ten years unless 
sooner ‘alareul for cause by the President. Of the five persons thus 
appointed, one shall be designated by the President as governor and 
one as vice governor of the Federal Reserve Board. The governor of 
the Federal Reserve Board, subject to its supervision, shall be the 
active executive officer. The Secretary of the Treasury may assign 
offices in the Department of the Treasury for the use of the Federal 
Reserve Board. Each member of the Federal Reserve Board shall 
within fifteen days after notice of appointment make and subscribe 
to the oath of office. 

The Federal Reserve Board shall have power to levy semiannually 
upon the Federal reserve banks, in proportion to their capital stock 
and surplus, an assessment sufficient to pay its estimated expenses and 
the salaries of its members and employees for the half year succeed- 
ing the levying of such assessment, together with any deficit carried 
forward from the preceding half year. 

The first meeting of the Federal Reserve Board shall be held in 
Washington, District of Columbia, as soon as may be after the passage 
of this Act, at a date to be fixed by the Reserve Bank Organization 
Committee. The Secretary of the Treasury shall be ex officio chair- 
man of the Federal Reserve Board. No member of the Federal 
Reserve Board shall be an officer or director of any bank, banking 
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institution, trust company, or Federal reserve bank nor hold stock 
in any bank, banking institution, or trust company; and before 
entering upon his duties as a member of the Federal Reserve Board 
he shall certify under oath to the Secretary of the Treasury that he 
has complied with this requirement. Whenever a vacancy shall 
occur, other than by expiration of term, among the five members of 
the Federal Reserve Board appointed by the President, as above 
provided, a successor shall be appointed ee the President, with the 
advice and consent of the Senate, to fill such vacancy, and when 
mr he shall hold office for the unexpired term of the member 
whose place he is selected to fill. 

The President shall have power to fill all vacancies that may hap- 
pen on the Federal Reserve Beunll during the recess of the Senate, by 
granting commissions which shall expire thirty days after the next 
session of the Senate convenes. 

Nothing in this Act contained shall be construed as taking away 
any powers heretofore vested by law in the Secretary of the Treasury 
which relate to the supervision, management, and control of the 
Treasury Department and bureaus under such department, and wher- 
ever any power vested by this Act in the Federal Reserve Board or 
the Federal reserve agent appears to conflict with the powers of the 
Secretary of the Treasury, such powers shall be exercised subject 
to the supervision and control of the Secretary. 

The Federal Reserve Board shall annually make a full report of 
its operations to the Speaker of the House of Representatives, who 
shall cause the same to be printed for the information of the Congress. 

Section three hundred and twenty-four of the Revised Statutes of 
the United States shall be amended so as to read as follows: There 
shall be in the Department of the Treasury a bureau charged with 
the execution of all laws passed by Congress relating to the issue and 
regulation of national currency secured by United States bonds and, 
under the general supervision of the Federal Reserve Board, of all 
Federal reserve notes, the chief officer of which bureau shall be called 
the Comptroller of the Currency and shall perform his duties under 
the general directions of the Secretary of the Treasury. 

Seo. 11. The Federal Reserve Board shall be authorized and em- 
powered: 

(a) To examine at its discretion the accounts, books and affairs 
of each Federal reserve bank and of each member bank and to require 
such statements and reports as it may deem necessary. The said 
board shall publish once each week a statement showing the condi- 
tion of each Federal reserve bank and a consolidated statement for all 
Federal reserve banks. Such statements shall show in detail the 
assets and liabilities of the Federal reserve banks, single and com- 
bined, and shall furnish full information regarding the character of the 
money held as reserve and the amount, nature and maturities of the 

aper and other investments owned or held by Federal reserve 
anks. 

(b) To permit, or, on the offirmative vote of at least five members 
of the Reserve Board to require Federal reserve banks to rediscount 
the discounted paper of other Federal reserve banks at rates of in- 
terest to be fixed by the Federal Reserve Board. 

(c) To suspend for a period not exceeding thirty days, and from 
time to time to renew such suspension for periods not exceeding 
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fifteen days, any reserve requirement specified in this Act: Provided, 
That it shall establish a graduated tax upon the amounts by. which 
the reserve requirements of this Act may be permitted to fall below 
the level hereinafter specified: And provided further, That when the 
gold reserve held against Federal reserve notes falls below forty per 
centum, the Federal Reserve Board shall establish a graduated tax of 
not more than one per centum per annum upon such deficiency until 
the reserves fall to thirty-two and one-half per centum, and when 
said reserve falls below thirty-two and otal per centum, a tax at 
the rate increasingly of not less than one and one-half per centum 
per annum upon each two and one-half per centum or fraction thereof 
that such reserve falls below thirty-two and one-half per centum. 
The tax shall be paid by the reserve bank, but the reserve bank shall 
add an amount equal to said tax to the rates of interest and discount 
fixed by the Federal Reserve Board. 

(d) To supervise and regulate through the bureau under the charge 
of the Comptroller of the Currency the issue and retirement of Federal 
reserve notes, and to prescribe rules and regulations under which such 
notes may be delivered by the Comptroller to the Federal reserve 
agents applying therefor. 

(e) To add to the number of cities classified as reserve and central 
reserve cities under existing law in which national banking associa- 
tions are subject to the reserve requirements set forth in section 
twenty of this Act; or to reclassify existing reserve and central 
reserve cities or to terminate their designation as such. 

(f) To suspend or remove any officer or director of any Federal 
reserve bank, the cause of such removal to be forthwith communi- 
cated in writing by the Federal Reserve Board to the removed officer 
or director and to said bank. 

(g) To require the writing off of doubtful or worthless assets upon 
the books and balance sheets of Federal reserve banks. 

(h) To suspend, for the violation of any of the provisions of this 
Act, the operations of any Federal reserve bank, to take possession 
thereof, olealésialar the same during the period of suspension, and, 
when deemed advisable, to liquidate or reorganize such bank. 

(i) To require bonds of Federal reserve agents, to make regulations 
for the safeguarding of all collateral, bonds, Iederal reserve notes, 
money or property of any kind deposited in the hands of such 
agents, and said board shall perform the duties, functions, or services 
specified in this Act, and als all rules and regulations necessary to 
enable said board effectively to perform the same. 

(j) To exercise general supervision over said Feieral reserve banks. 

dk) To grant by special permit to national banks applying therefor, 
when not in contravention of State or local law, the right to act as 
trustee, executor, administrator, or registrar of stocks and bonds 
under such rules and regulations as the said board may prescribe. 

(1) To employ such attorneys, experts, assistants, clerks, or other 
employees as may be deemed necessary to conduct the business of 
the board. All salaries and fees shall be fixed in advance by said 
board and shall be paid in the same manner as the salaries of the 
members of said board. All such attorneys, experts, assistants, 
clerks, and other employees shall be appointed without regard to the 
provisions of the Act of January sixteenth, eighteen hundred and 
eighty-three (volume twenty-two, United States Statutes at Large, 
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page four hundred and three), and amendments thereto, or any rule 
or regulation made in pursuance thereof: Provided, That nothing 
herein shall prevent the President from placing said employees in the 
classified service. 


FEDERAL ADVISORY COUNCIL. 


Src. 12. There is hereby created a Federal Advisory Council, 
which shall consist of as many members as there are Federal reserve 
districts. Each Federal reserve bank by its board of directors shall 
annually select from its own Federal reserve district one member of 
said council, who shall receive such compensation and allowances as 
may be fixed by his board of directors subject to the approval of the 
Federal Reserve Board. The meetings of said advisory council shall 
be held at Washington, District of Columbia, at least four times each 
year, and oftener if called by the Federal Reserve Board. The 
council may in addition to the meetings above provided for hold such 
other meetings in Washington, District of Columbia, or elsewhere, as 
it may deem necessary, may select its own officers and adopt its own 
methods of procedure, and a majority of its members shall constitute 
a quorum for the transaction of business. Vacancies in the council 
shall be filled by the respective reserve banks, and members selected 
to fill vacancies, shall serve for the unexpired term. 

The Federal Advisory Council shall have power, by itself or through 
its officers, (1) to confer directly with the Federal Reserve Board on 
general business conditions; (2) to make oral or written representa- 
tions concerning matters within the jurisdiction of said board; (3) to 
call for information and to make recommendations in regard to 
discount rates, rediscount business, note issues, reserve conditions in 
the various districts, the purchase and sale of gold or securities by 
reserve banks, open-market operations by said banks, and the general 
affairs of the reserve banking system. 


POWERS OF FEDERAL RESERVE BANKS. 


Src. 13. Any Federal reserve bank may receive from any of its 
member banks, and from the United States, deposits of current funds 
in lawful money, national-bank notes, Federal reserve notes, or 
checks and drafts upon solvent member banks, payable upon presen- 
tation; or, solely i exchange purposes, may receive from other 
Federal reserve banks deposits of current funds in lawful money, 
national-bank notes, or checks and drafts upon solvent member or 
other Federal reserve banks, payable upon presentation. 

Upon the indorsement of any of its member banks, with a waiver of 
demand, notice and protest by such bank, any Federal reserve bank 
may discount notes, drafts, and bills of exchange arising out of actual 
commercial transactions; that is, notes, drafts, and bills of exchange 
issued or drawn for agricultural, industrial, or commercial purposes, 
or the proceeds of which have been used, or are to be used, for such 
purposes, the Federal Reserve Board to have the right to determine 
or define the character of the paper thus eligible for discount, within 
the meaning of this Act. Nothing in this Act contained shall be 
construed to prohibit such notes, drafts, and bills of exchange, secured 
by staple agricultural products, or other goods, wares, or merchandise 
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from being eligible for such discount; but such definition shall not 
include notes, drafts, or bills covering merely investments or issued 
or drawn for the purpose of carrying or trading in stocks, bonds, or 
other investment securities, except Sean and notes of the Govern- 
ment of the United States. Notes, drafts, and bills admitted to dis- 
count under the terms of this paragraph must have a maturity at 
the time of discount of not more than ninety days: Provided, That 
notes, drafts, and bills drawn or issued for agricultural purposes or 
based on live stock and having a maturity not exceeding six months 
may be discounted in an amount to be limited to a percentage of the 
capital of the Federal reserve bank, to be ceaeiaetate fixed by the 
Federal Reserve Board. 

Any Federal reserve bank may discount acceptances which are 
based on the importation or exportation of goods and which have 
au maturity at time of discount of not more than three months, and 
indorsed by at least one member bank. The amount of acceptances 
so discounted shall at no time exceed one-half the paid-up capital stock 
and surplus of the bank for which the rediscounts are made. 

The aggregate of such notes and bills bearing the signature or in- 
dorsement of any one person, company, firm, or corporation redis- 
counted for any one “tea shall at no time exceed ten per centum of the 
unimpaired capital and surplus of said bank; but this restriction shall 
not apply to the discount of bills of exchange drawn in good faith 
against actually existing values. 

Any member bank may accept drafts or bills of exchange drawn 
upon it and growing out of transactions involving the importation 
or exportation of goods having not more than six months sight to 
run; but no bank shall accept such bills to an amount equal at any 
time in the aggregate to more than one-half its paid-up capital stock 
and surplus. 

Section fifty-two hundred and two of the Revised Statutes of the 
United States is hereby amended so as to read as follows: No national 
banking association shall at any time be indebted, or in any wa 
liable, to an amount exceeding the amount of its capital stock at suc 
time actually paid in and remaining undiminished Ce losses or other- 
wise, except on account of demands of the nature following: 

First. Notes of circulation. 

Second. Moneys deposited with or collected by the association. 

Third. Bills of exchange or drafts drawn against money actually 
on deposit to the credit of the association, or due thereto. 

Fourth. Liabilities to the stockholders of the association for 
dividends and reserve profits. 

Fifth. Liabilities incurred under the provisions of the Federal 
Reserve Act. 

The rediscount by any Federal reserve bank of any bills receivable 
and of domestic and foreign ‘bills of exchange, ee | of acceptances 
authorized by this Act, shall be subject to such restrictions, limita- 
tions, and regulations as may be imposed by the Federal Reserve 
Board. 


OPEN-MARKET OPERATIONS. 


Seo. 14. Any Federal reserve bank may, under rules and regula- 
tions prescribed by the Federal Reserve Board, purchase and sell in 
the open market, at home or abroad, either from or to domestic or 
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foreign banks, firms, corporations, or individuals, cable transfers and 
bankers’ acceptances and bills of exchange of the kinds and maturities 
by this Act made eligible for rediscount, with or without the indorse- 
ment of a member bank. 

Every Federal reserve bank shall have power: 

(a) ‘Ro deal in gold coin and bullion at home or abroad, to make 
loans thereon, exchange Federal reserve notes for gold, gold coin, or 
gold certificates, and to contract for loans of gold coin or bullion, giv- 
ing therefor, when necessary, acceptable security, including the hy- 
pothecation of United States bonds or other securities which Federal 
reserve banks are authorized to hold; 

(b) To buy and sell, at home or abroad, bonds and notes of the 
United States, and bills, notes, revenue bonds, and warrants with a 
maturity from date of purchase of not exceeding six months, issued 
in anticipation of the collection of taxes or in anticipation of the 
receipt of assured revenues by any State, county, district, political 
subdivision, or municipality in the continental United States, includ- 
ing irrigation, drainage and reclamation districts, such purchases to 
be made in accordance with rules and regulations prescribed by the 
Federal Reserve Board; 

(c) To purchase from member banks and to sell, with or without its 
indorsement, bills of exchange arising out of commercial transactions, 
as hereinbefore defined; 

(d) To establish from time to time, subject to review and determi- 
nation of the Federal Reserve Board, rates of discount to be charged 
by the Federal reserve bank for each class of paper, which shall be 
fixed with a view of accommodating commerce and business; 

(ec) To establish accounts with other Federal reserve banks for 
exchange purposes and, with the consent of the Federal Reserve 
Board, to open and maintain banking accounts in foreign countries, 
appoint correspondents, and establish agencies in such countries 
wheresoever it may deem best for the purpose of purchasing, selling, 
and collecting bills of exchange, and to buy and sell with or without its 
indorsement, through such correspondents or agencies, bills of exchange 
arising out of actual commercial transactions which have not more 
than ninety days to rn and which bear the signature of two or more 
responsible parties 


GOVERNMENT DEPOSITS. 


Src. 15. The moneys held in the general fund of the Treasury, 
except the five per centum fund for the redemption of outstanding 
national-bank notes and the funds provided in this Act for the redemp- 
tion of Federal reserve notes may, upon the direction of the Secretary 
of the Treasury, be deposited in Federal reserve banks, which banks, 
when required by the Secretary of the Treasury, shall act as fiscal 
agents of tle United States; and the revenues of the Government or 
any part thereof may be deposited in such banks, and disbursements 
may be made by checks drawn against such deposits. 

No public funds of the Philippine Islands, or of the postal savings, 
or any Government funds, shal Se deposited in the continental United 
States in any bank not belonging to the system established by this Act: 
Provided, however, That nothing in this Act shall be construed to deny 
the right of the Secretary of the Treasury to use member banks as 
depositories. 
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NOTE ISSUES. 


Sec. 16. Federal reserve notes, to be issued at the discretion of the 
Federal Reserve Board for the purpose of making advances to Federal 
reserve banks through the Federal reserve agents as hereinafter set 
forth and for no other purpose, are hereby authorized. The said notes 
shall be obligations of the United States and shall be receivable by all 
national and member banks and Federal reserve banks and for all 
taxes, customs, and other public dues. They shall be redeemed in 
gold on demand at the Treasury Department of the United States, in 
the city of Washington, District of Columbia, or in gold or lawful 
money at any Federal reserve bank. 

Any Federal reserve bank may make application to the local 
Federal reserve agent for such amount of the Federal reserve notes 
hereinbefore provided for as it may require. Such application shall 
be accompanied with a tender to the local Federal reserve agent of 
collateral in amount equal to the sum of the Federal reserve notes thus 
applied for and issued pursuant to such application. The collateral 
security thus offered shall be notes and bills, accepted for rediscount 
under the provisions of section thirteen of this Act, and the Federal 
reserve agent shall each day notify the Federal Reserve Beard of all 
issues and withdrawals of Federal reserve notes to and by the Federal 
reserve bank to which he is accredited. The said Federal Reserve 
Board may at any time call upon a Federal reserve bank for addi- 
tional security to protect the Federal reserve notes issued to it. 

Every Federal reserve bank shall maintain reserves in gold or 
lawful money of not less than thirty-five per centum against its 
deposits and reserves in gold of not less than forty per centum 
against its Federal reserve notes in actual circulation, and not 
offset by gold or lawful money deposited with the Federal re- 
serve agent. Notes so paid out shall bear upon their faces a 
distinctive letter and serial number, which shall be assigned 
by the Federal Reserve Board to each Federal reserve bank. en- 
ever Federal reserve notes issued through one Federal reserve bank 
shall be received by another Federal reserve bank they shall be 

yromptly returned for credit or redemption to the Federal reserve 
fae through which they were originally issued. No Federal reserve 
bank shall pay out notes issued through another under penalty of a 
tax of ten per centum upon the face value of notes so paid out. Notes 
resented for redemption at the Treasury of the United States shall 
ie paid out of the redemption fund and returned to the Federal 
reserve banks through which they were originally issued, and there- 
upon such Federal reserve bank shall, upon demand of the Secretary 
of the Treasury, reimburse such redemption fund in lawful money 
or, if such Federal reserve notes have been redeemed by the Treasurer 
in gold or gold certificates, then such funds shall be reimbursed to 
the extent deemed necessary by the Secretary of the Treasury in gold 
or gold certificates, and such Federal reserve bank shall, so long as 
any of its Federal reserve notes remain outstanding, maintain with 
the Treasurer in gold an amount sufficient in the judgment of the 
Secretary to provide for all redemptions to be made fo the Treasurer. 
Federal reserve notes received by the Treasury, otherwise than for 
redemption, may be exchanged for gold out of the redemption fund 
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hereinafter provided and returned to the reserve bank through which 
they were originally issued, or they may be returned to such bank 
for the credit of the United States. Federal rescsrve notes unfit for 
circulation shall be returned by the Federal reserve agents to the 
Comptroller of the Currency for cancellation and destruction. 

The Federal Reserve Board shall require each Federal reserve bank 
to maintain on deposit in the Treasury of the United States a sum 
in gold sufficient in the judgment of the Secretary of the Treasur 
for the redemption of the Federal reserve notes issued to sich 
bank, but in no event less than five per centum; but such de- 
posit of gold shall be counted and included as part of the forty per 
centum reserve hereinbefore required. The board shall have the 
right, acting through the Federal reserve agent, to grant in whole 
or in part or to reject entirely the application of any Federal 
reserve bank for Federal reserve notes; but to the extent that such 
application may be granted the Federal Reserve Board shall, through 
its local Federal reserve agent, supply Federal reserve notes to the 
bank so applying, and such bank shall be charged with the amount 
of such notes and shall pay such rate of interest on said amount as 
may be established by the Federal Reserve Board, and the amount of 
such Federal reserve notes so issued to any such bank shall, upon 
delivery, together with such notes of such Federal reserve bank as 
may be issued under section eighteen of this Act upon security of 
United States two per centum Government bonds, become a first and 
paramount lien on all the assets of such bank. 

Any Federal reserve bank may at any time reduce its liability for 
outstanding Federal reserve notes by depositing, with the Federal 
reserve agent, its Federal reserve notes, gold, gold certificates, or 
lawful money of the United States. Federal reserve notes so depos- 
ited shall not be reissued, except upon compliance with the conditions 
of an original issue. 

The Federal reserve agent shall hold such gold, gold certificates, or 
lawful money available exclusively for exchange for the outstanding 
Federal reserve notes when offered by the reserve bank of which heis 
a director. Upon the request of the Secretary of the Treasury the 
Federal Reserve Board shall require the Federal reserve agent to 
transmit so much of said gold to the Treasury of the United States as 
may be required for the exclusive purpose of the redemption of such 
notes. 

Any Federal reserve bank may at its discretion withdraw collateral 
deposited with the local Federal reserve agent for the protection of 
its Federal reserve notes deposited with it and shall at sd same time 
substitute therefor other like collateral of equal amount with the 
approval of the Federal reserve agent under regulations to be pre- 
scribed by the Federal Reserve Board. 

In order to furnish suitable notes for circulation as Federal reserve 
notes, the Comptroller of the Currency shall, under the direction of 
the Secretary of the Treasury, cause plates and dies to be engraved 


in the best manner to guard against counterfeits and fraudulent 
alterations, and shall have printed therefrom and numbered such 
quantities of such notes of the denominations of $5, $10, $20, 
$50, $100, as may be required to supply the Federal reserve banks. 
Such notes shall be in form and tenor as directed by the Secretary of 
the Treasury under the provisions of this Act and shall bear the 
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distinetive numbers of the several Federal reserve banks through 
which they are issued. 

When such notes have been prepared, they shall be deposited in 
the ‘Treasury, or in the subtreasury or mint of the United States 
nearest the place of business of each Federal reserve bank and shall 
be held for the use of such bank subject to the order of the Comp- 
troller of the Currency for their delivery, as provided by this Act. 

The plates and dies to be procured by the Comptroller of the Cur- 
rency i the printing of such circulating notes shall remain under 
his control and direction, and the expenses necessarily incurred in 
executing the laws relating to the procuring of such notes, and all 
other expenses incidental to their issue and retirement, shall be paid 
by the Federal reserve banks, and the Federal Reserve Board shall 
include in its estimate of expenses levied against the Federal reserve 
banks a suffic.ent amount to cover the expenses herein provided for. 

The examination of plates, dies, bed pieces, and so forth, and 
regulations relating to such examination of plates, dies, and so forth, 
of national-bank notes provided for m section fifty-one hundred and 
seventy-four Revised Statutes, is hereby extended to include notes 
herein provided for. 

Any appropriation heretofore made out of the general funds of 
the Treasury for engraving plates and dies, the purchase of distine- 
tive paper, or to cover any other expense in connection with the 
printing of national-bank notes or notes provided for by the Act of 
May thirtieth, nineteen hundred and eight, and any distinctive paper 
that may be on hand at the time of the passage of this Act may be 
used in the discretion of the Secretary for the purposes of this Act, 
and should the appropriations heretofore made be insufficient to 
meet the requirements of this Act in addition to circulatmg notes 
provided for by existing law, the Secretary is hereby authorized to 
use so much of any funds in the Treasury not otherwise appropriated 
for the purpose of furnishing the notes aforesaid: Provided, however, 
That nothing in this section contained shall be construed as exempt- 
ing national banks or Federal reserve banks from their liability *. 
reimbruse the United States for any expenses incurred in p> ing 
and issuing cireulating notes. 

Every Federal reserve bank shall receive on deposit at par from 
member banks or from Federal reserve banks checks and drafts drawn 
upon any of its depositors, and when remitted by a Federal reserve 
bank, checks and drafts drawn by any depositor in any other Federal 
reserve bank or member bank upon funds to the credit of said deposi- 
tor in said reserve bank or member bank. Nothing herein contained 
shall be construed as prohibiting a member bank from charging its 
actual expense incurred in collecting and remitting funds, or for 
exchange sold to its patrons. The Federal Reserve Board shall, by 
rule, fix the charges to be collected by the member banks from its 
patrons whose checks are cleared through the Federal reserve bank 
and the charge which may be imposed for the service of clearing or 
collection rendered by the Federal reserve bank. 

The Federal Reserve Board shall make and promulgate from time 
to time regulations governing the transfer of funds and charges 
therefor among Federal reserve banks and their branches, and may 
at its discretion exercise the functions of a clearing house for such 
Federal reserve banks, or may designate a Federal reserve bank to 
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exercise such functions, and may also require each such bank to 
exercise the functions of a clearing house for its member banks. 

Sec. i7. So much of the provisions of section fifty-one hundred 
and fifty-nine of the Revised Statutes of the United States, and 
section four of the Act of June twentieth, eighteen hundred and 
seventy-four, and section eight of the Act of July twelfth, eighteen 
hundred and eighty-two, and of any other provisions of existing 
statutes as require that before any national banking associations 
shall be authorized to commence banking business it shall transfer 
and deliver to the Treasurer of the United States a stated amount of 
United States registered bonds is hereby repealed. 


REFUNDING BONDS. 


Sgro. 18. After two years from the passage of this Act, and at any 
time during a period of twenty years thereafter, any member bank 
desiring to retire the whole or any part of its circulating notes, may 
file with the Treasurer of the Unread States an application to sell for 
its account, at par and accrued interest, United States bonds secur- 
ing circulation to be retired. 

The Treasurer shall, at the end of each quarterly period, furnish 
the Federal Reserve Board with a list of such applications, and the 
Federal Reserve Board may, in its discretion, require the Federal 
reserve banks to purchase such bonds from the banks whose appli- 
cations have been filed with the Treasurer at least ten days before 
the end of any quarterly period at which the Federal Reserve Board 
may direct the purchase to be made: Provided, That Federal reserve 
banks shall not be permitted to purchase an amount to exceed 
$25,000,000 of such bonds in any one year, and which amount shall 
include bonds acquired under section four of this Act by the Federai 
reserve bank. 

Provided further, That the Federal Reserve Board shall allot to 
each Federal reserve bank such proportion of such bonds as the 
capital and surplus of such bank shall bear to the aggregate capital 
and surplus of all the Federal reserve banks. 

Upon notice from the Treasurer of the amount of bonds so sold for 
its account, each member bank shall duly assign and transfer, in 
writing, such bonds to the Federal reserve bank purchasing the 
same, and such Federal reserve bank shall, thereupon, deposit lawful 
money with the Treasurer of the United States for the purchase price 
of such bonds, and the Treasurer shall pay to the member bank selling 
such bonds any balance due after deducting a sufficient sum to 
redeem its outstanding notes secured by such bonds, which notes 
shall be canceled and permanently retired when redeemed. 

The Federal reserve banks purchasing such bonds shall be per- 
mitted to take out an amount of circulating notes equal to the par 
value of such bonds. 

Upon the deposit with the Treasurer of the United States of bonds 
so purchased, or any bonds with the circulating privilege acquired 
rath we section four of this Act, any Federal reserve bank makin 


such deposit in the manner provided by existing law, shall be entitle 

to receive from the Comptroller of the Currency circulating notes 
in blank, registered and countersigned as provided by law, equal in 
amount to the par value of the bonds so deposited. Such notes 
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shall be the obligations of the Federal reserve bank procuring the 
same, and shall be in form prescribed by the Secretary of the Treas- 
ury, and to the same tenor and effect as national-bank notes now 
provided by law. They shall be issued and redeemed under the 
same terms and conditions as national-bank notes except that they 
shall not be limited to the amount of the capital stock of the Federal 
reserve bank issuing them. 

Upon application of any Federal reserve bank, approved by the 
Federal Reserve Board, the Secretary of the Treasury may issue, in 
exchange for United States two per centum gold bonds bearing the cir- 
culation privilege, but against which no circulation is outstanding, 
one-year gold notes of the United States without the circulation 
rivilege, to an amount not to exceed one-half of the two per centum 
cons so tendered for exchange, and thirty-year three per centum 
gold bonds without the circulation privilege for the remainder of the 
two per centum bonds so tendered: Provided, That at the time of such 
exchange the Federal reserve bank obtaining such one-year gold 
notes shall enter into an obligation with the Secretary of the Treas- 
ury binding itself to purchase from the United States for gold at the 
maturity of such one-year notes, an amount equal to those delivered 
in exchange for such bonds, if so requested by the Secretary, and at 
each maturity of one-year notes so purchased by such Federal reserve 
bank, to purchase from the United States such an amount of one-year 
notes as the Secretary may tender to such bank, not to exceed the 
amount issued to such bank in the first instance, in exchange for the 
two per centum United States gold bonds; said obligation to pur- 
chase at maturity such notes shall continue in force for a period not 
to exceed thirty years. 

For the purpose of making the exchange herein provided for, the 
Secretary of the Treasury is authorized to issue at par Treasury notes 
in coupon or registered form as he may prescribe in denominations 
of one hundred dollars, or any multiple thereof, bearing interest at 
the rate of three per centum per annum, payable quarterly, such 
Treasury notes to be payable not more than one year from the date of 
their issue in gold coin of the present standard value, and to be exempt 
as to principal and interest from the payment of all taxes and duties 
of the United States except as provided by this Act, as well as from 
taxes in any form by or under State, municipal, or local authorities. 
And for the same purpose, the Secretary is authorized and empowered 
to issue United States gold bonds at par, bearing three per centum 
interest payable thirty years from date of issue, such bonds to be of 
the same general tenor and effect and to be issued under the same 
pee terms and conditions as the United States three per centum 

onds without the circulation privilege now issued and outstanding. 

Upon application of any Federal reserve bank, approved by the 
Federal Reserve Board, the Secretary may issue at par such three 
per centum bonds in exchange for the one-year gold notes herein 
provided for. 

BANK RESERVES. 


Src. 19. Demand deposits within the meaning of this Act shall 
comprise all deposits payable within thirty days, and time deposits 
shall comprise all deposits payable after thirty days, and all savings 
accounts and certificates of deposit which are subject to not less than 
thirty days’ notice before payment. 











22 [Pus. 43.) 


When the Secretary of the Treasury shall have officially announced, 
in such manner as he may elect, the establishment of a Federal reserve 
bank in any district, every subscribing member bank shall establish 
and maintain reserves as follows: 

(a) A bank not in a reserve or central reserve city as now or here- 
after defined shall hold and maintain reserves equal to twelve per 
centum of the aggregate amount of its demand deposits and five per 
centum of its time deposits, as follows: 

In its vaults for a period of thirty-six months after said date 
five-twelfths thereof and permanently thereafter four-twelfths. 

In the Federal reserve cam of its district, for a period of twelve 
months after said date, two-twelfths, and for each succeeding six 
months an additional one-twelfth, until five-twelfths have been so 
deposited, which shall be the amount permanently required. 

‘or a period of thirty-six months after said date the balance of 
the reserves may be held in its own vaults, or in the Federal reserve 
bank, or in national banks in reserve or central reserve cities as now 
defined by law. 

After said thirty-six months’ period said reserves, other than 
those hereinbefore required to be held in the vaults of the member 
bank and in the Federal reserve bank, shall be held in the vaults of 
the member bank or in the Federal reserve bank, or in both, at the 
option of the member bank. 

(b) A bank in a reserve city, as now or hereafter defined, shall hold 
and maintain reserves equal to fifteen per centum of the aggregate 
amount of its demand deposits and five per centum of its time 
deposits, as follows: 

n its vaults for a period of thirty-six months after said date 
six-fifteenths thereof, and permanently thereafter five-fifteenths. 

In the Federal reserve bank of its district for a period of twelve 
months after the date aforesaid at least three-fifteenths, and for each 
succeeding six months an additional one-fifteenth, until six-fifteenths 
have been so deposited, which shall be the amount permanently 
required. 

or a period of thirty-six months after said date the balance of 
the reserves may be held in its own vaults, or in the Federal reserve 
bank, or in national banks in reserve or central reserve cities as now 
defined by law. 

After said thirty-six months’ period all of said reserves, except 
those hereinbefore required to be held permanently in the vaults of 
the member bank ‘nd in the Federal reserve bank, shall be held in 
its vaults or in the Federal reserve bank, or in both, at the option 
of the member bank. 

(c) A bank in a central reserve city, as now or hereafter defined, 
shall hold and maintain a reserve equal to eighteen per centum of 
the aggregate amount of its demand deposits and five per centum of 
its tume deposits, as follows: 

In its vaults six-eighteenths thereof. 

In the Federal reserve bank seven-eighteenths. 

The balance of said reserves shall be held in its own vaults or in 
the Federal reserve bank, at its option. 

Any Federal reserve bank may receive from the member banks as 
reserves, not exceeding one-half of each installment, eligible paper as 
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described in section fourteen properly indorsed and acceptable to 
the said reserve bank. 

If a State bank or trust company is required by the law of its State 
to keep its reserves either in its own vaults or with another State bank 
or trust company, such reserve deposits so kept in such State bank 
or trust company shall be construed, within the meaning of this sec- 
tion, as if they were reserve deposits in a national bank in a reserve 
or central reserve city for a period of three years after the Secretary 
of the Treasury shall have officially announced the establishment of a 
Federal reserve bank in the district in which such State bank or 
trust company is situate. Except as thus provided, no member 
bank shall keep on deposit with any nonmember bank a sum in 
excess of ten per centum of its own paid-up capital and surplus. 
No member bank shall act as the medium or agent of a nonmember 
bank in applying for or receiving discounts from a Federal reserve 
bank under the provisions of this Act except by permission of the 
Federal Reserve Boatd. 

The reserve carried by a member bank with a Federal reserve bank 
may, under the regulations and subject to such penalties as may be 
prescribed by the Federal Reserve Board, be dnctaed against and 
withdrawn by such member bank for the purpose of meeting existing 
liabilities: Provided, however, That no bank shall at any time make 
new loans or shall pay any dividends unless and until the total reserve 
required by law is fully restored. 

'n estimating the reserves required by this Act, the net balance of 
amounts due to and from other banks shall be taken as the basis for 
ascertaining the deposits against which reserves shali be determined. 
Balances in reserve banks due to member banks shall, to the extent 
herein provided, be counted as reserves. 

National banks located in Alaska or outside the continental United 
States may remain nonmember banks, and shall in that event 
maintain reserves and comply with all the conditions now provided 
by law regulating them; or said banks, except in the Philippine 
Islands, may, with the consent of the Reserve Board, become member 
banks of any one of the reserve districts, and shall, in that event, take 
stock, maintain reserves, and be subject to all the other provisions 
of this Act. 

Seo. 20. So much of sections two and three of the Act of June 
twentieth, eighteen hundred and seventy-four, entitled “An Act 
fixing the amount of United States notes, providing for a redistribu- 
tion of the national-bank currency, and for other purposes,” as pro- 
vides that the fund deposited by any national banking association 
with the Treasurer of the United States for the redemption of its notes 
shall be counted as a part of its lawful reserve as provided in the Act 
aforesaid, is hereby repealed. And from and uften the passage of 
this Act such fund of five per centum shall in no case be counted by 
any national banking association as a part of its lawful reserve. 


BANK EXAMINATIONS, 


Seo. 21. Section fifty-two hundred and forty, United States Re- 
vised Statutes, is amended to read as follows: 

The Comptroller of the Currency, with the approval of the Secre- 
tary of the Treasury, shall appoint examiners who shall examine 
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every member bank at least twice in each calendar year and oftener 
if considered necessary: Provided, however, That the Federal Reserve 
Board may authorize examination by the State authorities to be 
accepted in the case of State banks and trust companies and may at 
any time direct the holding of a special examination of State banks 
or trust companies that are stockholders in any Federal reserve 
bank. The examiner making the examination of any national bank, 
or of any other member bank, shall have power to make a thorough 
examination of all the affairs of the bank and in doing so he shall 
have power to administer oaths and to examine any of the officers 
and agents thereof under oath-and shall make a full and detailed 
report of the condition of said bank to the Comptroller of the Cur- 
rency. 

The Federal Reserve Board, upon the recommendation of the 
Comptroller of the Currency, shall fix the salaries of all bank exam- 
iners and make report thereof to Congress. The expense of the 
examinations herein provided for shall be assessed by the Comptroller 
of the Currency upon the banks examined in proportion to assets or 
resources held by the banks upon the dates of examination of the 
various banks. 

In addition to the examinations made and conducted by the 
Comptroller of the Currency, every Federal reserve bank may, with 
theapprovalof the Federal reserve agent or the Federal Reserve Board, 

revels for special examination of member banks within its district. 
‘he expense of such examinations shall be borne by the bank exam- 
ined. Such examinations shall be so conducted as co inform the 
Federal reserve bank of the condition of its member banks and of the 
lines of credit which are being extended by them. Every Federal 
reserve bank shall at all times furnish to the Federal Reserve Board 
such information as may be demanded concerning the condition of 
any member bank within the district of the said Federal reserve bank. 

No bank shall be subject to any visitatorial powers other than such 
as are authorized by law, or vested in the courts of justice or such as 
shall be or shall have been exercised or directed by Congress, or by 
either House thereof or by any committee of Congress or of either 
House duly authorized. 

The Federal Reserve Board shall, at least once each year, order an 
examination of each Federal reserve bank, and upon joint applica- 
tion of ten member banks the Federal Reserve Board shall order a 
special examination and report of the condition of any Federal 
reserve bank. 

Sec. 22. No member bank or any officer, director, or employee 
thereof shall hereafter make any loan or grant any gratuity to any 
bank examiner. Any bank officer, director, or employee violat- 
ing this provision shall be deemed guilty of a misdemeanor and shall 
be imprisoned not exceeding one year or fined not more than $5,000, 
or both; and may be fined a further sum equal to the money so loaned 
or gratuity given. Any examiner accepting a loan or gratuity from any 
bank examined by him or from an officer, director, or employee thereof 
shall be deemed guilty of a misdemeanor and shall be imprisoned not 
exceeding one year or fined not more than $5,000, or both; and may be 
fined a further sum equal to the money so loaned or gratuity given; 
and shall forever thereafter be disqualified from holding office as a 
national-bank examiner. No national-bank examiner shall perform 
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any other service for compensation while holding such office for any 
bank or officer, director, or employee thereof. 

Other than the usual salary or director’s fee paid to any officer, 
director, or employee of a member bank and other than a reasonable 
fee paid by said bank to such officer, director, or employee for services 
rendered to such bank, no officer, director, employee, or attorney of a 
member bank shall be a beneficiary of or receive, directly or indirectly, 
any fee, commission, gift, or other consideration for or in connection 
with any transaction or business of the bank. No examiner, public 
or private, shall disclose the names of borrowers or the collateral for 
loans of a member bank to other than the proper officers of such 
bank without first having obtained the express permission in writing 
from the Comptroller of ‘the Currency, or from the board of directors 
of such bank, except when ordered to do so by a court of competent 
jurisdiction, or by direction of the Congress of the United States, or 
of either House thereof, or any committee of C ongress or of either 
House duly authorized. Any person violating any provision of this 

section shall be punished by a fine of not exceeding $5,000 or by 
imprisonment not exceeding one year, or both. 

Exc ept as provided in existing laws, this provision shall not take 
effect until sixty days after the passage of this Act. 

Sec. 23. The stockholders of every national banking association 

shall be held individually responsible for all contracts, debts, and 
engagements of such association, each to the amount of his stock 
therein, at the par value thereof i in addition to the amount invested 
in such stock. The stockholders in any national banking association 
who shall have transferred their shares or registered ‘the transfer 
thereof within sixty days next before the date of the failure of such 
association to meet its obligations, or with knowledge of such im- 
pending failure, shall be liable to the same extent as if ‘they had made 
no such transfer, to the extent that the subsequent transferee fails to 
meet such hability; but this provision shall not be construed to 
affect in any way any recourse which such shareholders might other- 
wise have against those in whose names such shares are registered at 
the time of such failure. 


LOANS ON FARM LANDS. 
Sec. 24. Any national banking association not situated in a central 
reserve city may make loans secured by improved and unencum- 
bered farm land, situated within its Federal reserve district, but 
no such loan shall be made for a longer time than five years, nor 
for an amount exceeding fifty per ce ntum of the actual value of the 
property offered as security. Any such bank may make such loans 
in an aggregate sum equal to twenty -five per centum of its capital 
and surplus or'to one- third of its time deposits and such banks may 
continue hereafter as heretofore to receive time deposits and to pay 
interest on the same. 

The Federal Reserve Board shall have power from time to time to 
add to the list of cities in which national banks shall not be permitted 


to make loans secured upon real estate in the manner described in 
this section. 
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Src. 25. Any national banking association possessing a capital and 
surplus of $1,000,000 or more may file application with the Federal 
Reserve Board, upon such conditions and under such regulations as 
may be prescribed by the said board, for the purpose of securing 
authority to establish branches in foreign countries or dependencies 
of the United States for the furtherance of the foreign commerce of 
the United States, and to act, if required to do so, as fiscal agents of 
the United States. Such application shall specify, in addition to the 
name and capital of the banking association filing it, the place or 
places where the banking operations proposed are to be carried on, 
and the amount of capital set aside for the conduct of its foreign 
business. The Federal Reserve Board shall have power to approve 
or to reject such application if, in its judgment, the amount of cap- 
ital proposed to be set aside for the conduct of foreign business is 
inadequate, or if for other reasons the granting of such application 
is deemed inexpedient. 

Every national banking association which shall receive authority 
to establish foreign branches shall be required at all times to furnish 
information concerning the condition of such branches to the Comp- 
troller of the Currency upon demand, and the Federal Reserve Board 
may order special examinations of the said foreign branches at such 
time or times as it may deem best. Every such national banking 
association shall conduct the accounts of each foreign branch 
independently of the accounts of other foreign branches established 
by it and of its home office, and shall at the end of each fiscal period 
transfer to its general ledger the profit or loss accruing at each branch 
as a separate item. 

Sec. 26. All provisions of law inconsistent with or superseded by any 
of the provisions of this Act are to that extent and to that extent only 
hereby repealed: Provided, Nothing in this Act contained shall be con- 
strued to repeal the parity provision or provisions contained in an 
Act approved March fourteenth, nineteen hundred entitled ‘An 
Act to define and fix the standard of value, to maintain the parity 
of all forms of money issued or coined by the United States, to 
refund the public debt, and for other purposes,” and the Secretary of 
the Treasury may for the purpose of maintaining such parity and to 
strengthen the gold reserve, borrow gold on the security of United 
States bonds authorized by section two of the Act last referred to 
or for one-year gold notes bearing interest at a rate of not to exceed 
three per centum per annum, or sell the same if necessary to obtain 
gold. When the funds of the Treasury on hand justify, he may 
purchase and retire such outstanding bonds and notes. 

Sec. 27. The provisions of the Act of May thirtieth, nineteen 
hundred and eight, authorizing national currency associations, the 
issue of additional national-bank circulation, and creating a National 
Monetary Commission, which expires, by limitation under the terms 
of such Act on the thirtieth day of June, nineteen hundred and four- 
teen, are hereby extended to June thirtieth, nineteen hundred and 
fifteen, and sections fifty-one hundred and fifty-three, fifty-one 
hundred and seventy-two, fifty-one hundred and ninety-one, and 
fifty-two hundred and fourteen of the Revised Statutes of the United 
States, which were amended by the Act of May thirtieth, nineteen 
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hundred and eight, are hereby reenacted to read as such sections 
read prior to May thirtieth, nmeteen hundred and eight, subject to 
such amendments or modifications as are prescribed in this Act: 
Provided, however, That section nine of the Act first referred to in 
this section is hereby amended so as to change the tax rates fixed 
in said Act by making the portion applicable thereto read as follows: 

National banking associations having circulating notes secured 
otherwise than by bonds of the United States, shall pay for the first 


thr 
{ 


iree months a tax at the rate of three per centum per annum upon 
the average amount of such of their notes in circulation as are based 
upon the deposit of such securities, and afterwards an additional tax 
rate of one-half of one per centum per annum for each month until a 


ax of six per centum per annum is reached, and thereafter such tax 
of six per centum per annum upon the average amount of such 


Sec. 28. Section fiftv-one hundred and forty-three of the Revised 
tututes 1s hereby amended and reenacted to read as follows: Any 
association formed under this title may, by the vote of shareholders 
owning two-thirds of its capital stock, reduce its capital to any sum 
not below the amount required by this title to authorize the forma- 
tion of associations; but no such reduction shall be allowable which 
will reduce the capital of the association below the amount required 
for its outstanding circulation, nor shall any reduction be made until 
the amount of the proposed reduction has been reported to the Comp- 
troller of the Currency and such reduction has been approved by the 
said Comptroller of the Currency and by the Federal Reserve Board, 
O! by the organization committee pending the organization of the 
ir deral Reserve Board. 

Sec. 29. If any clause, sentence, paragraph, or part of this Act 
shall for any reason be adjudged by any court of competent juris- 
diction to be invalid, such judgment shall not affect, impair, or 
invalidate the remainder of this Act, but shall be confined in its 
operation to the clause, sentence, paragraph, or part thereof directly 
involved in the controversy in which such judgment shall have been 
re nde red. 

Sec. 30. The mght to amend, alter, or repeal this Act is hereby 

xpressly reserved. 


\nproved, December 23, 19138. 
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Ist Nession No. 83 


THE NATIONAL BANK BILL 


Janvary 12, 1926.—Committed to the Committee of the Whole House on the 
state of the Union and ordered to be printed 


Mr. McFappen, from the Committee on Banking and Currency, 
submitted the following 


REPORT 


(To accompany H. R. 2] 


The Committee on Banking and Currency, to whom was referred 
the bill (H. R. 2) to amend an act entitled “An act to provide for 
the consolidation of national banking associations,’ approved 
November 7, 1918; to amend section 5136 as amended, section 5137, 
section 5138 as amended, section 5142, section 5150, section 5155, 
section 5190, section 5200 as amended, section 5202 as amended, 
section 5208 as amended, section 5211 as amended, of the Revised 
Statutes of the United States; and to amend section 9, section 13, 
section 22, and section 24 of the Federal reserve act, and for other 
purposes, having considered the same, report it back to the House 
with the recommendation that the bill & pass with the following 
alinendments: 

On page 6, line 15, after the word ‘‘notes”’ strike out the comma 
and insert the words ‘‘and/or.”’ 

On page 6, line 15, after the word ‘“‘debentures”’ strike out the 
words ‘‘and the.” 

On page 6, line 16, strike out the word “‘like.”’ 

On page 7, line 24, after the word ‘“‘notes”’ strike out the comma 
and insert the words ‘‘ and/or.” 

Qn page 7, line 25, after the word ‘‘debentures’”’ strike out the 
words ‘‘and the like.”’ 

On page 15, at the end of line 22, strike out the colon and insert 
aA period. 

On page 15, beginning with line 23, strike out down to and includ- 
ing line 25 on the same page. 

On page 16, beginning with line 9, strike out down to and including 
line 4 on page 17. 

On page 17, line 5, after the abbreviated word ‘‘Sec.,”’ strike out 
“11” and insert ‘ 10.”’ 
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On page 19, line 2, after the word “insurance,” insert & comma 
and the words ‘‘if it is customary to insure-sti¢h st¢phwne 2 Hath 

On page 21, line 9, after the abbreviated word Bees," strike out 
“12” and insert “11.” 

On page 21, line 16, after the abbreviated word “Sec.,” strikeout 
“13” and insert ‘12.’ 

On page 23, line 11, after the abbreviated word “‘Sec.,”’ strike out 
“14” and insert ‘13.’ 

On page 24, line 18, after the abbreviated word “‘Sec.,’”’ strike out 
“15” and insert “14.” 

On page 25, line 3, after the abbreviated word “Sec.,”’ strike out 
“16” and insert ‘'15.” 

On page 26, line 3, after the abbreviated word “Sec.,” strike out 
“17” and insert ‘‘ 16.” 

This bill is in effect identical with H. R. 8887 as it passed the House 
in the last Congress, but which failed of passage in the Senate during 
the closing days of the session. 

There are two changes of form in H. R. 2 as compared with H. R. 
8887. Section 15 which related to the safe-deposit business and 
section 17 (b) which related to the investment-securities business have 
been combined and carried over as section 2 (b). The policy of the 
bill remains the same but instead of appearing in the bill as new 
grants of power (as they appeared in H. R. 8887) they now appear 
as a confirmation and regulation of an existing banking service or 
business. It is a matter of common knowledge that national banks 
have been engaged in the investment-securities business and the safe- 
deposit business for a number of years. In this they have proceeded 
under their incidental corporate powers to conduct the banking 
business. Section 2 (b) recognizes this situation but declares a public 
policy with reference thereto and thereby regulates these activities. 

Sections 7, 8, and 9 and the last proviso to section 1, which relate 
to branch banking, have been clarified as to phraseology by these 
same sections as drafted in H. R.2. Some amendments SHtered upon 
the floor of the House in the preceding Congress have been co- 
ordinated with the text and on the whole the language has been 
simplified. No change, however, has been made in the policy of the 
bill in this respect. 

Every section of the bill is an amendment of the national bank 
act itself or of provisions of the Federal reserve act which relate to 
national banks. The general purpose of the bill is to adjust the 
national banking laws to modern banking conditions along the lines of 
conservative banking, and without any deviation from the high stand- 
ard which has been set by the nation benkkit system. Some of the 

rovisions in the bill extend and enlarge the powers of national 
badke, but only in the manner in which State banks and trust com- 
anies generally have been successfully operating within recent years. 
ther sections of the bill affirm and regulate practices which have 
own up within the national banking system under the exercise of 
incidental corporate powers. These practices are common to both 
the State and national banks. Other sections of the bill relate 
entirely to questions of procedure and not to banking powers. An 
attempt is made to eliminate some of the rigid formalities in this 
direction. Several sections of the bill declare a Federal Govern- 
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mental policy with reference to branch banking. A detailed analysis 
section by section follows: 

Section 1: This section relates to a question of procedure. It 
adds no new power to the national banks. It provides that a State 

may consolidate directly with a national bank under the 
national charter. The same result can now be accomplished through 
the State bank first converting into a national bank and then con- 
solidating with another national bank. Consequently, the effect of 
the section is to eliminate delay and expense in accomplishing a 
result which is already erusiiad for by law. At the end of this 
section is @ proviso in conformity with the branch banking policy 
of the bill, which prohibits any such consolidated bank to retain 
any branches whi the State bank may have had outside of the 
city limits of the city of the consolidated bank and also prohibits 
the retention of any branches whatever which may have been estab- 
lished in a State which, at the time of the enactment of the bill, 
prohibited branches. 

Section 2: Section 2 is divided into two subsections (a) and (b). 

Subsection (a) is not an enlargement of the powers of a national 

bank but extends the term of its charter to an indefinite number of 
— subject to forfeiture of the charter by reason of violation of 
aw, subject to termination by act of Congress at any time and to 
termination through the appointment of a receiver on account of 
insolvency. This extension of the life of the charters of national 
banks is along the line of State legislation for the State banks in 
Arkansas, Connecticut, Florida, Illinois, Kentucky, Maine, Massa- 
chusetts, Minnesota, Nebraska, New Hampshire, New Jersey, New 
York, North Carolina, Ohio, Oregon, Rhode Island, South Carolina, 
Tennessee, Vermont, Virginia, and West Virginia. It will be noted 
that these states include the important cities of New York, Buffalo, 
Boston, Chicago, St. Paul, Minneapolis, Cleveland, Cincinnati, 
Louisville, Omaha, Providence, Nashville, Richmond, and a number of 
other lesser financial centers. 

One of the principal advantages of the indeterminate charter is to 
enable the bank to administer long-term and perpetual trusts. Many 
these trusts are in the nature of educational and charitable founda- 

ions. 

Subsection (b): This subsection is divided into two provisos, 
each of which recognizes and affirms the existence of a type of busi- 
ness which national banks are now conducting under their incidental 
charter powers. They may be said to liberalize, in that they confirm 
the conduct of this character of business; on the other hand, they ure 
restrictive in that the business is confined to definite limits by law. 

The first proviso referred to recognizes the right of national banks 
to continue to engage in the business of buying and selling investment 
securities but at the same time it makes a general definition of the 
term “‘investment securities’ and gives the comptroller the authority 
to make a further definition by regulation. This would give the 
comptroller the authority to exclude by definition the right of a 
national bank to purchase undesirable or unsafe investment securities. 
This provision also limits the total amount which a national bank 
— take of — one issue of such securities to 25 per cent of its — 
and surplus. In this connection it may be noted that this is a busi- 
ness regularly carried on by State banks and trust companies and has 
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been engaged in by national banks for a number of yeats. The 
national banks hold to-day in the neighborhood of $6,000,000,000 of 
investment securities. The effect of this provision, therefore, is pri- 
marily regulative. 

The second proviso regulates the safe-deposit business of national 
banks and suthibite them from investing an amount in excess of 15 
per cent of capital and surplus in a corporation organized to conduct 
a safe-deposit business in connection with the bank. This is a busi- 
ness which is regularly carried on by national banks and the effect 
of this provision is also primarily regulative. 

Section 3: Section 3 is in the nature of a liberalization to the extent 
that it would permit a national bank to purchase a piece of real estate 
for expansion of its banking matters without making it mandatory 
upon the banks to make immediate use of the property for bankin 
purposes. In other words, the section simply strikes out the wo 

‘immediate’ from the law. The existing law has operated as a 
hardship upon national banks in this respect. 

Section 4: Section 4 provides for the organization of banks in the 
outlying districts of a city with a capital of $100,000 where the 
population is in excess of 50,000. 

ection 5: Section 5 is also in the nature of a confirmation and 
regulation of an existing practice. It permits national banks to con- 
tinue to pay stock dividends but provides a definite procedure and 
regulations of amount of surplus which the bank must have at the 
time of the increase. 

Section 6: This section does not add any new charter powers, but 
is simply a clarification of an ambiguous provision of law relating to 
the status of the chairman of the board of directors. It provides 
that the president of the bank shall be a member of the soar of 
directors but not necessarily chairman thereof. 

Section 7: This section is a restriction upon branch banking. It 
is a reenactment of existing law which permits a State bank to convert 
into a national bank and to retain all of the branches which the State 
bank might have had regardless of their location, but restricts the 
branches which may be retained solely to those which the State bank 
may have bad within the limits of the city in which the State bank is 
located in a State which at the time of the enactment of the bill per- 
mitted branch banking. Any branch which may have been estab- 
lished even within the city limits under State authority given after 
the passage of this bill would have to be reliquished, as weil as any 
branches which may have been established on the outside of city 
limits under authority of State laws previous to the passage of the 
bill. This section is in conformity with the branch banking policy 
of the bill’ which would confine all branch banking within the national 
banking system tc city limits and to prohibit national banks from 
establishing any branches in States which prohibit State banks from 
exercising this power. 

Section 8: This section recognizes the right of national banks to 
establish branches within those cities in which State banks have that 
perieas at the time of the passage of the bill. Should a nonbranch- 

anking State in the future change its geen and permit the State 
banks to have branches the national banks would be prohibited 
from exercising similar powers. This section also as a practical 
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matter limits the branch banking activities of national banks to 
erties having a population in excess of 100,000. 

Section 9: This section makes the same requirementé as to State 
member banks in the Federal reserve system which section 8 makes of 
the national banks with reference to branch-banking. Under it a 
State member bank would be restricted, so far as future operations 
are concerned, to the establishment of branches within the city limits 
in which the parent bank is located in those States which permitted 
branch banking at the time of the passage of this bill. If the State 
changes its branch-banking policy and permitted the State banks to 
have branches, State member banks of the Federal reserve system 
could not exercise such powers within the Federal reserve system. 
This section further prohibits any nonmember State bank from bring- 
ing into the Federal reserve system branches which have been estab- 
lished on the outside of city limits. 

Section 10: This section is designed to restate and clarify section 
5200 of the Revised Statutes which governs the amount of money 
which a national bank may lend to any one person. The existin 
law is composed of the original provisions of 1863 with a number o 
amendments and provises added from time to time and stands in 
need of clarification to clear up certain ambiguities. It is not the 
purpose of this section to make any substantial liberalization or 
restriction upon the business of national banks and the language of 
the bill is therefore substantially identical in effect with that of the 
existing law. 

Subsection 4 is in the nature of a restriction upon the discount of 
noncommercial paper. Through a loophole in the existing law there 
is at present no limit upon the amount of this type of paper which a 
national bank may discount since the limitation of the law runs 
against the maker only and not against the indorser. This subsection 
is designed to cure this defect in the law. 

Under subsection 6 there is an enlargement of the power of national 
banks in the matter of loans upon the security of nonperishable staple 
commodities stored in bonded warehouses. This section would 
permit a gradual increase of the loan up to an amount not exceeding 
50 per cent of the capital and surplus of the bank provided each in- 
crease in the amount of the loan shall be accompanied by an increase 
in the value of the commodity collateral in proportion to the face 
amount Of the additional loan. 

Section 11: This section is designed to cure a typographical error 
in the agricultural credits act of 1923, and relates to the total liabili- 
ties of national banking associations. 

Section 12: Section Fo is designed to clarify and correct a criminal 

rovision in section 5208, Revised Statutes, relating to the overcerti- 
cation of checks. 

Section 13: Section 13 relates to a matter of procedure and gives 
the board of directors of a national bank the right to permit a junior 
officer to certify reports to the comptroller in the absence of the 
presidént and cashier. 

Section 14: This section is in the nature of a liberalization for 
both State and national banks in that it empowers the Federal 
reserve banks to rediscount for any member bank an amount of 
eligible paper equal to the amount which a national bank could 
lawfully discount for its customers. Under the existing law a Federal 
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reserve bank can only discount an amount of eligible — offany 
one borrower not exceeding 10 per cent of the capital and surplus 
of the member bank. This section does not change the character 
of classes of eligibie paper. If the paper is already eligible for dis- 
count and the national bank act considers it safe for a national bank 
to take it in certain stated amounts, it is considered by this section 
to be safe for the Federal reserve banks to rediscount it in the same 
amounts. The paper itself is considered liquid and in addition has 
the indorsement of the member bank upon it when presented for 
rediscount. 

Section 15: This section simply adds an additional criminal pro- 
vision providing for the punishment of a national-bank examiner 
who commits a theft from a bank examined by him. 

Section 16: This section is a restatement of the existing law rela- 
tive to loans by national banks upon the security of real estate. 
It broadens the powers of national banks as to the time limit of the 
loans upon city property but at the same time makes restrictions by 
way of definitions. At the present time a national-bank may make a 
loan upon first mortgage upon city property fora period not exceeding 
one year. This section increases this period to five years as a maxi- 
mum. At the same time it defines a real-estate loan to be one with 
respect to which the bank takes the entire obligation at the time of 

aking the loan. The purpose of this definition is to prevent the 
poasibelity of a bank from purchasing real-estate bonds under the 
guise of making loans upon the security of real estate. Such real- 
estate bonds as may be purchased by a bank (should the comptroller 
determine that any such bonds are “investment securities’’) would be 
acquired under section 2 (b) of the bill. 

he State banks and trust companies are authorized to make long- 
time loans upon the security of first mortgage upon city real estate. 
National banks, by being limited to a one-year period, have found 
themselves handicapped in meeting the demands of their customers 
in this respect. The section limits all such loans to an amount not 
exceeding one-half of the savings deposits in the bank, and thereby 
relates the real estate loan business to savings deposits. This is a 
logical connection. National banks have on deposit about $5,000,- 
000,000 of savings deposits from about 11,000,000 depositors. This 
constitutes a large proportion of the entire savings business in the 
United States, and it has become necessary to recognize the right 
of a national bank with certain definite restrictions to use these 
funds in the same general manner in which the State banks and trust 
companies are using them, which includes the right to make loans 
upon city property, as provided above. 

The enactment of this bill into law will put new life into the 
national banking system. The cumulative effect of its provisions 
will produce a situation in the Federal reserve system where the 
rights of the national banks will be more nearly on a par with those 
a the State member banks. When the Federal reserve act was 
amended to let State banks come into the Federal reserve system 
with their full charter powers, the national banks, operating under 
the old national bank act of 1864, found themselves, as compulso 
members of the Federal reserve system, placed at a considerable 
disadvantage. Many of these State banks are operating under 
moaern banking codes. The amendments: which had heretofore 
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been made to the national bank act were not sufficient to enable 
the national banks to compete on terms of equality with such State 
member banks, while at the same time they were compelled by law 
to bear the chief burden in supporting the Federal reserve system. 

The bill recognizes the absolute necessity of taking legislative 
action with reference to the branch banking controversy. The 

resent situation is intolerable to the national banking system. 

he bill proposes the only practicable solution by stopping the further 
extension of state-wide branch banking in the Federal renee system 
by State member banks and by permitting national banks to have 
branches in those cities where State banks are allowed to have them 
under State laws. 

Your committee feels that the need for this legislation is even more 
urgent than it was during the last Congress and respectfully urges 
its passage. 

O 
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THE NATIONAL BANK ACT 
Marca 25, 1926.—Ordered to be printed 


Mr. Pepper, from the Committee on Banking and Currency, sub- 
mitted the following 


REPORT 


[To accompany H, R, 2] 


The Committee on Banking and Currency, to whom was referred 
the bill (H. R. 2) to amend an act entitled ‘‘ An act to provide for the 
consolidation of national banking associations,’’ approved November 
7, 1918; to amend section 5136 as amended, section 5137, section 
5138 as amended, section 5142, section 5150, section 5155. section 
5190, section 5200 as amended, section 5202 as amended, section 5208 
as amended, section 5211 as amended, of the Revised Statutes of the 
United States; and to amend section 9, section 13, section 22, and 
section 24 of the Federal reserve act, and for other purposes, having 
considered the same, report it back to the Senate with the recom- 
mendation that the bill do pass with the amendments herewith indi- 
cated. 

The bill is in many respects identical with S. 3316, favorabl 
reported by your committee at the first session of the Sixty-sighth 
Congress, and H. R. 8887, favorably reported by your committee at 
the second session of the Sixty-eighth Congress. 


COMMITTEE AMENDMENTS 


Your committee, after public hearings by a subcommittee and 
~~ ag deliberation, recommends the following amendments to 

e bill: 

Proposed amendments to section 1: 

On page 2, line 4, after the word ‘‘same” insert the word “State.’’ 

On page 2, line 18, strike out the word “located” and insert the 
words ‘situated, and in the legal newspaper for the publication of 
legal notices or advertisements, if any such paper has been desig- 


nated by the rules of a court in the county where such association 
or bank is situated,” 
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On page 3, line 2, after the word “organized” strike out the colon 
and the words “Provided, That the” and substitute a period and 
insert the word “ The”’ in said line. 

On page 3, line 7, after the word “State” insert the words “or 
District.’ 

On page 3, line 16, after the word “State” insert the words “or 
District.’ 

On page 3, line 17, after the word ‘association’ strike out the 
colon and the words ‘‘ And provided further, That when” and insert 
a period and the word “ When” in line 18. 

On page 3, line 20, after the word “State” insert the words “or 
District.’ 

On page 4, line 23, strike out the colon and insert a period after 
the word ‘‘determine,”’ and in line 24, strike out the words ‘‘ And 
provided further, That the’’ and insert the word ‘‘The”’ in said line. 

On page 5, line 3, after the word ‘“‘ provided”’ strike out the colon 
and the words ‘‘ And provided further, That no’’ and insert a period 
and the word ‘‘No”’ in said line. 

On page 5, line 5, after the word “‘incorporated”’ strike out down 
to and including line 19 and insert 8 comma. 

On page 5, line 5, after the word “‘incorporated”’ insert the follow- 
ing words: ‘‘nor shall any such State bank or banks entering into 
such consolidation be located at a greater distance from such national 
banking association than is authorized by the laws of the State in 
case of the consolidation or merger of two or more State banks.” 

On page 5, at the end of section 1 insert the following: 

The words ‘‘State bank,” ‘‘State banks,” ‘“‘bank,” or ‘‘ banks” as used in this 
section shall be held to include trust companies, savings banks, or other such 
corporations or institutions carrying on the banking business under the authority 
of State laws. 

Proposed amendment to section 2: 

On page 5, line 20, strike out the word “section” and insert the 
words ‘‘ That section.” 

Proposed amendment to section 3: 

On page 8, line 23, strike out the word “section” and insert the 
words “‘ That section.” 

Proposed amendment to section 4: 

On page 9, line 3, strike out the word ‘‘section” and insert the 
words ‘‘ That section.” 

. 7 page 9, line 5, after the word “ No” insert the words “national 
anking.”’ 

On av 9, line 6, strike out the word “ banks” and insert the words 
“‘such associations.” 

On page 9, line 10, strike out the words ‘‘banks”’ and insert the 
words “‘such associations.” 

On page 9, line 13, after the word “No” insert the word “such.” 

On page 9, line 17, after the word “city” strike out the word 
“banks” and insert the following: ‘‘ where the State laws permit the 
organization of State banks with a capital of $100,000 or less, national 
banking associations.”’ 

Proposed amendment to section 6: 

On page 10, line 24, strike out the word “section” and insert the 
words ‘“‘ That section.” 


Proposed amendments to section 7: 
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On page 11, line 6, strike out the word ‘‘section” and insert the 
words ‘‘ That section.”’ 


On page 11, line 8, strike out everything to the end of the page, 
down to and including line 25, and on page 12 strike out everything 
down to and including line 9 and insert: 


Sec. 5155. The conditions upon which a national banking association may 
retain or establish and operate a branch or branches are the liadeiaes 

(a) A national banking association may maintain and operate such branch or 
branches as it may have in operation at the date of the approval of this act. 

(b) If a State bank is hereafter converted into or consolidated with a national 
banking association, the said association may retain and operate such branches, 
if any, as were being maintained and operated by said State bank at the date of the 
approval of this act. 

(c) A national banking association may, after the date of the approval of this 
act, establish and operate new branches within the limits of the city, town, or 
village in which said association is situated if such establishment and operation 
are at the time permitted to State banks by the law of the State in question. 

(d) If at the date of the approval of this act there is situated in any State 
which prohibits branches a national banking association which has one or more 
branches within the citv in which the parent bank is located, any other national 
bank situated in such city may establish within the limits of such city branches 
not exceeding in number the aggregate number of branches maintained by such 
national banking association. 

(e) No branch shall be established after the date of the approval of this act 
within the limits of any city, town, or village of which the population by the last 
decennial census was less than twenty-five thousand. No more than one such 
branch may be thus established where the population, so determined, of such 
municipal unit does not exceed fifty thousand; and not more than two such 
branches where the population does not exceed one hundred thousand. In any 
such municipal unit where the population exceeds one hundred thousand, the 
determination of the number of branches shall be within the discretion of the 
Comptroller of the Currency. 

(f) In cases in which, under the provisions of this section, a national banking 
association is authorized to establish a branch or branches within the limits of a 
city, town, or village, the Comptroller of the Currency shall have the discre- 
tionary power to authorize the establishment and operation of such branch or 
branches beyond the boundaries of said city, town, or village as strictly defined 
by Jaw; but only within the same metropolitan area as that in which the parent 
bank is situated: Provided, however, That he shall in no case authorize such estab- 
lishment and operation except within the territory of a city, town, or village, 
the corporate limits of which at some point coincide with the corporate limits 
of the city or town in which the parent bank is situated, when in his discretion 
he shall determine, after public hearing, that the banking needs of the inhabi- 
tants of said contiguous and urban territory require the establishment of such 
branch or branches; but no branch shall be established under the authority of 
this section in any part of a State to which right of State banks, under the State 
law, to establish branches does not extend. 

(g) No branch of any national banking association shall be established or 
moved from one location to another without first obtaining the consent and 
approval of the Comptroller of the Currency. 

h) The term “‘branch”’ as used in this section shall be held to include any 
branch bank, branch office, branch agency, additional office or any branch place 
of business located in any State or Territory of the United States or in the 
we of Columbia at which deposits are received, or checks paid or money 
ent. 

(i) This section shall not be construed to amend or repeal section 25 of the 
Federal reserve act, as amended, authorizing the establishment by national 
banking associations of branches in foreign countries, or dependencies, or insular 
possessions of the United States. 

(j) The words ‘‘State bank,” ‘“‘State banks,” “bank”’ or “‘banks”’ as used in 
this section shall be held to include trust companies, savings banks, or other such 
corporations or institutions carrying on the banking business under the authority 
of State laws. 
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Proposed amendments to section 8: 

On page 12, line 10, strike out the word ‘‘section’ 
words *‘ That section.”’ 

On page 12, line 14, after the word ‘‘certificate” strike out down to 
and including line 25; and on page 18 strike out, beginning with line 1, 
down to and including line 26; and on page 14 strike out, beginning 
with line 1, down to and including line 11. 

On page 12, line 14, after the word ‘‘certificate” strike out the 
comma and insert the words ‘‘and in the branch or branches, if any 
established or maintained by it in accordance with the provisions of 
section 5155 of the Revised Statutes, as amended by this act.” 

Proposed amendments to section 9: 

On page 14, beginning with line 12, strike out down to and including 
line 5 on page 16, and ihsert the following: 


Sec. 9. That the first paragraph of section 9 of the Federal reserve act be 
amended s0 as to read as follows: 

“Sec. 9. Any bank incorporated by special law of any State, or organized 
under the general laws of any State or of the United States, desiring to become a 
member of the Federal reserve system, may make application to the Federal 
Reserve Board, under such rules and regulations as it may prescribe, for the right 
to subscribe to the stock of the Federal reserve bank organized within the district 
in which the applying bank is located. Such application shall be for the same 
amount of stock that the applying bank would be required to subscribe to as a 
national bank. The Federal Reserve Board, subject to the provisions of this act 
and to such conditions as it may prescribe pursuant thereto, may permit the 
applying bank to become a stockholder of such Federal reserve bank. 

Any such State bank, which, at the date of the approval of this act, has estab- 
lished and is operating a branch or branches in conformity with the State law, 
may retain and operate the same while remaining or upon becoming a atock- 
holder of such Federal reserve bank; but no such State bank may retain or ac- 
quire stock in a Federal Reserve Bank except. upon relinquishment of any branch 
or branches established after the date of the approval of this act beyond the 
limits of the city, town, or village in which the parent bank is situated. The 
Federal Reserve Board shall have the discretionary power to define the limits 
of any such municipal unit in such a way as to include only the territory of a 
city, town, or village the corporate limits of which at some point coincide with 
the corporate limits of the city or town in which the parent bank is situated. 


Proposed amendment to section 10: 

Qn ‘page 19, line 12, strike out the word “and” and insert “‘ and/or.” 

Proposed amendment to section 13: 

On page 22, line 11, strike out the word ‘“‘section’’ and insert the 
words ‘That section’’. 

Proposed new sections: 

On page 26, after line 9 insert four new sections, as follows: 


Sec. 17. That the last proviso of the second paragraph of section 8 of the act 
entitled ‘‘An act to supplement existing laws eons unlawful restraints and 
monopolies, and for other purposes,”’ approved October 15, 1914, as amended, 
is amended to read as follows: 

“And provided further, That nothing in this act shall prohibit any private banker 
from being an officer, director, or employee of not more than two banks, banking 
associations, or trust companies, or prohibit any officer, director, or employee of 
any bank, banking association, or trust company, or any class A director of a 
Federal reserve bank, from being an officer, director, or employee of not more 
than two other banks, banking associations, or trust companies, whether organized 
under the laws of the United States or any State, if in any such case there is in 
force a permit therefor issued by the Federal Reserve Board; and the Federal 
Reserve Board is authorized to issue such permit if in its judgment it is not incom- 
patible with the public interest, and to revoke any such permit whenever it finds 
after reasonable notice and opportunity to be heard, that the public interest 
requires its revocation.” 


and insert the 





THE NATIONAL BANK AOT 5 


Sxc. 18. That section 5139 of the Revised Statutes of the United States be 
amended by inserting in the first sentence thereof the following words: ‘or into 
shares of such less amount as may be provided in the articles of association,” so 
that the section as amended shall read as follows: 

“Sec. 56139. The capital stock of each association shall be divided into shares 
of $100 each, or into shares of such less amount as may be provided in the articles 
of association, and be deemed personal property, and transferable on the books 
of the association in such manner as may be prescribed in the by-laws or articles 
of association. Every person becoming a shareholder by such transfer shall, in 
proportion to his shares, succeed to all rights and liabilities of the prior holder 
of such shares; and no change shall be made in the articles of association by which 
the nee Se or security of the existing creditors of the association shall 
be impaired.” 

Sec. 19. That section 5146 of the Revised Statutes of the United States as 
amended be amended by inserting in lieu of the second sentence thereof the 
following: ‘“‘ Every director must own in his own right shares of the capital stock 
of the association of which he is a director, the aggregate par value of which shall 
not be less than $1,000, unless the capital of the bank shall not exceed $25,000, 
in which case he must own in his own right shares of such capital stock the 
aggregate value of which shall not be less than $500,” so that the section as 
amended shall read as foilows: 

“Src. 5146. Every director must during his whole term of service, be a citizen 
of the United States, and at least three fourths of the directors must have resided 
in the State, Territory, or District in which the association is located, or within 
fifty miles of the location of the office of the association, for at least one year 
immediately preceding their election, and must be residents of such State or 
within a fifty-mile territory of the location of the association during their con- 
tinuance in office. Every director must own in his own right shares of the 
capital stock of the association of which he is a director the aggregate par value 
of which shall not be less than $1,000, unless the capital of the bank shall not 
exceed $25,000 in which case he must own in his own right shares of such capital 
stock the aggregate par value of which shall not be less than $500. Any director 
who ceases to be the owner of the required number of shares of the stock, or who 
becomes in any other manner disqualified, shall thereby vacate his place.” 

Sec. 20. That the second subdivision of the fourth paragraph of section 4 of 
the Federal reserve act be amended to read as follows: 

“Second. To have succession after the a proval of this act until dissolved by 
act of Congress or until forfeiture of fettine for violation of law.’ 

Amend the title so as to read: “An act to amend an act entitled ‘An act to 
ee for the consolidation of national banking associations,’ approved Novem- 

er 7, 1918; to amend section 5136 as amended, section 6137, section 5138 as 
amended, section 5139, section 5142, section’5146 as amended, section 5150, 
section 5155, section 5190, section 5200 as amended, section 5202 as amended, 
section 5208 as amended, section 5211 as amended, of the Revised Statutes of 
the United States; and to amend scction 4, section 9, section 13, section 22, and 
section 24 of the Federal reserve act, and section 8 of the act entitled ‘An act 
to supplement existing laws against unlawful restraint and monopolies, and for 
other purposes,’ approved October 15, 1914, as amended, and for other purposes.” 


COMMENT ON THE BILL AS AMENDED 


_Every section of the bill is an amendment of the national banking 
act itself or of provisions of the Federal reserve act which relate 
directly or indirectly to national banks or of the Clayton Act, as far 
as it relates to qualification of directors. The gencral purpose of the 
bill is to adjust the national banking laws to modern banking condi- 
tions along the lines of conservative banking, and without any devia- 
tion from the high standard which has been set by the national harikine 
system. Some of the provisions in the bill extend and enlarge the 
powers of national banks, but only in ways in which State banks and 
trust companies generally have been successfully operating within 
recent years. Other sections of the bill affirm and regulate practices 
which have grown up within the national banking system under the 
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exercise of incidental corporate powers. These practices are common 
to both the State and national banks. Other sections of the bill relate 
entirely to questions of procedure and not to banking powers. An 
attempt is made to eliminate some of the rigid fommillities in this 
direction. The bill also declares a Federal Governmental policy 
with reference to branch banking. 

Many of the foregoing proposed amendments are solely verbal 
nee and require no further comment. There are certain others 
which perhaps require a word of explanation. These will be briefly 
discussed. detailed analysis section by section follows. 

Section 1: This section relates to a question of procedure. It 
adds no new power to national banks. Its purpose is to permit 
State banks to consolidate directly with national banks instead of 
requiring them, as under present procedure, first to convert into 
national banks. Section 1, therefore, provides a direct procedure to 
accomplish the same results which may be accomplished under ex- 
isting law but in a_more indirect manner, and will consequently 
eliminate delay and expense. 

Two amendments to section 1 which perhaps require an explana- 
tion are the insertion of the word “State” on page 2, line 4, and 
the insertion of the following words on page 5, iow 23 to 25, and 
page 6, lines 1 to 3 “nor shall any such Btate bank or banks enter- 
ing into such consolidation be located at a greater distance from 
such national banking association than is authorized by the laws of 
the State in case of the consolidation or merger of two or more 
State banks.” These amendments are in harmony with the policy 
of the section as originally drafted. They would permit a State 
bank to consolidate with a national bank regardless of county lines 
if the State law permitted State banks to consolidate with each other 
regardless of county lines. For example, if a State bank and a 
national bank in such a State desired to merge into one institution 
it could be readily done by the national bank first converting into 
a State bank and both State banks consolidating and the consoli- 
dated State bank converting back into a national bank. It also 
could be accomplished by the State bank consolidating with another 
State bank in the same county in which the national bank is located 
and the consolidated State bank, converting into a national bank, 
could then consolidate with the national bank. 

It will be seen, therefore, that the insertion of the word “State” 
followed by the restrictive language above quoted does not alter the 
substantive policy of the bill, But simply gives the national-banking 
system the benefit of a more direct procedure. Under these amendr 
ments no consolidation can be effected which could not at the present 
time be effected under State laws. 

Section 2: Section 2 is divided into two subsections (a) and (b). 

Subsection (a) is not an enlargement of the powers of a national 
bank but extends the term of its charter to an indefinite number of 
years subject to forfeiture of the charter by reason of violation of 
law, subject to termination by act of Congress at any time and to 
termination through the appointment of a receiver on account of 
insolvency. This extension of the life of the charters of national 
banks is along the line of State legislation for the State banks in 
Arkansas, Connecticut, Florida, Illinois, eel Maine, Massa- 
chusetts, Minnesota, Nebraska, New Hampshire, New Jersey, New 
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York, North Carolina, Ohio, Oregon, Rhode Island, South Carolina 
Tennessee, Vermont, Virginia, and West Virginia. It will be note 
that these States include the important cities of New York, Buffalo, 
Boston, Chicago, St. Paul, Minneapolis Cleveland, Cincinnati, 
Louisville, Omaha, Providence, Nashville, Richmond, and a number 
of other lesser financial centers , 

One of the principal advantages of the indeterminate charter is to 
enable the bank to administer long-term and perpetual trusts. Many 
of these trusts are in the nature o Siesanseat and charitable founda- 
tions. 

Subsection (b): This subsection is divided into two provisos, 
each of which recognizes and affirms the existence of a type of busi- 
ness which national banks are now conducting under their incidental 
charter powers. They may be said to liberalize, in that they confirm 
the ni of this character of business; on the other hand, they are 
restrictive in that the business is confined to definite limits by law. 

The first proviso referred to recognizes the right of national banks 
to continue to engage in the business of buying and selling investment 
securities but at the same time it makes a general definition of the 
term “investment securities” and gives the comptroller the authority 
to make a further definition by regulation. This would give the 
comptroller the authority to exclude by definition the right of a 
national bank to purchase undesirable or unsafe investment securities. 
This provision also limits the total amount which a national bank 
— take of a one issue of such securities to 25 per cent of its capital 
and surplus. In this connection it may be noted that this is a busi- 
ness regularly carried on by State banks and trust companies and has 
been engaged in by national banks for a number of years. The 
national banks hold to-day in the neighborhood _of $6,000,000,000 of 
investment securities. The effect of this provision, therefore, is 
primarily regulative. | 

The second proviso regulates the safe-deposit business of national 
banks and prohibits them from investing an amount in excess of 15 
per cent of capital and surplus in a corporation organized to conduct 
a safe-deposit business in connection with the bank. This is a busi- 
ness which is regularly carried on by national banks and the effect 
of this provision is aJso primarily regulative. 

Section 3: Section 3 is in the nature of a liberalization to the ex- 
tent that it would permit a national bank to purchase a piece of real 
estate for expansion of its banking matters without making it manda- 
tory upon the banks to make immediate use of the property for bank- 
ing purposes. In other words, the section simply strikes out the word 
“immediate” from the law. The existing ‘ew has operated as a 
hardship upon national banks in this respect. 

Section 4: Section 4 provides for the organization of banks in the 
outlying districts of a city with a capital of $100,000 where the 
— is in excess of 50,000. 

‘he amendment proposed on page 10, lines 8 to 10, of the amended 
print, is designed to limit the organization of national banks with 
reduced capital of $100,000 in the outlying districts of cities of more 
than 50,000 population to those cities in which the State laws do not 
require a greater amount of capital for the State banks. 

ection 5: Section 5 is also in the nature of a confirmation and 
regulation of an existing practice. It permits national banks to con- 
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tinue to pay stock dividends but provides a definite procedure and 
regulations of amount of surplus which the bank must have at the 
time of the increase. 

Section 6: This section does not add any new charter powers, but 
is simply a clarification of an ambiguous provision of law relating to 
the status of the chairman of the board of directors. It provides 
that the president of the bank shall be a member of the board of 
directors but not necessarily chairman thereof. 


BRANCH BANKING 


Sections 7, 8, and 9 are those that deal with the all-important sub- 
ject of branch banking. 

The branch banking provisions of the bill relate both to national 
banks and to State member banks of the Federal reserve system. In 
the bill as it passed the House, these provisions as to the national 
banks are found as provisos in section 1, section 7 and section 8. 
As a matter of form and in order to facilitate a more ready analysis, 
your committee thought it best to assemble in one section all of the 
conditions under which national banks may have branches. These 
now appear in the committee amendment of section 7. The condi- 
tions under which State member banks of the Federal Reserve System 
may have branches are, as in the House bill, set forth in section 9. 

Your committee is in agreement with the fundamental branch bank- 
ing policy of the House bill by which branch banking in the future 
would, in the Federal reserve system, be restricted to the confines 
or the limits of the city in which the parent bank is situated. 

Under the House bill national banks would be permitted to keep the 
branches they now have, branch banking would be permitted for 
national banks in cities having more than 100,000 population at the— 
discretion of the Comptroller of the Currency in cities where State 
banks can have iene and national banks would be denied the 
right to have branches at all in any State which denied to State banks 
the right to have branches. These provisions are all embodied in 
the amendments recommended by your committee. 

In the bill as herewith reported there are recommended, however, 
the following modifications of the branch bankang policy which, in 
the opinion of your committee, are entirely in harmony with the 
general purpose of the bill. It is proposed that the original recom- 
mendation of the Comptroller of the Currency be followed by per- 
mitting State banks, upon converting into or consolidating with a 
national bank or upon becoming a member of the Federal reserve 
system, to retain the branches now in existence regardless of their 
location. The bill as it passed the House denies the right to retain 
branches now existing if they be located outside of the city in which 
the parent bank is situated. Your committee feels that this restric- 
tion is not only unfair to the banks which are now legally operating 
outside branches but is inconsistent with the general branch banking 
policy of the bill. The exclusion of such banks from the national 
system and from the Federal reserve system would encourage them 
to continue to increase the number of state-wide branches, whereas 
if they are permitted to come in they have the choice between the 
establishment of additional branches and joining the national or 
Federal reserve systems. 
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“The awiendment proposed by your committee would have the 
effect, therefore, of discouraging the further extension of branches. 
It would also put nonmember State banks upon the same footing as 
to branches, with respect to the Federal reserve system, as the 
member banks. It would further permit State member banks of the 
Federal reserve system to become national banks and retain all of 
the branches they now have. If it is sound policy to permit them to 
keep these branches in the Federal reserve system (and your com- 
mittee agrees with the House position in this respect), it seems 
logical to bar them from the national system. The purpose of the 
bill is to fix a policy for future branches and not to debar those already 
legally established. 

There are one or two cities in the United States in which there is 
a, national bank having one or more branches which were originally 
e@tablished under a State law not now in force. It is proposed to 
permit any other national bank in such a city to establish not more 
than the maximum number of branches possessed by such other 
State bank. 

Your committce further reeommends that the Comptroller of the 
Currency and the Federal Reserve Board, respectively, be given 
authority to define the term “municipal limits’? to inelude incor- 
porated suburbs, the boundary of which at some point coincides with 
that of the city in question. This would, in certain cases, in those 
States where the State law permits similar action, allow branches to 
be established outside of the strictly defined legal city limits but not 
outside of the city as an economic unit. Such branches would still 
be home city branches. 

Finally, there is another amendment proposed which your com- 
mittee believes to be of the greatest importance. It is the omission 
of the so-called Hull arnendments. 2 These amendments would deny 
to national banks and to State member banks of the Federal reserve 
system the right to have brauches inside city limits (as well as out- 
side) in any State which now prohibits branch banking. but which 
in the future may permit branch banking. For example, if the State 
of Illinois, which now prohibits branch banking, should in the future 
permit State banks in Chicago to have home city branches, under 
the Hull amendments only State banks not members of the Federal 
reserve system could have such branches. The national banks and 
the State banks in the Federal reserve system in the city of Chicago 
would be denied that right. Proponents of these amendments admit 
under such circumstances it would be necessary for Congress to 
enact a special law to relieve these banks of their handicap. 

The real purpose of the Hull amendments, as shown by the testi- 
mony given before your committee, is to bring pressure to bear upon 
the leading bankers in States which now prohibit branch banking by 
depriving them of the motive to seck a change in the State laws favor- 
ale to branch banking. #I[t is to coerce them to remain silent. Your 
committee feels that this is an unprecedented policy for the Federal 
Government to pursue and constitutes an unwarranted interference 
with the rights of citizens of these States in their relationship to the 
State legislatures. Apart from the unwisdom of interference in this 
manner with the enactment of local legislation, the Hull amendments 
have no logical place in the bill. With them excluded no state-wide 
branches could be established by national or State member banks, 
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The only effect of the Hull amendments, therefore,-is to declare un- 
lawful home city branches in certain States even though the State 
law declares them lawful for State banks. Congress, under such 
conditions, would find itself declaring home-city branches lawful in 
New York City and Los Angeles, but unlawtul in Chicago and St. 
Louis, assuming that Illinois and Missouri enacted a branch banki 
law. In this respect your committee is of the opinion that the bi 
is sufficiently restrictive when it declares unlawful the establishment 
of branches by national banks in any city in which the State banks 
are denied that right by State law and properly permissive when it 
permits national and State member banks to have branches in any 
city in which it is lawful for State banks to have branches. 

ection 10: This section is designed to restate and clarify section 
5200 of the Revised Statutes which governs the amount of money 
which @ national bank may lend to any one person. The existi 
law is composed of thé original provisions of 1863 with a number 
amendments and provisos added from time to time and stands in 
need of clarification to clear up certain ambiguities. It is not the 
purpose of this section to make any substantial liberalization or 
restriction upon the business of national banks and the language of 
the bill is therefore substantially identical in effect with.that of the 
existing law. 

Subsection 4 is in the nature of a restriction upon the discount of 
noncommercial a. Through a loophole in the existing law there 
is at present no limit upon the amount of this type of paper which a 
national bank may discount since the limitation of the law runs 
against the maker only and not against the indorser. This subsection 
is designed to cure this defect in the law. 

Under subsection 6 there is an enlargement of the power of national} 
banks in the matter of loans upon the security of nonperishable staple 
commodities stored in bonded warehouses. This section would 
permit a gradual increase of the loan up to an amount not exceeding 
50 per cent of the capital and surplus of the bank provided each in- 
crease in the amount of the loan shall be accompanied by an increase 
in the value of the commodity collateral in proportion to the face 
amount of the additional loan. 

Section 11: This section is designed to cure a t phical error 
in the agricultural credits act of 1923, and relates to the total liabili- 
ties of national banking associations. 

Section 12: Section 12 is designed to clarify and correct a criminal 
provision in section 5208, Revised Statutes, relating to the over- 
certification of checks. 

Section 13: Section 13 relates to a matter of procedure and gives 
the board of directors of a national bank the right to permit a junior 
officer to certify reports to the comptroller in the absence of the 
president and cashier. 

Section 14: This section is in the nature of a liberalization for 
both State and National banks in that it empowers the Federal 
reserve banks to rediscount for any member bank an amount of 
eligible paper equal to the amount which a national bank could law- 
fully discount for its customers. Under the existing law a Federal 
reserve bank can only discount an amount of eligible paper of any 
one borrower not exceeding 10 per cent of the capital and surplus 
of the member bank. This section does not change the character 
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of classes of eligible paper. If the paper is already eligible for dis- 
count, and the national bank act considers it safe for a national bank 
to take it in certain stated amcunts, it is considered by this section 
to be safe for the Federal reserve banks to rediscount it in the same 
amounts. The paper itself is considered liquid and in addition has 
the indorsement of the member bank upon it when presented for 
rediscount. ‘ pica 

Section 15: This section simply adds an additional criminal pro- 
vision providing for the punishment of a national-bank examiner 
who commits a theft from a bank examined by him. 

Section 16: This seation is a restatement of the existing law rela- 
tive to loans by national banks upon the security of real estate. 
It broadens the powers of national banks as to the time limit of the 
loans upon-city property but at the same time makes restrictions by 
way of definitions. At the present time a national bank may make a 
loan upon first mortgage upon city property for a — not exceeding 
one year. This section increases this period to five years as a maxi- 
mum. At the same time it defines a real-estate loan to be one with 
respect to which the bank takes the entire obligation at the time of 
making the loan. The purpose of this definition is to prevent the 
possibility of a bank from purchasing real-estate bonds under the 
guise of making loans upon the security of real estate. Such real- 
estate bonds as may be purchased by a bank (should the comptroller 
determine that any such bonds are “investment securities’’) would be 
acquired under section 2 (b) of the bill. 

he State banks and trust companies are authorized to make long- 
time loans upon the security of first mortgage upon city real estate. 
National banks, by being limited to a one-year period, have found 
themselves handicapped in meeting the demands of their customers 
in this respect. This section limits‘all such loans to an amount not 
exceeding one-half of the savings deposits in the bank, and thereby 
relates the real estate loan business to savings deposits. This is a 
logical connection. National banks have on deposit about $5,000,- 
000,000 of savings deposits from about 11,000,000 depositors. This 
constitutes a large proportion of the entire savings business in the 
United States, and it: has become necessary to recognize the right 
of a national bank with certain definite restrictions to use these 
funds in the same general manner in which the State banks and trust 
companies are using them, which includes the right to make loans 
upon city property, as provided above. 

Sections 17, 18, 19, and 20 are new sections proposed by your com- 
mittee. 

Section 17 is an amendment to the Kern amendment of the Clayton 
Act. In effect it would authorize the Federal Reserve Board to per- 
mit one person to serve as director on the boards of not more than 
three banks if the board finds such service not incompatible with the 
public interest, whereas under existing law the board must find in 
such a case that no substantial competition exists. This amendment 
has been recommended by the Comptroller of the Currency and by 
the Federal Reserve Board. 

The Pujo committee was appointed under a resolution of the House 
to investigate banking conditions in the United States as a basis for 
remedial legislation. The majority of this committee concluded that 
there existed an undue concentration of the control of money and 
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credits, especially in the larger cities. As one of several methods of 
remedying this evil the committee recommended an amendment to 
the national banking laws prohibiting interlocking directorates. It 
was probably because of this recommendation that section 8 was 
incorporated in the Clayton Antitrust Act, which was approved and 
became a law October 15, 1924. 

This section prohibited a director of a national bank under certain 
conditions from serving as a director of any other banking institution 
State or National. It had no application to directors of banks an 
trust companies organized under State laws. National banks were 
accordingly placed under a decided disadvantage in meeting compe- 
tition of State banks and trust companies. To alleviate this situation 
the Kern amendment was passed lay 26, 1916. Under the amend- 
ment a national-bank director is permitted, with the consent of the 
Federal Reserve Board, to serve on the boards of two other banks if 
the Federal Reserve Board first determines that such other banks are 
not ‘‘in substantial competition’’ with the national bank. 

The requirement that the board must find that the banks involved 
are not in substantial competition as a condition precedent to the 
granting of its consent to a person to serve as a director of more than 
one bank, has practically destroyed the value of the Kern amendment 
as a relief measure. As stated by the board in its eighth annual re- 
port to Congress (p. 354): 

The act in its present form operates in an illogical way and often defeats the 
very purpose for which it was enacted. 

The board has four times recommended to Congress a modification 
of the Kern amendment, and in its annual reports has explained with 
great detail the necessity for such modification. The purpose of the 
Clayton Act was to prevent concentration of the control of money 
and credit by preserving and fostering competition as between banks, 
The board shows by concrete illustration that the effect of the Kern 
amendment in some instances is to encourage the elimination of 
competition so as to make possible interlocking directorates. It calls 
attention to the fact that where a director is permitted to serve on 
two banks which are not in substantial competition, if competition is 
permitted to develop he thereby may become ineligible, whereas if 
competition is stifled he may continue to serve both banks. This 
bemg true in some cases as the board states: 

The Clayton Act operates to favor those persons who have eliminated com- 
petition between banks while it penalizes joint directors who have permitted 
me fies of competition between the banks they serve. (Eighth Annual Report, 
p. 354. 

As another illustration of the illogical effect of the Kern amendment 
the board refers to the case of a national bank and trust company not 
in substantial competition, which were permitted to have common 
directors. After the board’s consent had been granted the trust 
company, in order to be prepared to meet a threatened emergency, 
invested in commercial paper which could be rediscounted with the 
Federal reserve bank, thus creating a secondary reserve. It also 
made commercial loans in an endeavor to help out the local situation 
where credit facilities were much strained. These transactions re- 
sulted in bringing the trust company and national banks “in sub- 
stantial competition” within the meaning of that language as inter- 
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reted by the board. The trust company rather than to lose one of 
its valuable directors adopted the alternative of reducing its com- 
mercial business and — making a still further reduction so as 


to eliminate substantial competition. In commenting on this case 
the board said: 


Surely Congress never dreamed that the enforcement of the act could have 
such an effect. Somewhat similar cases have come to the board’s attention from 
New York and other places. 

In its report the board also directs attention to the fact thathhe 
Clayton Antitrust Act as interpreted by the Attorney General has no 
application to State banks and trust companies even though they 
become members of the Federal reserve system. This, in the opinion 
of many bankers, gives banking institutions organized under State 
law a decided advantage over national banks and will unquestionably 
have the effect of driving some national banks out of the system unless 
some relief is afforded. 

By the passage of the Kern amendment Congress recognized the 
fact that it is not objectionable per se for the same person to serve 
as director of a limited number of banks. Interlocking directorates 
become objectionable when by reason of the common domination 
of several banking institutions competition is unduly restricted and 
concentration of the control of credit results. Presumably Con- 
gress intended to vest a discretion in the board to determine, within 
the limits prescribed by it, when it became incompatible with the 
public interest for the same director to serve on the boards of two or 
three banking institutions. The test applied, however, namely, 
the degree of competition existing as between such institutions, has 

roven iareracticnlls and unworkable. This being true, the Federal 
Raserve Board, which is charged with the administration of this act 
in April, 1921, recommended a further amendment to section 8 of 
the Clayton Act, and a bill amending section 8 was introduced and 
referred to the Banking and Currency Committee, but was never 
reported out. 

n its eighth annual report, covering operations for the year 1921, 
the board renewed its recommendation and in its ninth and tenth 
annual reports, covering operations for the years 1922 and 1923, again 
renewed its recommendation. 

This amendment retains the limit on the number of banks that 
may have common directors, but vests in the board a discretion to 
determine when interlocking directorates within the limits imposed 
by Congress are inconsistent with the purpose of the Clayton Act. 

his is a question which must be determined by consideration of all 
the facts in a given case and which can mot be determined by the 
application of any formula. 

tions 18 and 19 give discretionary authority to national banks 
to issue their capital stock at a par value of less than $100. The 
market value of the stock of many natianal banks is so high that it 
has become difficult to sell it to purchasers of moderate means. In 
many instances a smaller par value will make it easier to give the 
stock a wider distribution. 

Section 20 is designed to permit the indeterminate existence of the 
charters of the Federal reserve banks. The existing charters expire 
in 1934. Your committee feels that the time is appropriate for 
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Congress to give this assurance of permanence to the Federal reserve 
system. 

*This section of the bill would amend the second subdivision of the 
fourth paragraph of fhe Federal reserve act so as to provide that 
Federal reserve banks shall have succession, after the approval of 
this act, until dissolved by act of Congress or until a forfeiture of 
their franchise for violation of law. This is in accordance with the 
modern tendency of bank legislation to give banks indeterminate 
charters and would do substantially the same for Federal reserve 
banks as section 2 of the bill would do for national banks. 

The Federal reserve system has demonstrated its usefulness to the 
country and has been recognized throughout the world as the best 
banking system ever brought into existence. The Secretary of the 
Treasury and the American Bankers’ Association have gone on record 
as favoring the early renewal of the charters of the Federal reserve 
banks in order that the 7 may be assured of the continued 
existence of this indispensable feature of our banking and financial 
system. It is believed that this is fairly representative of the senti- 
ment of the entire country. Your committee believes that this is an 
appropriate time to accomplish this desired result. 

ttention is called to the fact that section 30 of the Federal reserve 
act expressly reserves to Congress the right to amend, alter, or repeal 
the act. Congress, therefore, can at any time enact such amend- 
ments to the Federal reserve act as it deems desirable. The right to 
amend would not be impaired in any way by the extension of cor- 
porate ex'stence in the manner provided for in this bill. 

Your committee believes that the enactment of this bill into law 
will put new life into the national banking system. The cumulative 
effect of its provisions will produce a situation in the Federal reserve 
system where the rights of the national banks will be more nearly on 
a par with those of the State member banks. When the Federal re- 
serve act was amended to let State banks come into the Federal 
reserve system with their full charter powers, the national banks, 
operating under the old national bank act of 1864, found them- 
selves, as ny members of the Federal reserve system, placed 
at a considerable disadvantage. Many of these State banks are op- 
erating under modern banking codes. The amendments which had 
theretofore been made to the national bank act were not sufficient to 
enable the national banks to compete on terms of equality with 
such: State member banks, while at the same time they were com- 
pelled by law to bear the chief burden in supporting the Federal 
reserve system. 

The bill recognizes the absolute necessity of taking legislative 
action with reference to the branch banking controversy. The 

resent situation is intolerable to the national banking system. The 

ill proposes the only practicable solution by stopping the further 
extension of state-wide ah banking in the Federal reserve system 
by State member banks and by permitting national banks to have 
branches in those cities where State banks are allowed to have them 
under State laws. 

Your committee feels that the need for this legislation is even 
more urgent than it was during the last Congress and respectfully 


urges its passage. 
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AMENDMENTS TO BANKING LAWS 


June 15, 1926.—Ordered to be printed 


Mr. McFappen, from the committee of conference, submitted the 
following 


CONFERENCE REPORT 


[To accompany H. R, 2] 


The committee of conference on the disagreeing votes of the two 
Houses on the amendments of the Senate to the bill (H. R. 2) to 
amend an act entitled “‘An act to provide for the consolidation: of 
national banking associations,’”’ approved November 7, 1918; to 
amend section 5136 as amended, section 5137, section 5138 as amended, 
section 5142, section 5150, section 5155, section 5190, section 5200 
as amended, section 5202 as amended, section 5208 as amended, 
section 5211 as amended, of the Revised Statutes of the United 
States; and to amend section 9, section 13, section 22, and section 24 
of the Federal reserve act, and for other purposes,” having met, 
after full and free conference, have agreed to recommend and do 
recommend to their respective Houses as follows: 

co the Senate reve from its amendments numbered 13, 14, 15, 
16, and 35. 

That the House recede from its disagreement to the amendments 
of the Senate numbered 1, 2, 3, 4, 5, 6, 7, 8, 9, 10, 11, 17, 18, 19, 20, 
21, 22, 23, 24, 25, 27, 29, 31, 32, 34, and 39, and agree to the sama. 

Amendment numbered 12: 


That the House recede from its disagreement to the amendment of 
the Senate numbered 12, and agree to the same with an amendment 
as follows. 

Insert the matter poet to be inserted by the Senate amend- 
ment; and on page 5 of the House bill, lines 23, 24, and 25, strike out 
‘‘the approval of this act, or from the date of its organization if 
organized after such date of approval” and insert its ete 


(whether organized before or after this section as amended takes effect) ; 
and the Senate agree to the same. 
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Amendment numbered 28: 

That the House recede from its disagreement to the amendment of 
the Senate numbered 28, and agree to the same with an amendment 
as follows: 

In Lieu of the matter proposed to be inserted by the Senate amend- 
ment insert and in the branch or branches, if any, retained or established 
and operated by it in accordance with the provisions of section 5156 of the 
Revised Statutes, as amended; and the Senate agree to the same. 

Amendment numbered 30: 

That the House recede from its disagreement to the amendment of 
the Senate numbered 30, and agree to the same with an amendment 
as follows: 

On page 7 of the Senate engrossed amendments, line 23, after 
“‘act,’”’ insert a comma and as amended and a comma; and on page 8 
of the Senate engrossed amendments, lines 15 and 16, strike out “‘ of 
the approval of this act’ and insert this section as amended takes 
effect; and on page 8 of the Senate engrossed amendments, line 22, 
strike out ‘‘of the approval of this act” and insert thig section as 
amended takes effect; and the Senate agree to the same. 

Amendment numbered 33: 

That the House recede from its disagreement to the amendment of 
the Senate numbered 33, afd agree to the same with an amendment 
as follows: 

Strike out the matter proposed to be stricken out by the Senate 
amendment; and on page 24 of the House bill, line 4, strike out 
‘paragraph 2 thereof” and insert in lieu thereof as amended; and on 
page 17 of the House bill, line 20, after “act,” insert a comma and 
as amended and a comma; and on page 21 of the House bill, line 17, 
after ‘‘act,”’ insert a comma and as amended; and on page 21 of the 
House bill, line 21, after “‘Statutes,’”’ insert a comma and as amended; 
and on page 21 of the House bill, line 23, after ““act,”’ insert a comma 
and as amended and a comma; and on page 25 of the House bill, 
line 4, after ‘‘act,’’ insert a comma and as amended and a comma; 
and on page 26 of the House bill, line 1, after ‘‘States,” insert a 
comma and as amended; and the Senate agree to the same. 

Amendment numbered 36: 

That the House recede from its disagreement to the amendment 
ofthe Senate numbered 36, and agree to the same with an amend- 
ment as follows: 

On page 10 of the Senate engrossed amendments, line 12, strike 
out 18” and insert 1/7; and the Senate agree to the same. 

Amendment numbered 37: 

That the House recede from its disagreement to the amendment 
of the Senate numbered 37, and agree to the same with an amend- 
ment as follows: 

On page 11 of the Senate engrossed amendments, line 4, strike out 
“19” and insert 18; and the Senate agree to the same. 

Amendment numbered 38: 

That the House recede from its disagreement to the amendment 
of the Senate numbered 38, and agree to the same with an amend- 
ment as follows: - : 

In lieu of the matter proposed to be inserted by said amendment 
insert: 
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Sec. 19. That subdivision second of the fourth paragraph of section 4 
of the Federal reserve act, as amended, is gesaded 0 read as follows: 

“Second. To have succession for a period terminating 50 years a 
the expiration of its original franchise unless it 1s sooner dissolved by 
act of Congress or its franchise becomes forfeited for violation of law.” 

Sec. 20. There is hereby created a joint special committee (hereinafter 
in this section referred to as the “joint committee”) to consist of three 
members of the Committee on Banking and Currency gf the House of 
Representatives, to be appointed by the Speaker of the House of Repre- 
sentatives, and three members of the Committee on Banking and Cur- 
rency of the Senate, to be appointed by the President of the Senate, to 
make an inquiry into the prices of commodities in the United States as 
affected, since the year 1814, if at all, by the Federal banking laws. 

he joint committee is authorized to appoint and fiz the compensation 
of such clerical, stenographic, and other assistants, to hold such hearings 
and to sit and act at such places and times during the sessions and 
recesses of the Sizty-ninth Congress, to require by subpena or otherwise 
the attendance of such witnesses and the production of such books, 
papers, and documents, to administer such oaths, to take such testi- 
mony, to have such printing and binding done, and to make such 
expenditures, as it deems advisable. The cost of stenographic services 
an reporting such hearings shall not be in excess of 25 cents per hundred 
words. Subpenas for witnesses shall be issued upon the request of the 
joint committee, or any member thereof, wnder the signature of either the 
‘Speaker of the House or the President of the Senate, and the Sergeant- 
at-Arms of either the Senate or the House is hereby euthertaaa and 
directed to serve all such subpenas and other processes. The members 
> joint committee shall serve without compensation in addition to 
that received for their services as Members of Congress; but they shall 
be reimbursed for travel, subsistence, and other necessary expenses 
incurred by them in the performance of the duties vested in the joint 
committee. The expenses of the joint committee shall not exceed $2,000 
and shall be paid one-half from the contingent fund of the Senate and 
oné-half from the contingent fund of the House of Representatives, 
upon vouchers signed by the chairman. The joint committee shall 
report to their respective Houses from time to time the results of its 
inquiries, together with such recommendations as it may deem advis- 
able and a period. 

And the Senate agree to the same. 

That the House recede from its disagreement to the amendment 
of the Senate to the title of the bill and agree to the same with an 
amendment as follows: 

Amend the title so as to read: ‘‘An act to further amend the na- 
tional banking laws and the Federal reserve act, and for other pur- 
poses;”’ and the Senate agree to the same. 

The committee of conference have not agreed on amendment 
numbered 26. 

Louis T. MoFappen, 
Epwarp J. KING, 
Managers on the part of the House. 
Gro. P. McLzan, 
Water E. Epos, 

CaRTER GLASS, 
Managers on the part of the Senate. 




















STATEMENT OF THE MANAGERS ON THE PART OF THE HOUSE 


The managers on the part of the House at the conference on the 
disagreeing votes of the two Houses on the amendments of the 
Senate to the bill (H. R. 2) to amend an act entitled ‘An act to pro- 
vide for the consolidation of national banking associations,’”’ ap- 
proved November 7, 1918; to amend section 5136 as amended, sec- 
tion 5137, section 5138 as amended, section 5142, section 5150, 
section 5155, section 5190, section 5200 as amended, section 5202 as 
amended, section 5208 as amended, section 5211 as amended, of the 
Revised Statutes of the United States; and to amend section 9 
section 13, section 22, and section 24 of the Federal reserve act, and 
for other purposes, submit the following written statement explain- 
ing the affect of the action agreed on by the conference committee 
and submitted in the accompanying ialiceetd report. 

Amendments Nos. 3, 4, 6, 7, 8, 9, 10, 12, 17, 18, 19, 20, 21, 22, 
24, 25, 27, 31, 32, and 34 are clerical or minor clarifying changes. 

Amendments Nos. 1 and 11: The Senate amendments provide that 
a State bank may consolidate with a national bank in any part of the 
State if the State law permitted two State banks to cimaaiahin under 
the same conditions. The House bill contained no similar provision, 
and the House recedes. 

Amendment No. 2: The House bill provided for the publication 
of the time, place, and object of meetings for the consolidation of a 
national bank with a State bank in a newspaper of general circulation 

ublished in the place where the national bank is located. The 
Senate amendment provided for such publication in addition in a 
legal newspaper for the publication of legal notices or advertisements, 
if any packs paper has been designated by the rules of a court in the 
county where the national bank is situated. The House recedes. 

Amendment No. 5: The Senate amendment provides that in case 
of a consolidation of a national bank with a State bank that the 
consolidated bank should enjoy, among other property rights, fran- 
chises, and interests of the constituent banks, the right of session as 
trustees, executors, or in any other fiduciary capacity. The House 
bill had no provision on the subject, and the House recedes. 

Amendments Nos. 13, 14, 15, and 16: The Senate amendments 
authorize national banks to buy and sell investment securities. The 
House bill contained no similar provision. .The Senate recedes. 

Amendment No. 23: The Senate amendment prohibits a national 
bank from being organized in the outlying sections of a city. upon a 
capitalization of $100,000 if the State law places the same prohibition 
upon the State banks. The House bill contained no similar provision, 
and the House recedes. 

Amendment No. 28: The Senate amendment provides that na- 
tional banks might transact general business not only at the place 
specified in the organization certificate but also at such branches as 
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the bank might lawfully maintain under the provisions of the bill. 
The House bill contained no similar provision, and the House re- 
cedes with an amendment making clerical changes. 

Amendment No. 29: The House provision relative to the estab- 
lishment of new branches of national banks were stricken out by the 
Senate, and the House recedes. Corresponding provisions were 
included by the Senate in amendment No. 26. 

Amendment No. 30: The House bill provided that no State 
member bank may establish new branches outside of the home city 
of the bank except upon pain of expulsion from the Federal reserve 
system. The Senate amendment retains this provision in a redrafted 
form, and the House recedes with an amendment making certain 
clerical changes. 

Amendment No. 33: The House provision empowered Federal 
reserve banks to rediscount for member banks an amount of — 

aper equal to the amount which a national bank could lawiully 
atl for its customers. This is a liberalization of existing law 
under which Federal reserve banks could discount for any one bor- 
rower only eligible paper not exceeding 10 per cent of the capital 
and surplus of the member bank. The Senate amendment struck 
out the House provision and the House recedes with an amendment 
also striking out the House provision but further making certain 
clerical changes in matters of citation. 

Amendment No. 35: The Senate amendment amended the Clayton 
Act by giving the Federal Reserve Board discretionary authority 
to permit, if the public interest requires, a single person to serve 
as a director of not more than three banks. e House bill con- 
tained no such language, and the Senate recedes. 

Amendments Nos. 36 and 37: The Senate amendments provide 
that national banks may hereafter divide their stock into shares of 
less than $100 par value. The House bill contained no such lan- 
guage, and the House recedes with amendments changing the section 
numbers. 

Amendment No. 38: The Senate amendment provides for the 
extension of the existing charters of Federal reserve banks until 
such time as the charters were dissolved by act of Congress or for- 
feited for violation of law. The House bill contained no similar 

rovision and the House recedes with an amendment which provides 
or the extension of such charters for a period terminating 50 years 
after the expiration of the present charters, except in case of disso- 
lution by act of Congress or forfeiture for violation of law; and 
with a further amendment providing for creation of a joint special 
committee to inquire into the prices of commodities in the United 
States as affected since the year 1914 by the Federal banking laws. 
_ Amendment No. 39: The denate amendment grants specific author- 
ity to the Federal Reserve Board to discontinue branch Federal 
reserve banks in.order definitely to settle the question which is now 
before the Attorney General for an opinion as to whether the Federal! 
Reserve Board now impliedly possesses such power. The House bill 
contained no similar provision, and the House recedes. 

Amendment to the title: The House recedes from its disagreement 
to the amendment of the title by the Senate with a further amend- 
ment which states that the bill is to be entitled ‘‘An act to further 
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amend the national banking laws and the Federal reserve act, and 
for other purposes.”’ 

The committee of conference have not agreed upon the following 
amendment of the Senate: 

Amendment No. 26: The House bill provided that a State bank 
upon converting into a national bank may retain only such branches 
as the State bank might have had in operation within the corporate 
limits of the city in which the bank was situated, with a proviso 
that no such branches may be retained which may have been estab- 
lished after the approval of this act in a State which at the time of 
the approval of this act did not permit branches to the State banks, 

The Senate struck out the House provisions and substituted new 
language which embraced all of the conditions under which a na- 
tional bank might have branches. The Senate provision permits the 
retention of all existing lawful branches; the retention of any branch 
in operation for more than 25 years; the retention of all now existi 
branches in case a State bank is converted into or consolidated wit 
a national bank; the establishment of new branches by national banks 
in certain cities in States which permit branch banking at the dis- 
cretion of the Comptroller of the Currency; and the establishment of 
branches in incorporated contiguous territory to such cities at the 
discretion of the Comptroller: of the Currency. The Senate provi- 
sion further provides that no branch could be established or moved 
without the approval of the Comptroller of the Currency ; defines the. 
terms ‘‘branch,” ‘‘State bank,” ‘‘State banks,” ‘‘bank,”’ and ‘‘banks’’; 
and exempts foreign branches from the provisions of the section, 


Louis T. MoFappen, 
Epwarp J. Kina, 
Managers on the part of the House. 
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AMENDMENTS TO BANKING LAWS 
January 19, 1927.—Ordered to be printed 


Mr. MoFappen, from the committee of conference, submitted the 
following 


CONFERENCE REPORT 


[To accompany H. R. 2] 


The committee of conference on the cies votes of the two 
Houses on the amendments of the Senate to the bill (H. R. 2) entitled 
‘An act to amend an act entitled ‘An act to provide for the consolida- 
tion of national banking associations,’ approved November 7, 1918; 
to amend section 5136 as amended, section 5137, section 5138 as 
amended, section 5142, section 5150, section 5155, section 5190, 
section 5200 as amended, section 5202 as amended, section 5208 as 
amended, section 5211 as amended of the Revised Statutes of the 
United States; and to amend section 9, section 13, section 22, and 
section 24 of the Federal reserve act, and for other purposes,” having 
met, after conference have been unable to agree. 
Louis T. McFappen, 
James G. Srrona, 
Managers on the part of the House. 
GrorGe WHARTON Pepper, 
Wa rer E. Epos, 
CarTER Gass, 
Managers on the part of the Senate. 











STATEMENT OF THE MANAGERS ON THE PART OF THE HOUSE 


The managers on the part of the House at the conference on the 
disagresing votes of the two Houses on the amendments of the Sen- 
ate to the bill (H. R. 2) entitled ‘‘An act to amend an act entitled 
‘An act to provide for the consolidation of national banking associa- 
tions,’ approved November 7, 1918; to amend section 5136 as amended, 
section 5137, section 5138 as amended, section 5142, section 5150, 
section 5155, section 5190, section 5200 as amended, section 5202 as 
amended, section 5208 as amended, section 5211 as amended, of the 
Revised Statutes of the United States, and to amend section 9, sec- 
tion 13, section 22, and section 24 of the Federal reserve act, and for 
other purposes,’’ submit the following statement: 

That the managers have been unable to agree. 


Louis T. McFappen, 
JaMEs G. STRONG, 
Managers on the part of the House. 


O 





[Pustic—No. 639—69TH ConGREss] 
[H. R. 2] 


An Act To further amend the national banking laws and the 
Federal Reserve Act, and for other purposes. 


Be it enacted by the Senate and House of ee mene of the 
United States of America in Congress assembled, That the Act 
entitled “An Act to provide for the consolidation of national 
banking associations,” approved November 7, 1918, be amended by 
adding at the end tieeent? a new section to read as follows: 

“ Seo. 3. That any bank incorporated under the laws of any State, 
or any bank incorporated “in the District of Columbia, muy be 
consolidated with a national banking association located in the 
same county, city, town, or village under the charter of such 
national banking association on such terms and conditions as may 
be lawfully agreed upon by a majority of the board of directors of 
each association or bank proposing to consolidate, and which on 
ment shall be ratified and confirmed by the affirmative vote of the 
sharcholders of each such association or bank owning at least two- 
thirds of its capital stock outstanding, or by a greater ie rtion 
of such capital stock in the case of such State bank if the laws of 
the State where the same is organized so require, at a meeting to 
be held on the call of the directors after publishing notice of the 
time, place, and object of the meeting for four consecutive weeks 
in some newspaper of general circulation published in the place 
where the said association or bank is situated, and in the lemah 
newspaper for the publication of legal notices or advertisements, 
if any such paper has been designated by the rules of a court in 
the county where such association or bank is situated, and if no 
ele is published in the place, then in a paper of general 
circulation published nearest thereto, unless such notice of meeting 
is waiyed in writing by all stockholders of any such association 
or bank, and after sending such notice to each shareholder of-record 
by registered mail at least ten days prior to said meeting, but any 
additional notice shall be given to the shareholders of such State 
bank which may be required by the laws of the State where the 
same is organized. The capital stock of such consolidated association 
shall not be less than that required under existing law for the 
organization of a national banking association in the place in which 
such consolidated association is located ; and all the rights, franchises, 
and interests of such State or District bank so consolidated with a 
national banking association in and to every species of property, 
real, personal, and mixed, and choses in action thereto belonging 
shall he deemed to be transferred to and vested in such nation 
banking assocjation into which it is consolidated without any deed 
or other transfer, and the said consolidated national banking asso- 
ciation shall hold and enjoy the same and all rights of property, 
franchises, and interests including the right of succession as trustee 
executor, or in any other fiduciary capacity in the same manner an 
to the same extent as was held and enjoyed by such State or District 
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bank so consolidated with such national banking association. When 
such consolidation shall have been effected and approved by the comp- 
troller any shareholder of either the association or of the State or 
District bank so consolidated, who has not voted for such consolida- 
tion, may give notice to the directors of the consolidated association 
within twenty days from the date of the certificate of approval of the 
comptroller that he dissenta from the plan of consolidation as 
adopted and approved, whereupon he shall be entitled to receive the 
value of the shares sa held by him, to be ascertained by an appraisal 
made by a committee of three persons, one ta be selected by the 
andeties one by the directors of the consolidated association, and 
the third by the two so chosen; and in case the value so fixed shall 
not be ial aes to such shareholder he may within five days after 
heing notified of the appraisal appeal to the Comptroller of the 
Currency, who shall cause a reappraisal to be made, which shall be 
final and binding; and the consolidated association shall pay the 
expenses of reappraisal, and the value as ascertained by such 
appraisal or reappraisal shall be deemed to be a debt due and shall 
be forthwith oar to said shareholder by said consolidated associa- 
tion, and the shares so paid for shall be surrendered and, after due 
notice, sold at public auction within thirty days after the final 
oparrer er provided for in this Act; and if the shares sq sold at 
public auction shall be sold at a price greater than the final 
appraised value, the excess in such sale price shall be paid to the 
said shareholder; and the consolidated association shall have the 
right to purchase such shares at public auction, if it is the highest 
bidder therefor, for the purpose of reselling such shares within 
thirty days thereafter to such person or persons and at such price 
as its board of directors by resolution may determine.. The liquida- 
tion of such shares of stock in any State bank shall be determined 
in the manner prescribed by the ae of the State in such cases if 
such provision is made in the State law; otherwise as hereinbefore 
provided. No such consolidation shall be in contravention of the 
ae of the State under which such bank is incorporated. 

“The words ‘State bank,’ ‘State banks,’ ‘bank, or ‘ banks,’ as 
used in this section, shall be held to include trust companies, savin 
banks, or other such corporations or institutions carrying on the 
banking business under the authority of State laws.” 

Sec. 2. (a) That section 5136 of the Revised Statutes of the 
United States, subsection “ second ” thereof as amended, be amended 
to read as follows: 

* Second. To have succession from the date of the approval of 
this Act, or from the date of its organization if organized after such 
date of approval until such time as it be dissolved by the act of its 
shareholders owning two-thirds of its stock, or until its franchise 
becomes forfeited by reason of violation of law, or until terminated 
by cither a general or a special Act of Congress or until its affairs 
be placed in the hands of a receiver and finally wound wp by him.” 

A) That section 5136 of the Revised Statutes of the United 
States, subsection “seventh ” thereof, be further amended by adding 
at the end of the first paragraph thereof the following: 

“ Provided, That the business of buying and selling investment 
securities shall } ted to buying and selling without 
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recourse marketable obligations evidencing indebtedness of any 

erson, copartnership, association, or corporation, in the form of 

nds, notes and/or debentures, commonly known as investment 
securities, under such further definition of the term ‘ investment 
securities’ as may by regulation be prescribed by the Comptroller 
of the Currency, and the total amount of such investment securities 
of any one obligor or maker held by such association shall at no 
time exceed 25 per centum of the amount of the capital stock of such 
association actually paid in and unimpaired and 25 per centum of 
its unimpaired surplus fund, but this limitation as to total amount 
shall not apply to obligations of the United States, or general 
obligations of any State or of any political subdivision thereof, or 
obligations issued under authority of the Federal Farm Loan Act: 
And provided further, That in carrying on the business commonly 
known as the safe-deposit business no such association shall invest 
in the capital stock of a corporation organized under the law of any 
State to conduct a safe-deposit businéss in an amount in excess of 
15 per centum of the capital stock of such association actually paid 
in and unimpaired and 15 per centum of its unimpaired surplus,” 
so that the subsection as amended shall read as follows: 

“ Seventh. To exercise by its board of directors, or duly authorized 
officers or agents, subject to law, all such incidental powers as shall 
be necessary to carry on the business of banking; by discountin 
and negotiating promissory notes, drafts, bills of exchange, an 
other evidences ef debt; Se receiving deposits; by buying and 
selling exchange, coin, and bullion; by loaning money on personal 
security; and by obtaining, issuing, and circulating notes according 
to the provisions of this title: Provided, That the business of buying 
and oullite investment securities shall hereafter be limited to buying 
and selling without recourse marketable obligations evidencing 
indebtedness of any person, copartnership, association, or corpora- 
tion, in the form of bonds, notes and/or debentures, commonly 
known as investment securities, under such further definition of the 
term ‘investment securities’ as may by regulation be prescribed b 
the Comptroller of the Currency, and the total amount of ok 
investment securities of any one obligor or maker held by such 
association shall at no time exceed 25 per centum of the amount of 
the capital stock of such association actually paid in and unimpaired 
and 25 per centum of its unimpaired surplus fund, but this limitation 
as to total amount shall not apply to obligations of the United 
States, or general obligations of any State or of any political 
subdivision thereof, or obligations issued under authority of the 
Federal Farm Loan Act: And provided further, That in carrying 
on the business commonly known as the safe deposit business no 
such association shall invest in the capital stock of a corporation 
organized under the law of any State to conduct a safe deposit 
business in an amount in excess of 15 per centum of the capital 
stock of such association actually paid in and unimpaired and 15 
per centum of its unimpaired surplus. 

“ But no association shall transact any business except such as is 
incidental and necessarily preliminary to its organization, until it 
has been authorized by the Comptroller of the Currency to com- 
mence the business of banking.” 
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Sxo. 3. That section 5137 of the Revised Statutes of the United 
States, subsection “ First” thereof, be amended to read as follows: 

“iret. Such as shall be necessary for its accommodation in the 
transaction of its business.” 

Sno, 4. That section 5188 of tho Revised Statutes of the United 
States, as amended, be amended to read as follows: 

“ Sro. 5138. No national banking association shall be organized 
with a less capital than $100,000, except that such associations with 
a capital of not less than $50,000 may, with the approval of the 
Secretary of the Treasury, be organized in any place the popula- 
tion of which does not excced six thousand inhabitants, and except 
that such associations with a capital of not less than $25,000 may, 
with the sanction of the Secretary of the Treasury, be organized in 
any place the population of which does not exceed three thousand 
inhabitants. No such association shall be organized in a city the 
population of which exceeds fifty thousand persons with a capital 
of jess than $200,000, except that in the outlying districte of such & 
city where the State laws permit the organization of State banks 
with a cupital of $100,000 or less, national banking associations now 
organized or hereafter organized may, with the approval of the 
Comptroller of the Currency, have a capital of not less than 
$100,000.” 

Sec. 5. That section 5142 of the Revised Statutes of the United 
States, as amended, be amended to read as follows: 

“Sec. 5142. Any national banking association may, with the 
approval of the Comptroller of the Currency, and by a vote of 
shareholders owning two-thirds of the stock of such associations, 
increase its capital stock to any sui approved by the said comp- 
troller, but no increase in capttal shall be valid until the whole 
amount of such increase is =, in and notice thereof, duly acknowl- 
edged before a notary public by the president, vice president, or 
cashier of said association, has been transmitted to the Comptroller 
of the Currency and his certificate obtained specifying the amount 
of such increase in capital stock and his approval thereof, and 
that. it has been duly paid in as part of the capital of such association: 
Provided, however, That a national banking association may, with 
the approval of the Comptroller of the Currency, and by the vote 
of shareholders owning two-thirds of the stock of such association, 
increase its capital stock by the declaration of a stock dividend, 
provided that the surplus of said ggsociation, after the approval of 
the increase, shall be at least equal to 20 per centum of the capital 
stock as increased. Such increase shall not be effective until a 
certificate certifying to such declaration of dividend, signed by the 
president, vice president, or cashier of said association and duly 
acknowledged before a notary public, shall have been forwarded 
to the Comptroller of the Currency and his certificate obtained speci- 
fying the amount of such increase of capital stock by stock dividend, 
and his approval thereof.” 

Src. 6. That section 5150 of the Revised Statutes of the United 
States be amended to read as follows: 

“Sec. 5150. The president of the bank shall be a member of the 
board and shall be the chairman thereof, but the board may designate 
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a director in lieu of the president to be chairman of the board, 
who shall perform such duties as may be designated by the board.’ 

Sro. 7. That section 5155 of the Revised Statutes of the United 
States be amended to read as follows: 

“ Szo, 5155. The conditions upon which a national banking asso- 
ciation may retain or establish and operate a branch or branches are 
the following: 

“(a) A national banking association may retain and operate 
such branch or branches as it may have in lawful operation at the 
date of the approval of this Act, and any national banking associa- 
tion which has continuously maintained and operated not more than 
one branch for a period of more than twenty-five years immediately 
preceding the approval of this Act may continue to maintain and 
operate such branch. 

“(b) If a State bank is hereafter converted into or consolidated 
with a national banking association, or if two or more national bank- 
ing associations are consolidated, such converted or consolidated 
association may, with respect to any of such banks, retain and oper- 
ate any of their branches which may have been in lawful operation 
by any bank at the date of the approval of the Act. 

“(c) A national banking association may, after the date of the 
approval of this Act, establish and operate new branches within the 
limits of the city, town, or village in which said association is situated 
if such establishment and operation are at the time permitted to 
State banks by the law of the State in question. 

“(d) No branch shall be established after the date of the approval 
of this Act within the limits of any city, town, or village oF which 
the population by the last decennial census was less than twenty-five 
thousand. No more than one such branch may be thus established 
where the'population, so determined, of such municipal unit does not 
exceed fifty thousand; and not more than two such branches where 
the population does not exceed one hundred thousand. In any such 
municipal unit where the population exceeds one hundred thousand 
the determination of the number of branches shall be within the 
discretion of the Comptroller of the Currency. 

“(e) No branch of any national banking association shall be 
established or moved from one location to another without first 
obtaining the consent and approval of the Comptroller of the 
Currency. 

“(f) The term ‘branch’ as used in this section shall be held to 
include any branch bank, branch office, branch agency, additional 
office, or any branch place of business located in any State or Ter- 
ritory of the United States or in the District of Columbia at which 
deposits are received, or checks paid, or money lent. 

(gz) This section shall not be construed to amend or repeal sec- 
tion 25 of the Federal Reserve Act, as amended, authorizing the 
establishment by national banking associations of branches in for- 
—_ countries, or dependencies, or insular possessions of the United 
othtes. 

“(h) The words ‘ State bank,’ ‘ State banks,’ ‘ bank,’ or ‘ banks,’ 
as used in this section, shall be held to include trust companies, 
savings banks, or other such corporations or institutions carrying 
on the banking business under the authority of State laws.” 
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Seo. 8 That saction 5190 of the Revised Statutes of the United 
States ba amended to read ag follows: 

“Seo. 5190. The general business of each national banking 
association shall be transacted in the place specified in its 
organization certificate and in the branch or branches, if aay 
established or maintained by it in accordence with the provisions at 
seetion 5155 of the Revised Statutes as amended by this Agt.” 

Sec. 9, That the first paragra h of section 9 of the Federal 
Reserve Act, as amended, be ame so as to reed as follows: 

“Sec. 9. Any bank incorpovated by special law of any State, or 
organized under the general laws of any State or of the United 
States, desiring to become a member of the Federal reserve system, 
may make application to the Federal Reserve Board, under such 
rules and regulations as it may prescribe, for the right to subscribe 
to the stock of the Federal reserve bank organized within the district 
in which the applying bank is located. Such epplication shall be 
for the same amount of steck that the applying bank would be 
required to subscribe to as a national bank. The Federal Reserve 
Board, subject to the provisions of this Act end t such conditions 
as it may prescribe pursuant thereto ae permit the applying bank 
to become a stockholder of such Federal reserve bank, 

“Any such State bank which, at the date of the approval of this 
Act, has established and is operating a branch or branches in 
conformity with the State law, may retain and operate the same 
while remaining or upon becoming a stockholder of such I'ederal 
reserve bank; but no such State bank may retain or acquire stock 
jn a Federal reserve bank except upon relinquishment of any branch 
or branches established after the date of the approval of this Act 
beyond the limits of the city, town, or village in which the parent 
bank is situated.” 

Sec. 10, That section 5200 of the Revised Statutes of the United 
States, as amended, be amended to read as foliows: 

* Sec. 5200, The total obligations to any national banking associa- 
tion of any person, copartnership, association, or corporation shall 
at no time exceed 10 per centum of the amount of the capitel stock 
of such association actually paid in and unimpeired and 10 per 
eentum of its unimpaired surplus fund. The term ‘obligations’ 
shail mean the direct liability of the maker or ecceptor of paper 
discounted with or sold to such association and the liability of the 
indorser, drawer, or guarantor who obtains a loan from or discounts 
paper with or sells paper under his guaranty te such association 
and shall include in the case of obligations of a copartnership or 
association the obligations of the several members thereof. Sieh 
limitation of 10 per centum shall be subject to the following 
exceptions: 

“(1) Obligations in the form of drafts or bills of exchange 
drawn in good faith against actually existing values shall not be 
me og this section to any limitation based upon such capital 
and surplus. 

“(2) Obligations arising out of the discount of commercial or 
business paper actually owned by the person, copartnership, sssocia- 
tion, or corporation negotiating the same shall not be subject under 
this section to any limitation based upon such capital and surplus. 
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“(8) Obligations drawn in good faith against actually existing 
values and secured by goods or commodities in proceas of shipment 
shall not be subj castles this section to any limitation based upon 
such capital surplus. 

“(4) Obligations as indorser or guarantor of notes, other than 
cammercial or business paper excepted under (2) hereof, having a 
maturity of not more than six months, and owned by the person, 
corporation, association, or copartnership indorsing and negotiating 
the same, shall be subject under this section to a limitation of 15 
per centum of such capital and surplus in addition to such 10 per 
eentum of such capital and surplus. 

“(5) Obligations in the form of banker’s aceeptances of other 
banks of the kind described in section 18 of the Federal Reserve 
Act shall not be subject under this section to any limitation based 
upon such capital and surplus. 

“(6) Obligations of any person, copartnership, association or 
corporation, in the form of notes or drafts secured by shipping 
documents, warehouse receipts or other such documents transferring 
or securing title covering readily marketable nonperishable staples 
when such property is — covered by insurance, if it is customary 
to insure such staples, shall be subject under this section to a limita- 
tion of 15 per centum of such capital and surplus in addition to 
such 10 per centum of such capital and surplus when the market 
value of such staples securing such obligation is not at any time less 
than 115 per centum of the face amount of such obligation, and to an 
additional increase of limitation of 5 per centum of such capital and 
surplus in addition to such 25 per centum of such capital and surplus 
when the market value of such staples securing such additional 
obligation is not at any time less than 120 per centum of the face 
amount of such additional obligation, and to a further additional 
increase of limitation of 5 per centum of such capital and surplus 
in addition to such 30 per centum of such capital and surplus 
when the market value of such staples securing such additional 
obligation is not at any time less than 125 per centum of the face 
amount of such additional obligation, and to a further additional 
increase of limitation of 5 per centum of such capital and surplus 
in addition to such 35 per centum of such capital and surplus when 
the market value of such staples securing such additional obligation 
is not at any time less than 130 per centum of the face amount of such 
additional obligation, and to a further additional increase of limita- 
tion of 5 per centum of such capital and surplus in addition to such 
40 per centum of such capital and surplus when the market value 
of such staples securing such additional obligation is not at any 
time less than 135 per centum of the face amount of such additional 
obligation, and to a further additional increase of limitation of 
5 per centum of such capital and surplus in addition to such 45 
per centum of such capital and surplus when the market value of 
such staples securing such additional obligation is not at any time 
less than 140 per centum of the face amount of such additional 
obligation, but this exception shall not apply to obligations of any 
one person, cepartnership, association or corporation arising from 
the same transactions satot secured upon the identical staples for 
more than ten months. 





8 (Pup. 688.) 





“(7) Obligations of any person, copartnership, association, or 
corporation in the form of notes or drafts secured by shipping 
documents or instruments transferring or securing title coveri 
livestock or giving a lien on livestock when the market value o 
the livestock securing the obligation is not at any time less than 
115 per centum of the face amount of the notes covered by such 
documents shall be subject under this section to a limitation of 
15 per centum of such capital and surplus in addition to such 10 
per centum of such capital and surplus. 

“(%) Obligations of any person, copartnership, association, or 
corporation in the form of notes secured by not less than a like 
amount of bonds or notes of the United States issued since April 
24, 1917, or certifioates of indebtedness of the United States, shall 
(except to the extent permitted by rules and regulations prescribed 
by the Comptroller of the Currency, with the approval of the 
Secretary of the Treasury) be subject under this section to a 
limitation of 15 per centum of such capital and surplus in addition 
to such 10 per centum of such capital and surplus.” 

Sec. 11. That section 5202 of the Revised Statutes of the United 
States as amended be amended by adding at the end thereof a new 
paragraph to read as follows: 

“ Eighth. Liabilities incurred under the provisions of section 202 
of Title 1] of the Federal Farm Loan Act, approved July 17, 1916, 
as umended by the Agricultural Credits Act of 1923.” 

Src. 12. That section 5208 of the Revised Statutes of the United 
States as amended be amended by striking out the words “or who 
shall certify a check before the amount thereof shall have been 
regularly entered to the credit of the drawer upon the books of the 
bank,” and in lieu thereof inserting the following: “ or who shall 
certify a check before the amount thereof shall have been regularly 
deposited in the bank by the drawer thereof,” so that the section 
as nmended shall read as follows: 

“Seo, 5208. It shall be unlawful for any officer, director, agent, 
or employee of any Federal reserve bank, or any member bank as 
defined in the Act of December 23, 1913, known as the Federal 
Reserve Act, to certify any check drawn upon such Federal reserve 
bank or member bank unless the person, firm, or corporation drawing 
the check has on deposit with such Federal reserve bank or member 
bank, at the time such check is certified, an amount of money not 
less than the amount specified in such check. Any check so 
certified by a duly authorized officer, director, agent, or employee 
shall be a good and valid obligation against such Federal reserve 
bank or member bank; but the act of any officer, director, agent, or 
employee of any such Federal reserve bank or member bank in 
violation of this section shall, in the discretion of the Federal 
Reserve Board, subject such Federal reserve bank to the penalties 
imposed by section 11, subsection (h) of the Federal Reserve Act, 
aud shall subject such member bank, if a national bank, to 
the liabilities and proceedings on the part of the Comptroller of 
the Currency provided for in section 5234, Revised Statutes, 
and shall, in the discretion of the Federal Reserve Board, sub- 
ject any other member bank to the penalties imposed by section 9 
of said Federal Reserve Act for the violation of any of the provi- 
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sions of said Act. Any officer, director, agent, or em of any 
Federal reserve bank or member bank who shall willfully violate 
the provisions of this seetion, or who shall resort to any device, 
or'réceive any &ctitious obligation, directly or collaterally, in order 
to evade the provisions thereof, or who shall certify a check 
before the amount thereof shall have been regularly deposited in the 
bank by the drawer thereof, shall be deemed guilty of a misdemeanor 
and ehail, on conviction thereof in any district court of the United 
States, be fined not more than $5,000, or shall be imprisoned for not 
more than five years, or both, in the discretion of the court.” 

Sro. 18. That section 5211 of the Revised Statutes of the United 
States as amended be amended to read as follows: 

“Sec. 5211. Every association shall make to the Comptroller of 
the Currency not less than three reports during each year, according 
to the form which may be prescribed by him, verified by the oath or 
affirmation of the president, or of the cashier, or of a vice president, 
or of an assistant cachier of the association designated by its board 
of directors to verify such reports in the absence of the president 
and cashier, taken before a notary public properly authorized and 
cominissionéd by the State in which such notary resides and the 
association is located, or any other officer having an official seal, 
anthorized in such State to administer oaths, and attested by the 
signature of at least three of the directors. Each such report shall 
exhibit, in detail and under appropriate heads, the resources and 
liabilities of the association at the close of business on any past day 
by him specified, and shall be transmitted to the comptroller within 
five days after the receipt of a request or requisition therefor from 
him; and the statement of resources and liabilities, together with 
acknowledgment and attestation in the same form in which it is 
made to the comptroller, shall be published in a newspaper published 
in the place where such association is established, or if there is no 
newspaper in the place, then in the one published nearest thereto in 
the sume county, at the expense of the association: and such proof 
of publication shall be furnished as may be required by the comp- 
troller. The comptroller shall also have power to call for special 
reports from any particular association whenever in his judgment 
the same are necessary in order to obtain a full and complete 
knowledge of its condition.” 

Src. 15. That section 2¥ of the Federal Reserve Act, subsection 
(a), paragraph 2 thereof, be amended to read as follows: 

“(a) No member bank and no officer, director, or emplovee thereof 
shall hereafter make any loan or grant any gratuity to any bank 
examiner. Any bank officer, divector, or employee violating this 
provision shall be deemed guilty of a misdemeanor and shall bo 
imprisoned not exceeding one vear, or finéd not more than S5.c00, 
or both, and may be fined a further sum equal to the money so 
loaned or gratuity given. 

“Any examiner or assistant examiner who shall accept a loan or 
gratuity from any bank examined by him, or from an officer, 
director, or employee thereof, or who shall steal, or unlawfully take, 
or unlawfully conceal anv money, note, draft, bond, or security or 
any other property of value in the possession of any member bank or 
from any safe deposit box in or adjacent to the premises of such 
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bank, shall be deemed guilty of a misdemeanor and shall, upon 
conviction thereof in any district court of the United States, be 
imprisoned for not exceeding one year, or fined not more than 
$5,000, of both, and may be fined a further sum equal to the money 
so loaned, gratuity given, or property stolen, and shall forever 
thereafter be disqualified from holding office as a national bank 


examiner.” 


Sec. 16. That section 24 of the Federal Reserve Act be amended 
to read as follows: 

“Sec. 24. Any national banking association may make loans 
secured by first ous upon improved real estate, including improved 
farm land, situated within its Federal reserve district or within a 
radius of one hundred miles of the place in which such bank is 
located, irrespective of district lines. A loan secured by real estate 
within the meaning of this section shall be in the form of an 
obligation or ebligations secured by mortgage, trust deed, or other 
such instrument..upon real estate when the entire amount of such 
obligation or obligations is made or is sold to such association. The 
amount of any.such loan shall not exceed 50 per centum of the 
actual value of the real estate offered for security, but no such loan 
upon such security shall be made for a longer term:than five years. 
Any such bank may make such loans in an aggregate sum including 
in such aggregate any such loans on which it is hable as indorser or 
guarantor or otherwise equal to 25 per centum of the amount of the 
capital stock of such association actually paid in and unimpaired 
and 25 per centum of its unimpaired surplus fund, or to one-half 
of its savings deposits, at the election of the association, subject to 
the general limitation contained in section 5200 of the Revised 
Statutes of the United States. Such banks may continue hereafter 
as heretofere te receive time and savings deposits and to pay 
interest en the same, but the rate of interest which such banks 
may pay upon such time deposits or upon savings or other deposits 
shall not exceed the maximum rate authorized by law to be 
paid upon such deposits by State banks or trust companies organized 
under the laws of the State wherein such national banking association 
is located.” 

Seo. 16. That section 5139 of the Revised Statutes of the United 
States be amended by inserting in the first sentence thereof the 
following words: “or into shares of such less amount as may be 
provided in the articles of association ” so that the section as amended 
shall read as follows: 

“ Sec. 5139. The capital stock of each association shall be divided 
into shares of $100 each, or into shares of such less amount as may 
be provided in the articles of association, and be deemed personal 
property, and transferable on the books of the association in such 
manner as may be prescribed in the by-laws or articles of association. 
Every person becoming a shareholder by such transfer shall, in 
proportion to his shares, succeed to all rights and liabilities of the 
prior holder of such shares; and no change shall be made in the 
articles of association by which the rights, remedies, or security of 
the existing creditors of the association shall be impaired.” 

Sec. 17. That section 5146 of the Revised Statutes of the United 
States as amended be amended by inserting in lieu of the second 
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sentence thereof the following: “Every director must own in his 
own right shares of the capital stock of the association of which he 
is a director the agyregate par value of which shall not be less than 
$1,000, unless the capital of the bank shall not exceed $25,000 in 
which case he must own in his own right shares of such capital 
stock the aggregate value of which shall not be less than $500,” so 
that the section as amended shall read as follows: 

“Sec. 5146. Every director must during his whole term of serv- 
ice, be a citizen of the United States, and at least three-fourths of 
the directors must have resided in the State, ‘Territory, or District 
in which the association is located, or within fifty miles of the loca- 
tion of the office of the association, for at least one year immediately 
preceding their election, and must be residents of such State or 
within a fifty-mile territory of the location of the association during 
their continuance in office. Every director must own in his own 
right shares of the capital stock of the association of which he is a 
director the aggregate par value of which shall not be less than 
$1,000, unless the capital of the bank shall not exceed $25,000 in 
which case he must own in his own right shares of such capital stock 
the aggregate par value of which shall: not be less than $500. Any 
director who ceases to be the owner of the required number of shares 
of the stock, or who becomes in any other manner disqualified, shall 
thereby vacete his place.” 

Src. 18. That the second subdivision of the fourth paragraph of 
section 4 of the Federal Reserve Act be amended to read as follows: 

“Second. To have succession after the approval of this Act until 
dissolved by Act of Congress or until forfeiture of franchise for 
violation of law.” 

Src. 19. That section 3 of the Federal Reserve Act, as amended, 
is further amended by adding at the end thereof the fo!lowing: 

“The Federal Reserve Board may at any time require any Federal 
Reserve Bank to discontinue any branch of such Federal Reserve 
Bank established under this section. The Iederal Re-erve Bank 
shall thereupon proceed to wind up the business of such branch bank, 
subject to such rules and regulations as the Federal Reserve Board 
may prescribe.” 

Approved, February 25, 1927. 
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OPERATION OF THE NATIONAL AND FEDERAL RESERVE 
BANKING SYSTEMS 


APRIL 22, 1932.—Ordered to be printed 


Mr. Guass, from the Committee on Banking and Currency, submitted 
the following 


REPORT 


[To accompany S. 4412] 


The Senate Committee on Banking and Currency has had under 
consideration S. 4412, ‘‘To provide for the safer and more effective use 
of the assets of Federal reserve banks and of national banking associ- 
ations, to regulate interbank control, to prevent the undue diversion 
of funds into speculative operations, and for other purposes,” and 


reports it back to the Senate with the recommendation that the bill be 
passed. 


The bill thus reported is the result of extensive hearings by a duly 
authorized subcommittee of the Banking and Currency Committee 
of the Senate and, more recently, hearings by the general Banking 
and Currency Committee. The investigation of banking problems 
was held under the terms of Senate Resolution No. 71, adopted at 
the second session of the Seventy-first Congress, reading as follows: 


Resolved, That in order to provide for a more effective operation of the National 
and Federal reserve banking systems of the country the Committee on Banking 
and Currency of the Senate, or a duly authorized subcommittee thereof, be, and 
is hereby, empowered and directed to make a complete survey of the systems 
and a full compilation of the essential facts and to report the result of its findings 
as soon as practicable, together with such recommendations for legislation as 
the committee deems advisable. The inquiry thus authorized and directed is 
to comprehend specifically the administration of these banking systems with 
respect to the use of their facilities for trading in and carrying speculative securi- 
ties; the extent of call loans to brokers by member banks for such purposes; the 
effect on the systems of the formation of investment and security trusts; tie 
desirability of chain banking; the development of branch banking as a part of 
the national system, together with any related problems which the committee 
may think it important to investigate. 

For the purpose of this resolution the committee, or any duly authorized sub- 
committee thereof, is authorized to hold hearings, to sit and act at such times 
and places during the sessions and recesses of the Seventy-first and succeeding 
Congresses until the final report is submitted, to employ such clerical and other 
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assistants, to require by subpoena or otherwise the attendance of such witnesses 
and the production of such books, papers, and documents, to administer such 
oaths, and to take such, testimony, and make such expenditures as it deems 
advisable. The cost of such stenographic services to report such hearings shall 
not be in excess of 25 cents per hundred words. The expenses of the committee, 
which shail not exceéd $15,000, shall be paid from the contingent fund of the 
Senate upon vouchers approved by the chairman. 

Acting upon the authority of the foregoing resolution the Senate 
Committee on Banking and Currency appointed a subcommittee to 
ees the inquiry, which subcommittee proceeded in three ways 

It held hearings during the months of January and February 
of he year 1931 and at these hearings interrogated numerous wit- 
nesses, representing the banking, financial, and technical elements in 
the community, who either indicated a desire tS be heard or were 
invited by the committee as probably possessing information that 
would be valuable. 

2. Inquiries were made among a select list of representative banks 
by the method of questionnaires. Lists of questions were carefully 
formulated by experts and transmitted to the banks; and, in nearly 
all cases, replies of a full and complete description were ‘forwarded 
by the latter. These have been carefully analyzed and the result 
published as appendixes to the hearings. 

3. Statistical and other investigations were conducted by inves- 
tigators attached to the committee; and their results reported and 
published in connection with the hearings. In addition, reports on 
topics of a technical nature calling for special inquiry were placed 
before the committee. 

In addition to the foregoing the committee carried on an extensive 
correspondence and received numerous suggestions, recommendations, 
and other presentations of argument or evidence. It also received 
various drafts of proposed legislation, and gave due consideration to 
all. It found, however, that public opinion was in an indeterminate 
condition on the whole ‘subject, and felt that immediate emergencies 
were so great that it was wise to defer the preparation of a completely 
comprehensive measure for the reconstruction of our banking system, 
such as had been urged by some responsible men. Hence the commit- 
tee resolved to construct a bill to correct manifest immediate abuses, 
and to bring our banking system back into astronger condition. Thus, 
for example, it seems to be the consensus of opinion among banking 
authorities that the United States will never have a complete and 
strong system until such time as it shall succeed in fully harmonizing 
and adjusting State and Federal laws on banking questions. This 
might involve a constitutional amendment or some equally far- 
reaching measure necessitating a long postponement of action. 

The immediate measures of reform and rectification are, how- 
ever, quite important. They include the correction of evils which 
reached a peak of danger in 1929 and abuses which have gradually 
grown up within the banking system itself. Immediate dangers and 
emergencies have been of so pressing a nature as to throw into the 
background many of the evils which have previously been recognized 
and to divert discussion from causes to the immediate effects of what 
was done in recent years. It is, therefore, needful to consider at 
some length the general bac keround of the banking conditions which 
culminated in the breakdown of 1929. 








NATIONAL AND FEDERAL RESERVE BANKING SYSTEMS 3 


INFLATION OF BANK CREDIT 


There seems to be no difference of opinion with reference to the 
statement that the years after 1925, and indeed to a smaller extent 
those preceding that date and subsequent to 1922, were years of a 
very great inflation of bank credit—as well as of commercial credit 
and, especially in the later years, of business. By inflation, in the 
sense in which that word is here used, is meant the increase of bank 
liabilities, usually demand liabilities, in a proportion or degree mate- 
rially greater than the rate of increase indicated by the requirements 
of a gradual growth of business transactions involving the produc- 
tion and distribution of goods—in a degree or ratio, therefore, greater 
than that in which the need for media of exchange had grown— 
usually accompanied by corresponding changes in liquidity. By way 
of demonstration or illustration of this statement in very brief form, 
we may simply cite the enlargement of deposit liabilities of the banks 
during the past few years prior to 1929 and the great subsequent 
enlargement of investments and frozen loans. This growth was not 
paralleled by any similar enlargement of the demand for means of 
exchange, as is suggested by the various indexes reflecting the rate 
of production. 

Inflation was also indicated by the uses to which the credit thus 
established was put and the advance in prices thereby brought about. 
It is now evident that the increase in deposit credit on the part of 
the banks already described was largely used in three ways: (1) In 
the carrying and inflating of the prices of securities, especially com- 
mon stocks, (2) in the overdevelopment of real estate and real estate 
enterprises, and (3) in the upbuilding of a large capital equipment 
paid for with short-term accommodation but not funded at the time 
into longer-term loans. 


BEARINGS ON CREDIT EXPANSION 


Analysis of the sources from which the excessive credit used in 
the stock market during past years was drawn, is a primary factor 
in determining what was really at fault i in the management of bank- 
ing during the years in question. This is of special interest in con- 
nection with the so-called brokers’ loans. 

The loans in question are divided into two main groups, the one 
obtained from banks and bankers while a second represents those 
obtained from ‘“‘others.’”’ These ‘others’ were corporations and 
other nonbanking lenders, including investment trusts and many 
others having funds to spare who chose to advance them for use 
in supporting securities transactions. The question is thus naturally 
raised: Where did the ‘‘others’”’ thus spoken of obtain their funds? 
They obtained them, of course, in substantial measure from the 
public at large through sales of new issues, which rose steadily 
through this period. In part, also, they were a result of the use of 
large war-time and postwar earnings, which were retained from 
stockholders instead of being paid out as dividends. 

The major source of the inflation, however, was the creation of 
new bank credit through large loans and investments by banks that 
had substantial surplus reserves, owing to gold imports, open market 
operations of the reserve banks, etc. 
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USE OF PROCEEDS OF NEW ISSUES OF SECURITIES 


A large portion of the funds obtained by these issues of securities 
from the public was unavoidably used in new construction and in 
carrying out the legitimate purposes of the businesses which thus 
obtained them from the investors of the country. Another large 
portion was, however, left over; it was not directly required for 
immediate use, the issuers of securities having overborrowed or over- 
capitalized themselves, so that they were in possession of more current 
funds than they needed. This surplus of funds went into the stock 
market and fostered excessive speculation, although it also stimu- 
lated business by being transferred to sellers of securities later on. 

Where did the public which bought the securitles of such corpora- 
tions get the funds they thus supplied? Some portion of the money 
naturally came from savings and current incomes, but a larger frac- 
tion was unquestionably obtained from the banks by means of the 
security borrowings to which reference has been made at an earlier 
point. The banks were thus lending directly in unprecedentedly 
large amounts directly to brokers; but they were also lending in even 
larger amounts on collateral to the general public, which was then 
taking the funds so supplied and using them in large degree for the 
purchase of securities whose proc eeds were applied to speculative 
loans in the market. The flow of funds through the hands of the 
general public into those of the corporations, and from the latter 
into the hands of brokers and dealers, who then re-lent the funds 
to the public engaged in speculation, was thus primarily the result 
of a loose banking policy which had turned from the making of loans 
on commercial paper to the making of loans on security. This policy 
was critically referred to by the Federal Reserve Board, which often 
called attention to it in its annual reports. 


THE GROWTH OF ACCEPTANCE CREDIT 


The general ease and accessibility of credit under the régime 
which existed prior to 1929 was accentuated by the issue of the in- 
strument known as the bankers’ acceptance. In its original purpose 
this form of lending was intended to include only unquestionably 
liquid obligations, growing out of the actual sale of goods in foreign 
trade, so that the acceptance became a short-term claim payable in 
international funds, usually gold. It was this conception of the in- 
strument which was originally adopted in the Federal reserve act, 
and on which the use of the instrument by the Federal reserve system 
was founded. Later amendments to the reserve act, adopted during 
the World War, broadened the use of the acceptance and opened the 
door to the application of a conception of its use which was practically 
that of a finance bill—a bill drawn without reference to the immedi- 
ately liquid character of a given transaction, and primarily based 
upon the general power of the parties to it to see that it was liquidated 
from some sourse. The use of the acceptance to supply what was 
called dollar exchange, although doubtless of advantage under proper 
restrictions, undoubtedly opened a door to grave abuses, which were 
in some measure responsible for the credit difficulties that later made 
their appearance in South American finance. These difficulties, how- 
ever, were after all comparatively minor, the real dangers of the accept- 
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ance being exhibited in connection with the stretching of the defini- 
tion of various transactions so as, for instance, to include storage of 
commodities as an incident to their moving abroad or moving from 
one market to another so that acceptances protected by such stored 
goods were regarded as acceptances made against goods actually 
moving in international trade. It was easy to pass from this view 
of the situation to another and more advanced view, wherein stored 
goods not sold during the period of the acceptance were used as 
goods properly providing a basis for renewal of the acceptance so 
that revolving acceptances or acceptances growing out of revolving 
credits became common, notwithstanding official warnings against 
them. 

From the domestic standpoint, it would seem clear that not a few 
banks had fallen into the habit of supplying their customers with 
funds through the issue and sale of their acceptances, without much 
regard to the question whether such acceptances were called for or 
not. That the large amount of reserve credit thus created prevented 
effective control of security loans and investments of the banks, and 
thus fostered the stock market boom, there can be little doubt. 

Through these and similar means, too, a very large commitment 
on the part of American banks taken on behalf of foreign banks came 
into existence. Germany, in particular, proved to be a great borrower 
on this score, and the total of acceptances made directly or indirectly 
in order to provide funds for foreign banks grew to unprecedented 
amounts. The effect of these transactions upon the German banks 
themselves, in leading up to the German financial collapse of July, 
1931, has been carefully traced by the international committee of 
bankers which met under the chairmanship of Mr. A. H. Wiggin in 
Basle, after the breakdown of Germany during the past summer, for 
the purpose of discussing ways and means of dealing with the German 
credit situation. 


BANK INSOLVENCIES 


Every discussion of the conditions which preceded the panic of 
1929 must make full allowance for the bank insolvencies which dur- 
ing the years after 1924 began to grow so numerous. The following 
brief tabulation furnished to another subcommittee affords the facts 
regarding bank insolvencies during the year 1931, while figures for 

earlier years were furnished by the Comptroller of the Currency 
ditne the hearings of the past winter, and are computed on a some- 
what different basis by the Federal Reserve Board in its monthly 
bulletin. It is obvious that bank failures, whatever may be the basis 
upon which they are computed, have reached an unprecedentedly 
high level after a long continued growth extending over a decade. 
The effect of these insolvencies prior to the panic of 1929, was two- 
fold. They tended to break down the business structure of the coun- 
try and particularly of the places and regions in which they were 
most numerous, and they tended to bring on local hoarding over large 
areas. The condition of affairs is complex, growing as it “did, out of 
a variety of conditions. Most of these circumstances have been out- 
lined in the hearings, and there is little use in further reviewing them 
at this point. For the most part they are well known. 

There should, however, be no failure to recognize the important 
rdéle played by these insolvencies in preparing the way for the gen- 
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eral breakdown of 1929. The fact that they occurred more largely 
among ‘“‘small banks,” as has often been urged, in no way reduces 
the significance of the phenomenon. It points to a gradual disin- 
tegration of banking under present conditions and it ref flects the com- 
munity’s way of gradually curing the evils complained of, though 
a lengthy and costly process. It was this tendency to bank failure 
starting 10 years ago after the depression of 1920-21 and steadily 
growing more and more pronounced, except during the boom years, 
until it reached the astonishing height touched in 1930 that has cul- 
minated in the great total of nearly 2,300 failures occurring in this 
country during the year 1931. This drift toward failure among banks 
laid the foundation for extreme difficulties experienced during the lat- 
ter part of 1931, and necessitated the remedial measures that were 
then undertaken. Bank failures can not but be regarded as one of 
the fundamental symptoms that must be given primary study in the 
search for remedies to be applied to present conditions. 


Bank suspensions in 1931, preliminary figures 


i ee State bank Nonmember 
All banks National banks members hanks 


a Deposits Bong Deposits + Deposits -— | Deposits 
Year 1931, tota]____--- .--| 2,290 $1, 759, 000, 000 410 $473, 000, 000 108 $302, 000, 000 1, 772'$984, 000, 000 
Last quarter of 1931__....-. 1, 049 866, 000, 000 199, 244, 000, 000 51) 155, 000, 000 799, 467, 000, 000 
November and December, 
cities sitet pics a wiles as 527 388, 000, 000 99) 128, 000, 000 26; 37,000, 000 402, 223, 000, 000 
October, 1931............. * 522 478, 000, 000 100 116, 000, 000 25; 118, 000, 000 397 244, 000, 000 


November, 1931 


tine ddek ow 174 69, 000, 000 35, 28, 000, 000 8 4, 000, 000 131! 37, 000, 000 
December, 1931 


eee ee 353 319, 000, 000 64, 100, 000, 000 18} 33,000,000)  271| 186, 000, 000 


STOCK-EXCHANGE SPECULATION 


Stock-exchange speculation in excess 1s often spoken of by some 
as the cause and by others as an unfortunate result of the business, 
banking, and credit conditions which culminated in the panic of 
1929. It was neither of these, but was an accompaniment or symptom 
of unsound credit and banking conditions themselves. The facts as 
to the expansion of such speculation are well known, and its history 
requires no repetition, but the major data, facts, and conclusions 
may be briefly summarized as including: (1) A steady increase in 
bank security loans and investments; (2) rising price resulting from 
the increased resulting demand; (3) a sporadically enlarging vol- 
ume of stock-exchange operations and new issues made possible by 
popular enthusiasm thus engendered; and, finally (4) a violently 
fluctuating course of prices on the stock exchange continuing until 
the whole structure fell of its own weight, resulting in the sharp 
downward movement which began in the autumn of 1929 and has 
been followed by sporadic collapses at various times since. 


INFLUENCE OF PUBLIC FINANCE 


It must be noted, in reviewing the situation which preceded the 
panic of 1929, that methods then adopted in connection with public 
finance had a very substantial share in bringing on the collapse of 
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that year. Almost all governments both here and abroad have per- 
mitted themselves to overborrow on short term. When such borrow- 
ing has been effected at banks, as has been the case in most instances 
the result has been to add to inflation by getting the banks to carry 
as credit what was really long-term capital investment. In the 
United States very low money, the result of exceptionally low interest 
and discount rates, rendered it possible to effect such borrowing on 
a very economical basis. The result was the extended use of the 
banks for the purpose of carrying unfunded public debt, often in 
the expectation that such debt would be shortly funded and could 
be so funded at any time determined upon by the borrowing gov- 
ernment as suitable. The growth of very large public-bond hold- 
ings, including not only the obligations of the United States but of 
various States and cities, operated strongly to limit the banks’ liquidity 
by engaging their funds in what were really long-term investments. 
From the outbreak of the panic and during the subsequent depres- 
sion there was never a favorable time for refunding, and the result 
has been to leave many banks with unduly large burdens of public 
bonds. So far as Federal reserve banks were concerned, the fact 
that the obligations of the Federal Government could always be 
used to protect member-bank borrowings inevitably tended to encour- 
age such members in developing frozen portfolios. 


REAL-ESTATE INFLATION 


One element which deserves special notice in any study of pre- 
panic conditions is afforded by real-estate inflation and speculation. 
It is not possible to find authoritative statements of the growth of 
the volume of real-estate loans and security investment in the port- 
folios of the banks and elsewhere, but the general facts in the case 
are clearly enough known. The immense increase in the volumes of 
real-estate bond issues and of real-estate mortgages both in banks 
and among the holdings of the financial institutions generally are 
the subject of widespread comment. What is less well recognized 
is the fact that an immense overexpansion of real-estate values was 
set in motion and that in consequence the coming on of the panic 
and their recognition that the country was “‘overbuilt’’ added an 
element of great difficulty to the situation. This element of difficulty 
is vividly illustrated by the circumstance that many institutions now 
find themselves hopelessly embarrassed by their real-estate com- 
mitments and by the fact that rents and selling values have so 
seriously shrunk. 


PROBLEMS OF RESERVE BANKS 


At times the reserve banks have held an unprecedented amount of 
gold during the past two or three years and the gold stock of the 
country has occasionally been well above $5,000,000,000, so that the 
reserve percentage of the reserve banks has been steadily high, not- 
withstanding fluctuations and a recent tendency to recede. These 
high ratios, however, have much less direct bearing upon the actual 
condition of the system than is generally supposed. The real prob- 
lem of reserves is furnished by the relationsh between the outstand- 
ing deposits of the banks of the country and the gold reserve which 
the reserve banks themselves carry. This sie or relationship has 
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until recent months shown continuous tendency to decline. The 
great gold movements of the past half year and the liquidation of 
many banks have somewhat changed the situation, but it has con- 
tinued true that the ratio was inadequate while the tendency of a 
portion of the public to hoard currency has necessitated the issue of 
reserve notes in large volumes with corresponding shrinkage of the 
so-called free gold available. During the three years before the col- 
lapse of 1929 unduly low discount rates were a cause of danger to 
reserve banks. They have been viewed by some banking authorities 
as a chief cause of the difficulties which compelled Great Britain to 
abandon the gold standard in the summer of 1931. The question of 
reserve policy is an involved and complex one on which your com- 
mittee took much testimony and also pursued an extended study 
whose results are stated, in the words of the reserve banks them- 
selves, in part 6 of the hearings (appendix). So fully are the facts 
there reviewed and so authoritatively are they stated by the reserve- 
bank authorities that it has not been thought necessary to enlarge 
more fully upon the situation in this report. 


CONDITION OF MEMBER BANKS 


The outstanding development in the commercial banking system 
during the prepanic period was the appearance of excessive security 
loans, and of overinvestment in securities of all kinds. The effects 
of this situation in changing the whole character of the banking 
problem can hardly be overemphasized. National banks were never 
intended to undertake investment banking business on a large scale, 
but the whole tenor of legislation and administrative rulings con- 
cerning them has been away from recognition of such a growth in 
the direction of investment banking, as legitimate. Nevertheless 
it has continued; and a very fruitful cause of bank failures, espe- 
cially within the past two years, has been the fact that the funds of 
various institutions have been so extensively ‘‘tied up” in long-term 
investments. The growth of the investment portfolio of the bank 
itself has been greatly emphasized in importance by the organiza- 
tion of allied or affiliated companies under State laws, through which 
even more extensive advances and investments in the security market 
could be made.} This question, like that relating to the policy and 
situation of reserve banks, has extensive ramifications which must 
be studied statistically. In order to provide material for such a 
study, the results of questionnaires addressed to a selected list of 
large banks, each possessing one or more affiliates, have been assem- 
bled in general tabular form with such explanation as is necessary 
to enable the reader to evaluate the figures thus given. Thev are 
presented as part 7 of the hearings (appendix). 


ANALYSIS OF PRESENT BANKING PROBLEM 


We have furnished thus far a merely descriptive account of the 
financial and credit conditions which preceded the panic of 1929. It 
now remains to consider these facts as exhibiting a distinct kind 
of banking problem and to inquire in what way remedies for it may 
be found. Specific conditions which stand out as requiring some 
remedy are therefore. taken under consideration, as follows: 
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Bank loans and their uses.—It is evident from what has been 
said that the underlying factor in the whole prepanic situation was 
excessive use of bank credit. The question of “excess” is a question 
of judgment and can only be determinéd by noting in specific terms 
the forms it has taken and the remedies to be applied to them. 

(a) The excessive use of bank credit in making loans for the pur- 
pose of stock speculation or, more generally stated, for the excessive 
carrying of securities with borrowed money was generally admitted 
before the panic of 1929, and almost universally since that time, to 
have been one of the sources of major difficulty, far exceeding in its 
scope any total that could be reasonably asked for as a basis for 
the financing of legitimate investment business. Under this same 
topic, too, must be mentioned the so-called ‘‘ brokers’ loan.’”’? These 
are merely a special form of securities loan in which a bank or com- 
merical corporation or other enterprise advances funds through an 
intermediary—the broker—instead of lending direct; an excessive 
volume of brokers’ loans must be considered in the light of the total 
volume of security loans outstanding. The category of brokers’ 
loans obtained from ‘‘others”’ is a separate and especially difficult 
aspect of this problem. 

(b) It seems clear that any remedial measure of legislation should 
seek to provide some check upon the abnormal growth of all security 
loans at banks as well as seek to limit the loans to brokers, especially 
those loans originating with “others.” Such legislation, if success- 
ful, should operate to lessen the danger of a repetition of the experi- 
ence of 1929. It is often suggested that control of this form of credit 
ought to be effected in some way through stock exchanges. What- 
ever may be thought of that method of approaching the subject, 
it is at all events certain that nothing of the kind would be likely to 
succeed without adequate banking control, while on the other hand, 
banking control alone may greatly ameliorate conditions in this field 
of credit. 

(c) The line of reasoning thus presented leads us to propose: 

(1) Legislation designed to control and limit brokers’ loans, partic- 
ularly to limit the use of funds of the reserve banks for this purpose. 

(2) Legislation designed to restrain the diversion of bank funds 
to an undue degree into direct loans upon securities whether to 
brokers or to others. 

(3) Legislation intended to prevent, so far as legislation can, 
speculative market loans by corporations engaged in industrial or 
business enterprises. 

2. Banking affiliates —There seems to be no doubt anywhere that 
a large factor in the overdevelopment of security loans, and in the 
dangerous use of the resources of bank depositors for the purpose of 
making speculative profits and incurring the danger of hazardous 
losses, ‘has been furnished by perversions of the national banking and 
State ‘banking laws, and that, as a result, machinery has been created 
which tends toward danger in several directions. 

a) The greatest of such dangers is seen in the growth of ‘bank 
affiliates’? which devote themselves in many cases to perilous under- 
writing operations, stock speculation, and maintaining a market 
for the banks’ own stock often largely with the resources of the par- 
ent bank. This situation was never contemplated by the national 
banking act, and it would, therefore, appear that the affiliate sys- 








10 NATIONAL AND FEDERAL RESERVE BANKING SYSTEMS 


tem calls for the establishment of some legislative provisions designed 
to deal with the situation. It has been suggested from many quarters 
that the affiliate system be simply ‘abolished.’ This suggestion 
has much authority behind it, but, in addition to the manifest diffi- 
culty of enforcement, owing to the existence of well-known subter- 
fuges to maintain control, there remains the question whether it 
would be of much real service so long as State legislation permits the 
growth of affiliates in connection with State banks and trust com- 
panies. The committee has, therefore, determined to present pro- 
posed legislation aimed at the following objects: 

(1) To separate as far as possible national and member banks 
from affiliates of all kinds. 

) To limit the amount of advances or loans which can be ob- 
tained by affiliates from the parent institutions with which they are 
connected. 

(3) To install a satisfactory examination of affiliates, working 
simultaneously with the present system of examination applicable 
to the parent banks. 

(b) Group banking.—Closely allied in many points of similarity 
with the affiliate system is the plan of group banking in operation in 
some parts of the United States, working, in a few cases, on a large 
scale. In this system a holding company is organized under State 
law and proceeds to buy a majority of the stock of a series of banks, 
operating them: thereafter through the holding company. In this 
way in some districts such holding companies control the reserve 
bank of the district through ownership of enough banks to carry an 
election. The difference between this plan anil the affiliate system 
itself is that in the one banks are owned by a State-organized hold- 
ing company, while in the other State-organized companies (affili- 
ates) are owned by a national bank’s stockholders, or in some cases 
directly by trust companies, under some form of law which amounts 
to ownership by the parent bank itself. The evils of indirect control 
are similar in the two cases, and they may lead to similar abuses, as 
is seen when it is noted that elias companies also usually control 
ry financing. ‘HoweverJfuch com- 
panies some par J a yecome well rooted, 
and the difficulty of eliminating or abolishing them in any effective 
way is similar to the difficulty of. eliminating or abolishing the affiliates 
of city banks. It is, therefore, thought best to attempt the control 
and oversight of these companies n ‘the following terms: 

(1) Since the companies are State corporations, Congress has no 
control over them, except that which may be voluntarily granted. 
However, since the staple of their ownership or holdings is the stock 
of National and State member banks, it would seem that Congress 
may control the conditions under which such stocks may be owned and 
particularly voted. 

(2) The affiliates of this type (holding companies) are prohibited 
from voting the stocks of national banks unless they are willing to 
undertake to accept examination by the Federal Reserve Board, 
divest themselves of ownership of stock and bond financing con- 
cerns, and comply with regulations designed to insure their own- 
ership of sufficient free assets to make sure that they can satisfy 
the double liability of their shareholders in case any of the banks 
owned by such a company should go into the hands of receivers or 
be closed. 
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(3) It is thought that, in any event, holding companies should 
not be allowed, except in a severely limited way, to vote at elections 
of Federal reserve bank directors, since otherwise the Federal reserve 
bank would become merely the creature of the holding company. 
Such voting is therefore definitely restricted. 

3. Insolvency of banks —Within the past few years, the insolvency 
of banks has been a major cause of distress and business difficulty 
in all parts of the country. There is no one sovereign remedy for 
this condition or tendency. It grows out of the weakness of the 
banking system and the way to correct it is, of course, to correct 
defects in the system itself. However, we believe that this tendency 
to constitutional weaknesses is to be remedied or alleviated by meas- 
ures of several sorts. These we shall briefly enumerate as follows: 

(a) Strengthening of the capital of banks. 

(6) Provisions for closer and stronger supervision. 

(c) More careful restriction of investments. 

(2) Requirements for the truthful valuation of assets. 

(e) Protection of depositors and limitation of their losses through 
a liquidating corporation. 

These provisions if acted upon in good faith by administrators 
will do something to correct the insolvency situation, butfthere is 
no denying the fact that our banking system is going through a 
period of great change and that the ultimate destination of the 
system is not yet fully clear. Because of that fact, provision for 
branch-banking powers under carefully qualified conditions with 
a view to making a larger experiment with branch banking is deemed 
essential and due provision for it is made. Specifically, what is 
proposed is the grant of power to establish branches of national 
banks not merely in the towns and cities in which they are located 
but also outside of such limits at any point within the borders of 
the State in which they exist, irrespective of State laws. Also, it 
is proposed that if by reason of the proximity of a national bank to 
a State boundary line the ordinary and usual business of the bank is 
found to extend into an adjacent State, the Federal Reserve Board 
may permit the establishment of a branch or branches in an adjacent 
State but not beyond 50 miles from the place where the parent bank 
is located: No national bank is to be permitted, however, to establish 
a branch outside of the city, town or village in which it is located 
unless it has a paid-in and unimpaired capital of not less than $500,000. 

4. Strengthening of Federal reserve system—The Federal reserve 
system has been seriously impaired of recent years and has wandered 
far away from its original function. This is the result of many 
complex conditions. Among these conditions has been the uncer- 
tainty of policy in the matter of exercising plainly authorized control 
by the central supervising authority at Washington and the tendency 
to submit rather timidly to considerations of immediate expediency. 
Among the reserve banks themselves there has been a decidedly 
dangerous drift toward the conversion of the system into a medium 
for transacting financial rather than commercial business. Further, 
the establishment of understandings or agreéments with foreign 
central and other banks, and the attempt to carry out plans and 
measures of a hazardous nature relating to discount rates and prob- 
lems of technique, have had unfortunate results. 

To reform these conditions the committee recommends: 
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(a) Improvement of membership, and increase of independence 
of Federal Reserve Board. 

(6) Restoration of the requirement that two members of the board 
shall be men of experience in banking. 

(c) Elimination of the Secretary of the Treasury from member- 
ship. 

(d) Better definition of powers with respect to speculative trans- 
actions, particularly as to authority over open market dealings, by 
establishing a so-called “open market committee’’ with designated 
authority. 

(e) Definition of powers of the board in the management of foreign 
affairs. 

5. Protection of bank depositors ——The great number of banks now 
in the hands of receivers with assets which are said to aggregate 
something like $2,500,000,000 has created a situation in which a very 
large number of persons are unable to meet their obligations and 
in which many business houses are embarrassed through “inability to 
get the use of their funds. In the natural course of events it would 
be a long time before these conditions are very greatly relieved 
through the liquidation of these closed banks. The continued post- 
ponement of liquidation is a very heavy burden upon a large portion 
of the community. Furthermore, there is and can be no assurance 
that further failures of considerable amount and number can be 
avoided. They will from time to time recur even under the best 
conditions. In order to provide against a repetition of the present 
painful experience in which a vast sum of assets and purchasing 
power is ‘“‘tied up,’’ we have recommended the creation of a Federal 
liquidation corporation. 

The proposal is that this corporation shall have a capital stock con- 
tributed by reserve banks to the extent of one-quarter of their present 
surplus, or a sum of about $68,500,000, while member banks shall 
subscribe to the extent of one-fourth of 1 per cent of total net out- 
standing time and demand deposits or a sum of approximately 
$75,000,000, so that the enterprise would have a subscribed capital 
of about $145,000,000. In addition, it is proposed that the Govern- 
ment contribute $125,000,000 to the corporation as paid-in surplus, 
and the corporation is empowered to issue notes, bonds, debentures, 
and other such obligations in an amount equal to not more than twice 
the sum of its capital and the amount appropriated out of Govern- 
ment funds. The sum thus made available would be adequate to 
deal with any probable failure conditions of the future. If the Govern- 
ment should add to it a proportionate sum for the benefit of State non- 
member banks it would be able to include their necessities along with 
those of the system’s own members as a subject of treatment. The 
corporation may be left free to invest its excess funds in the assets of 
banks that have already failed before it came into existence and it 
may thus materially help in clearing up the bad situation that has been 
left as a result of the panic. 

6. Emergency relief.—Within recent months there has been a very 
widespread demand for some means of furnishing emergency relief 
to banks that are in difficult straits. The Federal reserve system was 
intended to furnish a means of mutual aid and if properly admin- 
istered was entirely adequate to the necessities of the case. However, 
with conditions as they stand it is likely that some plan whereby 
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actual assistance could be furnished to banks which are willing to 
stand sponsor for one another and thus enable them to clear up 
danger spots in their own several communities would be helpful. 
We therefore suggested such a plan as an additional means of strength- 
ening and rendering useful the provisions of the Federal reserve sys- 
tem. The general plan so recommended was founded upon the idea 
of joint action by clearing houses or groups of banks in different lo- 
calities designed for the purpose of getting accommodation on their 
joint unsecured notes at reserve banks up to such amount as might be 
held prudent; likewise, in exigent cases, relief was provided for indi- 
vidual banks. Such emergency credit should be retired as soon as 
possible, and therefore it seemed best to provide severe restrictions 
upon its use and duration. This proposal was lifted from the body of 


the bill as first prepared and has already been enacted into law. (See 
Public No. 44, 72d Cong.) 


TERMS OF BILL RECOMMENDED 


Having thus outlined in general broad terms the main objects of 
the new legislation, although without endeavoring to do more than 
suggest the major features of the enactment, we think it best to 
review the actual provisions of the accompanying measure point by 
point in order to indicate the precise content of the various sections 
and their main provisions: 

Section 1.—Provides a shott title for use in citation, for con- 
venience in discussion, and for certainty of reference. 

Section 2.—Defines the language used in the bill and undertakes 
to make the meaning definite. 

Section 3.—Places general restrictions upon the operating policy 
of Federal reserve banks with the intent to limit them to the exten- 
sion of credit for ordinary business purposes and to make plain that 
their resources are not to be used to support speculation. The 
Reserve Foard is given power to oversee and direct such use of the 
resources of banks. 

This section also provides that where two or more member banks 
are affiliated with the same holding company, they may participate 
in the nomination and election of directors of the Federal reserve 
bank in their district through one of the banks to be designated for 
that purpose by the holding company. 

Section 4.—Amends the first paragraph of section 7 of the Federal 
reserve act so as to eliminate the requirement of the payment of 
a franchise tax to the United States by Federal reserve banks. 

Section 5.—Provides for reports of condition of affiliates of State 
member banks and for the examination of all such affiliates by exam- 
iners selected or approved by the Federal Reserve Board. 

The section also subjects State member banks to the same limita- 
tions and conditions with respect to the purchasing, selling, under- 
writing, and holding of investment securities and stock as are apphi- 
cable in the case of national banks. (See sec. 14.) 

It is also provided that after three years from the date of enactment 
of the bill no certificate representing the stock of a State member 
bank shall represent the stock of any other corporation except 4 
member bank nor be conditioned in any manner whatsoever upon the 
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ownership, sale, or transfer of a stock certificate of any other cor- 
poration except a member bank. This corresponds to the provision 
in section 16 which is applicable to national banks. 

Section 6.—Provides for eliminating the Secretary of the Treasury 
as a member of the Federal Reserve Board and restores the former 
requirement that two members of the board shall be men of tested 
banking experience. It also readjusts the term of members of the 
board so as to secure as nearly as possible the expiration of terms of 
members at equal 2-year intervals. 

Section 7.—Adds a new section 12A to the Federal reserve act 
providing for the creation of a Federal open-market committee of 
12 members to supervise the open-market operations of the Federal 
reserve banks and the relations of the Federal reserve system with 
foreign banks. ‘This in effect legalizes and gives official recognition 
to the present open-market committee. 

This section also adds to the Federal reserve act a new section 12B 
providing for a Federal liquidating corporation which is given power 
to liquidate the assets of member banks which have been closed by 
action of the Comptroller of the Currency, the appropriate State 
authorities, or by vote of their directors. The management of the 
corporation is vested in a board of five directors consisting of the 
Comptroller of the Currency, a member of the Federal Reserve Board, 
and three persons chosen annually by the governors of the 12 reserve 
banks. The capitalization of the corporation has already been 
referred to. (See p. 12.) 

Section 8.—Imposes certain limitations upon advances by Federal 
reserve banks to member banks on their 15-day promissory notes. 
It is provided that if, during the life of any such advance and despite 
an official warning of the Federal reserve bank or the Federal Reserve 
Board to the contrary, any member bank increases its outstanding loans 
made to members of any organized stock exchange, investment house, 
or dealer in securities for the purpose of purchasing or carrying stocks, 
bonds, or other investment securities (except obligations of the 
United States) the advance to the member bank shall be immediately 
due and payable and the bank shall be ineligible as a borrower on 
15-day paper for such period as the Federal Reserve Board shall 
determine. 

Section 9.—Gives the Federal Reserve Board power to supervise 
all relations and transactions of any kind entered into by Federal 
reserve banks with foreign banks or: bankers. 

Section 10.—Prohibits member barks from acting as the medium 
or the agent of any nonbanking corporation, partnership, association, 
business trust, or individual in making loans on the security of stocks, 
bonds, and other investment securities to brokers or dealers in such 
securities. 

Section 11.—Imposes certain limitations upon loans or extensions 
of credit by member banks to their affiliates and also limits the 
amount which such banks may invest in the securities of such affili- 
ates. In general, the maximum limit is 10 per cent of the capital 
stock and surplus of the member bank in the case of any one affiliate 
and 20 per cent of the capital stock and surplus in the case of all 
such affiliates. It is also required that each such loan or extension 
of credit be secured by collateral having a market value of at least 20 
per cent more than the amount of the loan or extension or at least 10 
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per cent more than the amount of the loan or extension if it is secured 
by obligations of any State or political subdivision of a State. The 
provisions do not apply, however, to loans or extensions of credit 
secured by obligations of the United States, the Federal intermediate 
credit banks, the Federal land banks, or by paper eligible for rediscount 
or purchase by Federal reserve banks. Certain types of affiliates 
are also exempted from the application of the provisions of this 
section. 

Section 12.—Adds a new section 24A to the Federal reserve act 
which imposes a maximum limit upon the amounts which national 


banks and State member banks may invest in bank premises or in the 


stock, bonds, debentures, or other such obligations of a corporation 
holding the premises of any such bank, and the amounts which such 
banks may lend to any such corporation. 

Section 13.—Provides that all suits of a civil nature to which any 
corporation organized under the laws of the United States shall be a 
party, arising out of transactions involving international or foreign 
banking, shall be deemed to arise under the Samed of the United States, 
and the district courts of the United States are given original juris- 
diction of all such suits. It is also provided that a defendant in any 
such suit may at any time before the trial thereof remove the suit 
from a State court to a Federal district court in the same manner as 
now provided by law for the removal of other suits. 

Section 14.—Undertakes to broaden the national banking laws by 
giving national banks all powers possessed by State banks of deposit 
and discount organized in the States in which such national banks are 
located, except in so far as they may be prohibited by Federal legis- 
lation. National banks are to be permitted to purchase and sell 
investment securities for their customers to the same extent as here- 
tofore, but hereafter they are to be authorized to purchase and sell 
such securities for their own account only under such limitations and 
restrictions as the Comptroller of the Currency may prescribe, subject 
to certain definite maximum limits as to amount. 

Section 15.—Provides for the amount of capital of national banks 
depending upon the population of the places where they are to be 
located and also prohibits the admission of a bank into the Federal 
reserve system unless it possesses a paid-up unimpaired capital 
sufficient to entitle it to become a national bank. 

Section 16.—Provides for separating the certificates representing 
ownership in national banks and ownership in affiliates other than 
member banks so that in the future they will not be written upon a 
single certificate of ownership. This corresponds to the provision 
contained in section 5 of which is applicable to State member banks. 

Section 17.—Provides for the voting of national-bank stock held by 
holding companies under voting permits obtained from the Federal 
Reserve Board. Certain limitations are imposed upon such holding 
companies which they must agree to comply with at the time the voting 
permits are obtained. These limitations relate chiefly to examina- 
tions, reports of condition, reserve requirements, and ownership and 
control by holding companies of organizations engaged in the issuance, 
underwriting, and distribution of securities. These provisions are 
also made applicable to holding companies affiliated with State 
member banks. (See sec. 3.) 


| 
| 
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Section 18.—Provides for eliminating after a period of three years 
all affiliations by member banks with corporations, associations, busi- 
ness trusts, or other similar organizations engaged principally in the 
issuance, underwriting, or distribution of securities. 

Section 19.—Authorizes national banks to establish branches at any 
place within the States in which such banks are located, and also 
allows the establishment of branches in adjacent States under cer- 
tain conditions, subject to the approval of the Federal Reserve 
Board, but not beyond 50 miles from the seat of the parent bank. 
No such association is to be permitted, however, to establish a branch 
outside of the city, town, or village in which it is located unless it has 
a paid-in and unimpaired capital of not less than $500,000. 

Section 20.—Amends the act of November 7, 1918 (relating to the 
consolidation of national banks), to the extent necessary to carry 
out the policy provided for in section 19. 

Section 21.—Limits the interest that may be charged by a national 
bank to that which may be charged by local banks in the State where 
the national bank is located, or to a rate 1 per cent higher than the 
discount rate on 90-day commercial paper in effect at the Federal 
reserve bank in the district where the national bank is located, which- 
ever is greater. If no rate is fixed by State law, the maximum rate 
the national bank may charge is limited to 7 per cent, or 1 per cent in 
excess of such discount rate, whichever is greater. 

Section 22.—Provides that in estimating the total amount of loans 
which may be made by a national bank to a corporation, the obliga- 
tions to the bank of all subsidiaries of the corporation in which it 
Owns or controls a majority interest are to be counted. 

Section 23.—Provides for reports of condition of all types of affiliates 
of national banks. This corresponds to the provisions of section 5 
which are applicable to affiliates of State member banks. 

Section 24.—Relates to the examinations of affiliates of national 
banks. There is a corresponding provision in section 5 relating to 
affiliates of State member banks. 

Section 25.—Provides for the removal from office of directors and 
officers of member banks who have continued to violate the banking 
laws or who have continued unsafe and unsound banking practices 
after being warned by a Federal reserve agent or the Comptroller 
of the Currency. 

Section 26.—Reserves the right to alter, amend, or repeal the act 
and provides for separability of its provisions in case any part of the 
act is held invalid. 

The changes which are thus suggested are considered to repre- 
sent essential matters called for in the interest of immediate im- 
provement of present conditions and the avoidance of financial 
dangers and there is none of them which can wisely be omitted. 
All afford solutions that have been indicated by imvestigators in 
many quarters as unavoidable and all are thought urgent for the 
purpose of correcting or eliminating actual hazards. 


O 
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Mr. Norseck, from the Committee on Banking and Currency, sub- 
mitted the following 


MINORITY VIEWS 


[To accompany S. 4412] 


The Senate Committee on Banking and Currency has had under 
consideration the bill (S. 4412) to provide for the safer and more 
effective use of the assets of Federal reserve banks and of national 
banking associations, to regulate interbank control, to prevent the 
undue diversion of funds into speculative operations, and for other 

urposes, and reported favorably thereon on April 22,1932. (Rept. 
No. 584.) 

On behalf of the minority of the members of the Senate Committee 
on Banking and Currency, I am making this report in protest against 
the proposed extension of branch banking, without taking issue with 
the distinguished author of the bill, Senator Glass, on other matters 
in the bill, in most of which I heartily concur, and some of which I 
deem very important. 

In speaking of our banking system, we must keep in mind that we 
have: 

(1) A system of national banks chartered and supervised by the 
Federal Government. 

(2) We have a competitive system, that of State banks, chartered 
and supervised by the States. 

There is difference of opinion among well-informed people as to their 
comparative merits, and certainly there is a great desire on the part 
of certain people to wipe out the State banking system. What can 
not be done directly by law may be done by giving the national 
system such an advantage that the competitive State system can not 
exist. 

Aside from the two general classifications, we might make further 
classifications, as follows: Unit bank, chain banks, group banks, 
branch banks. 
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A unit bank may have a national or State charter. It is generally 
defined as an institution which is owned, controlled, and operated by 
residents where the bank is located, and has no affiliated institutions. 
This is the typical American bank. 

The term “chain bank” is generally applied where two or more 
banks are owned and controlled by one individual and partnership 
(without a holding company or more centralized control). 

Group bank is the proper term for institutions that have been grow- 
ing up in many sections of the country of late years. If not a viola- 
tion of law, it is certainly an evasion of law. A holding company is 

enerally organized for the purpose of owning and controlling these 
ae As a rule, the holding company owns over 90 per cont of 
such bank stock, but there remains a local organization and a local 
board of directors, subject, however, to the control of the holding 
company, which is located in some central place. 

It is a well-known fact that shares in a bank carry a double liability 
with them on the part of the stockholder. As a rule, the shares in a 
holding company do not carry this extra liability, though there are a 
few notable exceptions to this practice. I have in mind especially the 
Detroit group, who appeared before this committee and explained 
their system. 

Branch banking is where a parent bank has one financial structure, 
from which it operates the several branches or offices under set rules 
and instructions issued by the head office. The officers of the several 
branches have very limited powers of discretion. 


FALLING PRICES 


Since the war, there has been a continual shrinkage in values and 
this has put a great strain upon our banking structure. Numerous 
failures have been taking place, and those, who for different reasons 
prefer the chain bank with the central control, are continually pointing 
to the banking systems of other countries. But all things considered, 
the American system has held up wonderfully well. Our Government 
has not come to the direct aid of our banking structure, such as has 
been the case in many European countries, where the governmental 
form of banking exists, where the taxpayers took the losses. 

We are often reminded of the losses suffered by depositors in this 
country. Thatis true, and it is deplorable, but it is not fair to point to 
other countries for comparison. The American dollar is still at par, 
while the bank deposits in foreign lands have dwindled in proportion to 
the shrinkage of their currency value; in Canada it is 20 per cent, and 
in France it is 80 per cent. We have much over which to be happy, 
and do not need to be hasty about importing a banking system from 
foreign lands. 

The so-called safety of the French, Canadian, or English system 
is simply one of percentage, and we need not be ashamed of the com- 
parison. 

It is not believed that the remedy lies in more centralization. 
When we take the history of the chain bank, group bank, and branch 
bank, many States in the Union have had debacles, which are appall- 
ing. The greatest bank failure in this whole depression was in the 
case of a branch-bank system—a central bank with some 50 or 60 
branches. On the other hand, while the losses of unit banks in the 
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United States, due to overbanking conditions and the present financial 
situation, have been devastating, we have no assurance that such a 
condition may not arise again under a different form of banking, as 
each generation must learn its own lesson, and human nature, as a 
rule, has never been able to capitalize 100 per cent from the mistakes 
of the past. 


BRANCH BANKS 


Advocates of the branch-banking system ignore the fact that such 
a system has never been tried in a country of 120,000,000 population, 
3,000 miles across. They ignore the tendency in this country to 
centralize control of everything, and especially of credit. I believe 
the branch-banking system would put us at the mercy of the financial 
centers. 


THE CANADIAN SYSTEM 


We hear much about the Canadian systen, which is the outgrowth 
of the British system, but we hear only the good side of it. However, 
we occasionally run across something suspicious even in these presenta- 
tions. We are told that Canada has only 11 banks, with an average 
of about 400 branches, and that there have been no failures. This 
statement is not in accordance with the record, for they have had 
numerous failures. 

An advocate of the Canadian system in a recent magazine article 
said they had had only 16 failures in 62 years. The branches are not 
counted when the Silage occur, but let us take them at their own 
statement. They have 11 banks and they have had 16 failures; that 
is more than a hundred per cent. 

We are told that these 11 Canadian bankers have during the last 
few years had a smaller percentage of failures than the banks in this 
country, and I think that is true. But we have a large number of 
banks in this country that have had no failures, and certainly we 
have one banking system here, not above referred to, that has gone 
through entirely without losses, and it has done an enormous banking 
business. The worst thing that can be said about it is that it has not 
furnished accommodation to the communities where the deposits were 
received. They have taken no risk. They have not been interested 
in building up the communities. If we had only such a system, we 
would make no progress in our development; we would slow down— 
we would come to a standstill. The system is the nearest comparable 
to the Canadian system. I have reference, of course, to the postal 
savings bank that drains the community dry of its cash. 

One of our distinguished Senators, who has spent a great deal of 
time in Canada, told me privately he believed the natural resources of 
Canada were equal to those of the United States. Their growth has 
only been one-tenth the growth of the United States. I believe we 
are much indebted to the unit banking system for this difference. 

I feel that section 19 of the Glass bill should be eliminated in its 
entirety. There is a movement on foot to control the banking indus- 
try of the United States by centralization. This movement might be 
termed not only national but international. Of late years this move- 
ment has been becoming more evident. The only way it can be ac- 
complished, apparently, is through nation-wide raeich banking and 
the complete elimination of the unit bank. 
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The unit banker has had a most prominent place in the development 
of the United States. By reason of his individualistic characteristics 
he has been able to mold himself to meet any possible situation. It 
has been through his foresight, strength of character, and belief in 
these great United States of ours that our country has become the 
foremost in commerce and industry. His endeavors have been most 
outstanding. The history of our country might have been different 
if our banking system had been controlled from Washington or New 
York. 

Our dual system of banking has been one of the great motivating 
factors in making the United States the outstanding country that it 
is to-day. Our country is too large, too widely diversified, to expect 
one banking system to be so versatile as to deal with so complex a 
situation efficiently. ‘The American people are individualistic and so 
should be our banking structure. The unit bank has a most definite 
position in our national welfare. 

Two reasons have been advanced why we should have one system 
of banking: 

First. The commerce of the United States should be financed in an 
orderly manner; must have a uniform system of banking under Fed- 
eral supervision. Our past history does not prove the necessity of 
the same. 

Second. That the Federal Government can not rely upon the vol- 
untary cooperation of State banks and trust companies for the execu- 
tion of a national policy. The record is clear that there has never 
been a time when the unit bank or the State chartered institutions 
have not upheld the hands of our Government. 

The placing of our banking structure with the now overburdened 
bureaucracy in Washington is in direct violation of the principle of 
State rights. So far no tangible evidence has been offered that the 
passage of this section would be of value to the rank and file of our 
citizenry or would meet and stabilize the present situation. We have 
always the matter of politics, change of administration, Government 
in business, which can not be overlooked. History repeats itself. 

The past several years a large amount of propaganda has been fed 
to the people endeavoring to educate them to national branch banking, 
and while the resolutions of some of our financial organizations were 
rapid in their opposition to branch banking, owing to steady pressure 
from without and within, their position has been gradually changing. 

This plan appears to be a part of the preconceived plan for the 
elimination of the unit State bank and placing the control of our 
banking structure in financial centers. Those interested in controlling 
the banking structure of our country will find it far more easy to 
handle Washington than some 19,000 different banking corporations 
scattered throughout the United States. When banking and credit 
are centralized in a few hands, it is easier for the powerful to get 
control of such corporations; in fact, Mr. Whitney, president of the 
New York Stock Exchange, testified before the Banking Committee 
that with good dollars he could “‘go out and buy every corporation 
in the world,” and there seems to be no limit to the number of good 
dollars they control. This is most true. 
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DEMANDS FOR MORE POWER 


Congress first allowed the national banks to have branches within 
the city in which they were located. The next step was to allow 
branches in metropolitan areas. Now the demand is made that we 
have what will mean nation-wide branch banking in its entirety, and 
plans have been offered which can be utilized in eliminating every 
unit bank by direct congressional action. 

It is in the interest of the United States that a banking monopoly 
should not be created. The theory of syphoning credits through a 
branch banking system has been exploded. Theoretically, it func- 
tions perfectly, until under pressure the pipe springs a leak. When 
a unit bank closes, there is merely a pop; when a system of branch 
banks closes, it is a detonation. 

We only have to look back to the history of the endeavor to renew 
the charter of the Bank of the United States with its branches in the 
then leading cities, during the Presidency of Andrew Jackson, to 
prove now, as then, that a banking monopoly headed at Washington 
is not for the best interests of the citizens of the United States. 

The placing of more power in the national banking system is dan- 
gerous. Additional powers given this system would not redound to 
its benefit, unless it is coupled with legislation that will cripple or 
eradicate our present State-chartered institutions. This fear of cen- 
tralization in the hands of a few is possibly one of the factors behind 
the popularity of State-chartered institutions, and general satisfac- 
tion of our dual system of banking. 

The following figures speak for themselves: 

On December 31, 1931, there were in the United States 194 private 
banks, 587 mutual savings banks, 546 stock savings banks, 1,245 loan 
and trust companies, and 11,240 State banks; total, 13,812. 

The national system had 6,368 banks with capital from $10,000 
up, of which less than 225 had a capital of $1,000,000 or over. 

As of the same time, national banks had on deposit $19,210,000,000, 
which included $260,000,000 of funds of the United States. While 
deposits of State-chartered institutions were $30,486,000,000, a 
difference of $11,175,000,000 in favor of State-chartered institutions. 

Now as to capital structure: State-chartered institutions had 
$175,000,000 more than national banks and a surplus of $1,700,000,000 
in excess of those of national charter. In other words, State-chartered 
institutions had more millions of surplus above the amount of surplus 
of national banks than the total aggregate of capital and national 
banks. 

Further, take the period from March 25, 1931, to December 30, 
1931. We find that during the intervening period, the deposits in 
national banks decreased $3,100,000,000, while deposits in State- 
chartered institutions decreased $3,700,000,000. The per cent of 
decrease in each instance is, national banks, 13 per cent; State banks, 8 
per cent. 

Now, further, a comparison of national bank suspensions and State 
bank suspensions: 

In 1931, prior to the figures cited above, there were 409 bank suspen- 
sions as against 161 for the year 1930, or an increase of 154 per cent. 
While the State-chartered institutions had 1,809 suspensions in 1931, 
as opposed to 1,128 in 1930, or an increase of 60 per cent, there were 
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reopened in 1931, 25 national banks and 250 State-chartered institu- 
tions,or10to1. In 1930, there were reopened five national banks and 
140 State-chartered institutions. 

Now as to deposits: Time deposits in national banks, including 
deposits of the Post Office Department in national banks on Decem- 
ber 30, 1931, were $7,594,000,000, as opposed to time deposits in 
State-chartered institutions of $18,430,000,000, or, roughly speaking, 
two and a half to one in State-chartered instututions. In the Postal 
Savings System, at the end of the last fiscal year, June 30, 1931, there 
was on deposit averaging $500 for each depositor, an aggregate of 
$347 ,000,000, an increase of $172,000,000 for the Government’s fiscal 
year. Eight hundred and ten million dollars of the deposit shrinkage 
in State-chartered institutions were in savings accounts. ‘The number 
of savings depositors decreased by one and a half million. Now, 
obviously, the million and one-half depositors who ceased having 
savings accounts in State-chartered institutions did not rush to the 
oe office, for the increase in the number of postal-savings depositors 

uring the same period was 304,000, or less than one-fifth. 


LIQUIDATING CORPORATION 


It is hoped that a liquidating corporation will be the means of more 
prompt payment to depositors of some substantial part of their equity 
as soon as a bank is closed. It is not a guaranty of bank deposits, 
though it may point in that direction and, therefore, be subject to 
much criticism. 


GUARANTEE OF DEPOSITS 


The State banking system is threatened from another angle, and 
that is the great demand now on the part of the national banks to 
have guarantee of deposits. The request is based on the plea that 
it will restore confidence, but I do not hesitate to say there are national 
banks that would like to unload their losses on the Federal Treasury, 
and among them are some large ones, and where the bank is a large 
one the taxpayer would be assuming a big burden. One of the pur- 
ee is to give the national bank a certain advantage over the State 

ank and destroy our dual system of banking. It is an indirect and 
an insidious way to do that which they dare not attempt to do directly. 

The writer believes that guarantee of deposits may sometime 
become a reality, but it is quite convincing from the experience of 
many States that tried the bank guarantee law that a more careful 
approach to the subject must be made, and certainly it must be con- 
sidered a form of insurance; therefore the two fundamental principles 
of insurance must be recognized: 

(1) No loss must be underwritten which can not be paid. 

(2) No risk should be assumed at 100 per cent value; 75 per cent 
would be a safer figure. 

The depositor who could get 75 per cent cash would be fortunate, 
indeed, compared to some of those who wait many years on the slow 
liquidation of a receiver. 

here are members of this committee who favor guaranty of bank 
deposits who would hesitate now to have the Government take over 
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bank losses and also to destroy the State banking system, for State 
banks would not be included in the program for guaranty. 

The depression, started in agricultural sections, brought down 
thousands of banks. These people have taken their losses. They 
protest against helping pay the losses that are now threatening other 
sections. 

Peter NorBEcK, 
For the Minority. 
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Mr. Grass, from the Committee on Banking and Currency, submitted 
the following 


REPORT 


(To accompany 8S. 1631] 


The Senate Committee on Banking and Currency has had under 
consideration S. 1631, ‘To provide for the safer and more effective use 
of the assets of Federal reserve banks and of national banking associ- 
ations, to regulate interbank control, to prevent the undue diversion 
of funds into speculative operations, and for other purposes,’’ and 
reports it back to the Senate with certain amendments with the 
recommendation that the bill be passed. 

The bill thus reported is similar in its main aspects to the bill 
S. 4412, which was passed by the Senate during the last session of 
Congress and which was the result of extensive hearings by a duly 
authorized subcommittee of the Banking and Currency Committee 
of the Senate and hearings by the general Banking and Currency 
Committee. The investigation of banking problems was held under 
the terms of Senate Resolution No. 71, adopted at the second session 
of the Seventy-first Congress, reading as follows: 

Resolved, That in order to provide for a more effective operation of the National 
and Federal reserve banking systems of the country the Committee on Banking 
and Currency of the Senate, or a duly authorized subcommittee thereof, be, and 
is hereby, empowered and directed to make a complete survey of the systems 
and a full compilation of the essential facts and to report the result of its findings 
as soon as practicable, together with such recommendations for legislation as 
the committee deems advisable. The inquiry thus authorized and directed is 
to comprehend specifically the administration of these banking systems witb 
respect to the use of their facilities for trading in and carrying speculative securi- 
ties; the extent of call loans to brokers by member banks for such purposes; the 
effect on the systems of the formation of investment and security t-usts; the 
desirability of chain banking; the development of branch banking as a part of 
tie national system, together with any related problems which the committee 
miy think it important to investigate. 
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For the purpose of this resolution the committee, or any duly authorized sub- 
committee thereof, is authorized to hold hearings, to sit and act at such times 
and places during the sessions and recesses of the Seventy-first and succeeding 
Congresses until the final report is submitted, to employ such clerical and other 
assistants, to require by subpoena or otherwise the attendance of such witnesses 
and the production of such books, papers, and documents, to administer such 
oaths, and to take such testimony, and make such expenditures as it deems 
advisable. The cost of such stenographic services to report such hearings shall 
not be in excess of 25 cents per hundred words. The expenses of the committee, 
which shall not exceed $15,000, shall be paid from the contingent fund of the 
Senate upon vouchers approved by the chairman. 


Acting upon the authority of the foregoing resolution the Senate 
Committee on Banking and Currency appointed a subcommittee to 
ea the inquiry, which subcommittee proceeded in three ways: 

It held hearings during the months of January and February 
of the year 1931 and at these hearings ‘iaeeaaiad numerous wit- 
nesses, representing the banking, financial, and technical elements in 
the community, who either indicated a desire to be heard or were 
invited by the committee as probably possessing information that 
would be valuable. 

2. Inquiries were made among a select list of representative banks 
by the method of questionnaires. Lists of questions were carefully 
formulated by experts and transmitted to the banks; and, in nearly 
all cases, replies of a full and complete description were forwarded 
by the latter. These have been carefully analyzed and the result 
published as appendixes to the hearings. 

3. Statistical and other investigations were conducted by inves- 
tigators attached to the committee; and their results reported and 
published in connection with the héarings. In addition, reports on 
topics of a technical nature calling for special inquiry were placed 
before the committee. 

In addition to the foregoing the committee carried on an extensive 
correspondence and received numerous suggestions, recommendations, 
and other presentations of argument or evidence. It also received 
various drafts of proposed legislation, and gave due consideration to 
all. It found, however, that public opinion was in an indeterminate 
condition on the whole subject, and felt that. immediate emergencies 
were so great that it was wise to defer the preparation of a co pletely 
comprehensiv e measure for the reconstruction of our See ema SY oe 
such as had been urged by some responsible men. Hence the commit 
tee resolved to construct a bill to correct manifest immediate abuses, 
and to bring our banking system back into a stronger condition. Thus, 
for example, it seems to be the consensus of opinion among banking 
authorities that the United States will never have a complete and 
strong system until such time as it shall succeed in fully harmonizing 
and adjusting State and Federal laws on banking questions. This 
might involve a constitutional amendment or some equally far-reach- 
ing measure necessitating a long postponement of action. 

The immediate measures of reform and rectification dre, how- 
ever, quite important. They include the correction of evils which 
reached a peak of danger in 1929 and abuses which have gradually 
grown up within the banking system itself. Immediate dangers and 
emergencies have been of so pressing a ndture as to throw into the 
background many of the evils which have previously been recognized 
and to divert discussion from causes to the immediate effects of what 
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was done in recent years. It is, therefore, needful to consider at 
some length the general background of the banking conditions which 
culminated in the breakdown of 1929. 


INFLATION OF BANK CREDIT 


There seems to be no difference of opinion with reference to the 
statement that the years after 1925, and indeed to a smaller extent 
those preceding that date and subsequent to 1922, were years of a 
very great inflation of bank credit—as well as of commercial credit 
and, especially in the later years, of business. By inflation, in the 
sense in which that word is here used, is meant the increase of bank 
liabilities, usually demand liabilities, in a proportion or degree mate- 
rially greater than the rate of increase indicated by the requirements 
of a gradual growth of business transactions involving the produc- 
tion and distribution of goods—in a degree or ratio, therefore, greater 
than that in which the need for media of exchange had grown— 
usually accompanied by corresponding changes in liquidity. By way 
of demonstration or illustration of this statement in very brief form, 
we may simply cite the enlargement of deposit liabilities of the banks 
during the past few years prior to 1929 and the great subsequent 
enlargement of investments and frozen loans. This growth was not 
paralleled by any similar enlargement of the demand for means of 
exchange, as is suggested by the various indexes reflecting the rate 
of production. 

Inflation was also indicated by the uses to which the credit thus 
established was put and the advance in prices thereby brought about. 
It is now evident that the increase in deposit credit on the part of 
the banks already described was largely used in three ways: (1) In 
the carrying and inflating of the prices of securities, especially com- 
mon stocks, (2) in the overdevelopment of real estate and real estate 
enterprises, and (3) in the upbuilding of a large capital equipment 
paid for with short-term accommodation but not funded at the time 
into longer-term loans 


BEARINGS ON CREDIT EXPANSION 


Analysis of the sources from which the excessive credit used in 
the stock market during past years was drawn, is a primary factor 
in determining what was really at fault in the management of bank- 
ing during the years in question. This is of special interest in con- 
nection with the so-called ‘brokers’ loans.”’ 

The loans in question are divided into two main groups, the one 
obtained from banks and bankers, while a second represents those 
obtained from ‘‘others.”” These ‘‘others’’ were corporations and 
other nonbanking lenders, including investment trusts and many 
others having funds to spare who chose to advance them for use 
in supporting securities transactions. //The question is thus naturally 
raised, Where did the “others” thus spoken of obtain their funds? 
They obtained them, of course, in substantial measure from the 
public at large through sales of new issues, which rose steadily 
through this period. In part, also, they were a result of the use of 
large war-time and post-war earnings, which were retained from 
stockholders instead of being paid out as dividends. 








4 NATIONAL AND FEDERAL RESERVE BANKING SYSTEMS 


The major source of the inflation, however, was the creation of 
new bank credit through large loans and investments by banks that 
had substantial surplus reserves, Owing to gold imports, open market 
operations of the reserve banks, etc. 


USE OF PROCEEDS OF NEW ISSUES OF SECURITIES 


A large portion of the funds obtained by these issues of securities 
from the public was unavoidably used in new construction and in 
carrying out the legitimate purposes of the businesses which thus 
obtained them from the investors of the country. Another large 
portion was, however, left over; it was not directly required for 
immediate use, the issuers of securities having overborrowed or over- 
capitalized themselves, so that they were in possession of more current 
funds than they needed. This surplus of funds went into the stock 
market and fostered excessive speculation, although it also stimu- 
lated business by being transferred to sellers of securities later on. 

Where did the public which bought the securities of such corpora- 
tions get the funds they thus supplied? Some portion of the money 
naturally same from savings and current incomes, but a larger frac- 
tion was unquestionably obtained from the banks by means of the 
security borrowings to which reference has been made at an earlier 
point. The banks were thus lending directly in unprecedentedly 
large amounts directly to brokers; but they were also lending in even 
larger amounts on collateral to the general public, which was then 
taking the funds so supplied and using them in large degree for the 
purchase of securities whose proceeds were applied to speculative 
loans in the market. The flow of funds through the hands of the 
general public into those of the corporations, and from the latter 
into the hands of brokers and dealers, who then re-lent the funds 
to the public engaged in speculation, was thus primarily the result 
of a loose banking policy which had turned from the making of loans 
on commercial paper to the making of loans on security. This policy 
was critically referred to by the Federal Reserve Board, which often 

called attention to it in its annual reports. 


THE GROWTH OF ACCEPTANCE CREDIT 


The general ease and accessibility of credit under the regime which 
existed prior to 1929 was accentuated by the issue of the instrument 
known as ‘‘the bankers’ acceptance.” Inits original purpose this form 
of lending was intended to include only unquestionably liquid obliga- 
tions, growing out of the actual sale of goods in foreign trade, so that 
the acceptance became a short-term claim payable in international 
funds, usually gold. It was this conception of the instrument which 
was originally adopted in the Federal Reserve Act, and on which 
the use of the instrument by the Federal Reserve System was founded. 
Later amendments to the reserve act, adopted during the World 
War, broadened the use of the acceptance and opened the door to the 
application of a conception of its use which was practically that of 
a finance bill—a bill drawn without reference to ~ immediately 
liquid character of a given transaction, and primarily based upon the 
general power of the parties to it to see that it was liquidated from 
some source. The use of the acceptance to supply what was called 
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“dollar exchange”, although doubtless of advantage under proper 
restrictions, undoubtedly opened a door to grave abuses, which were 
in some measure responsible for the credit difficulties that later made 
their appearance in South American finance. These difficulties, 
however, were after all comparatively minor, the real dangers of the 
acceptance being exhibited in connection with the stretching of the 
definition of various transactions so as, for instance, to include storage- 
of commodities as an incident to their moving abroad or moving from 
one market to another so that acceptances protected by such stored 
goods were regarded as acceptances made against goods actually 
moving in international trade. It was easy to pass from this view 
of the situation to another and more advanced view, wherein stored 
goods not sold during the period of the acceptance were used as 
goods properly providing a basis for renewal of the acceptance so 
that revolving acceptances or acceptances growing out of revolving 
credits became common, notwithstanding official warnings against 
them. 

Krom the domestic standpoint, it would seem clear that not a few 
banks had fallen into the habit of supplying their customers with 
funds through the issue and sale of their acceptances, without much 
regard to the question whether such acceptances were called for or 
not. That the large amount of reserve credit thus created prevented 
effective control of security loans and investments of the banks, and 
thus fostered the stock market boom, there can be little doubt. 

Through these and similar means, too, a very large commitment 
on the part of American banks taken on behalf of foreign banks came 
into existence. Germany, in particular, proved to be a great borrower 
on this score, and the total of acceptances made directly or indirectly 
in order to provide funds for foreign banks grew to unprecedented 
amounts. The effect of these transactions upon the German banks 
themselves, in leading up to the German financial collapse of July 
1931, has been carefully traced by the international committee of 
bankers which met under the chairmanship of Mr. A. H. Wiggin in 
sasle, after the breakdown of Germany, for the purpose of discussing 
ways and means of dealing with the German credit situation. 


BANK INSOLVENCIES 


Every discussion of the conditions which preceded the panic of 
1929 must make full allowance for the bank insolvencies which dur- 
ing the years after 1924 began to grow so numerous. The following 
brief tabulation furnished to another subcommittee affords the facts 
regarding bank insolvencies during the year 1931, while figures for 
earlier years were furnished by the Comptroller of the Currency 
during the hearings of the past winter, and are computed on a some- 
what different basis by the Federal Reserve Board in its monthly 
bulletin. It is obvious that bank failures, whatever may be the basis 
upon which they are computed, have reached an unprecedentedly 
high level after a long continued growth extending over a decade. 
The effect of these insolvencies prior to the panic of 1929 was two- 
fold. They tended to break down the business structure of the coun- 
try and particularly of the places and regions in which they were 
most numerous, and they tended to bring on local hoarding over large 
areas. The condition of affairs is complex, growing as it did, out of 
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a variety of conditions. Most of these circumstances have been out- 
lined in the hearings, and there is little use in further reviewing them 
at this point. For the most part they are well known. 

There should, however, be no failure to recognize the important 
role played by these insolvencies in preparing the way for the gen- 
eral breakdown of 1929. The fact that they occurred more largely 
among small banks, as has often been urged, in no way reduces 
the significance of the phenomenon. It points to a gradual disin- 
tegration of banking under present conditions and it reflects the com- 
munity’s way of gradually curing the evils complained of, though 
a lengthy and costly process. It was this tendency to bank failure 
starting 10 years ago after the depression of 1920-21 and steadily 
growing more and more pronounced, except during the boom years, 
until it reached the astonishing height touched in 1930, that has cul- 
minated in the great total of nearly 2 ,300 failures occurring in this 
country during the year 1931. This drift toward failure among banks 
laid the foundation ‘for extreme difficulties experienced during the lat- 
ter part of 1931, and necessitated the remedial measures that were 
then undertaken. During the year 1932 and the first two months of 
1933 nearly 1,850 additional banks suspended operations. Bank 
failures cannot but be regarded as one of the fundamental symptoms 
that must be given primary study in the search for remedies to be 
applied to present conditions. 


Bank suspensions 1931-33, preliminary figures 


























i ethics State-bank Nonmember 
All banks National banks members hanks 
: " ey | 
ony Deposits et Deposits irl Deposits ey Deposits 
cer ae | | a. 
Year 1931, total __---.-- | 2, 290 |$1, 759, 000,000 | 410 |$473, 000,000 | 108 |$302, 000, 000 1,772 |$984, 000, 000 
Last quarter of 1931- - 1,049 | 866, 000, 000 199 | 244,000,000 | 51 | 155,000,000 | 799 | 467,000, 000 
October, 1931__..-..-.- | 522 | 478,000,000 | 100 | 116,000,000 | 25 | 118,000,000 | 397 | 244, 000, 000 
November, 1931... ..-- | 174] 69,000, 000 35 | 28,000,000; 8| 4,000,000 131 | 37,000, 000 
December, 1931- - - --- | 353} 319,000,000 | 64 | 100,000, 000 18 | 33,000,000 | 271 | 186,000, 000 
Year 1932, total. ...--- 1,456 | 715,626,000 | 276 | 214,150,000 | 55] 55,153,000 | 1,125 | 446, 323, 000 
Last quarter of 1932.._| 345 | 151, 554,000 58 | 46, 932, 000 10 | 11,354, 000 277 | 93, 268, 000 
October, 1932_-....--- | 97] 21,899,000 20 BO0R OD bac. obsess 77 | 15, 29¢, 000 
November, 1932--- 95 46, 322,000 | 19 | 26,475,000} 6 | 3,519,000 70 | 16,328,000 
December, 1932. ---- 153 83, 333, 000 19} 13,854,000} 4 7, 835, 000 130 | 61,644, 000 
January, 1933__.....-- 237 142,719,000 | 43) 55,921,000/ 15] 14,798,000 179 | 72,000, 000 
February, 1933......--| 148 | 72,870,000 20 | 15,881,000} 7| 7,788,000 121 | 49, 201, 000 
| | 





STOCK-EXCHANGE SPECULATION 


Stock-exchange speculation in excess is often spoken of by some 
as the cause and by others as an unfortunate result of the business, 
banking, and credit conditions which culminated in the panic of 
1929. It was neither of these, but was an accompaniment or symptom 
of unsound credit and banking conditions themselves. The facts as 
to the expansion of such speculation are well known, and its history 
requires no repetition, but the major data, facts, and conclusions 
may be briefly summarized as including: (1) A steady increase in 
bank security loans and investments; (2) rising price resulting from 
the increased resulting demand; (3) a sporadically enlarging vol- 
ume of stock-exchange operations and new issues made possible by 
popular enthusiasm thus engendered; and, finally (4) a violently 








NATIONAL AND FEDERAL RESERVE BANKING SYSTEMS 7 


fluctuating course of prices on the stock exchange continuing until 
the whole structure fell of its own weight, resulting in the sharp 
downward movement which began in the autumn of 1929 and has 
been followed by sporadic collapses at various times since. 


INFLUENCE OF PUBLIC FINANCE 


It must be noted, in reviewing the situation which preceded the 
panic of 1929, that methods then adopted in connection with public 
finance had a very substantial share in bringing on the collapse of 
that year. Almost all governments both here and abroad have per- 
mitted themselves to overborrow on short term. When such borrow- 
ing has been effected at banks, as has been the case in most instances, 
the result has been to add to inflation by getting the banks to carry 
as credit what was really long-term capital investment. In the 
United States very low money, the result of exceptionally low interest 
and discount rates, rendered it possible to effect such borrowing on 
a very economical basis. The result was the extended use of the 
banks for the purpose of carrying unfunded public debt, often in 
the = tation that such debt would be shortly funded and could 
be so funded at any time determined upon by the borrowing gov- 
ernment as suitable. The growth of very large public-bond hold- 
ings, including not only the obligations of the Umted States but of 
various States and cities, operated strongly to limit the banks’ 
liquidity by engaging their funds in what were really long-term 
investments. From the outbreak of the panic and during the sub- 
sequent depression there was never a favorable time for Tefunding, 
and the result has been to leave many banks with unduly large burdens 
of public bonds. So far as Federal reserve banks were concerned, 
the fact that the obligations of the Federal Government could always 
be used to protect member-bank borrowings inevitably tended to 
encourage such members in developing frozen portfolios. 


REAL-ESTATE INFLATION 


One element which deserves special notice in any study of pre- 
panic conditions is afforded by real-estate inflation and speculation. 
It is not possible to find authoritative statements of the growth of 
the volume of real-estate loans and security investment in the port- 
folios of the banks and elsewhere, but the general facts in the case 
are clearly enough known. The immense increase in the volumes of 
real-estate bond issues and of real-estate mortgages both in banks 
and among the holdings of the financial institutions generally are 
the subject of widespread comment. What is less well recognized 
is the fact that an immense over-expansion of real-estate values was 
set in motion and that in consequence the coming on of the panic 
and their recognition that the country was “‘overbuilt’”’ added an 
element of great difficulty to the situation. This element of difficulty 
is vividly illustrated by the circumstance that many institutions now 
find themselves hopelessly embarrassed by their real-estate com- 
mitments and by the fact that rents and selling values have so 
seriously shrunk. 
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PROBLEMS OF RESERVE BANKS 


At times the Reserve banks have held an unprecedented amount of 
gold during the past two or three years and the gold stock of the country 
has occasionally been well above $5,000,000,000, so that the reserve 
percentage of the Reserve banks has been steadily high, notwith- 
standing fluctuations and a recent tendency to recede. These high 
ratios, however, have much less direct bearing upon the actual 
condition of the system than is generally supposed. The real prob- 
lem of reserves is furnished by the relationship between the outstand- 
ing deposits of the banks of the country and the gold reserve which 
the Reserve banks themselves carry. This ratio or relationship has 
shown continuous tendency to decline. The great gold movements 
of the past year and a half and the liquidation of many banks have 
somewhat changed the situation, but it has continued true that the 
ratio was inadequate while the tendency of a portion of the public to 
hoard currency has necessitated the issue of Reserve notes in large 
volumes with corresponding shrinkage of the so-called “free gold’’ 
available. During the three years before the collapse of 1929 unduly 
low discount rates were a cause of danger to Reserve banks. They 
have been viewed by some banking authorities as a chief cause of the 
difficulties which compelled Great Britain to abandon the gold stand- 
ard in the summer of 1931. The question of reserve policy is an 
involved and complex one on which your committee took much 
testimony and also pursued an extended study whose oe are 


stated, in the words of the Reserve banks themselves, in part 6 of 
the hearings (appendix). So fully are the facts there sadtaael and 


so authoritatively are they stated by the Reserve-bank authorities 
that it has not been thought necessary to enlarge more fully upon 
the situation in this report. 


CONDITION OF MEMBER BANKS 


The outstanding development in the commercial banking system 
during the prepanic period was the appearance of excessive security 
loans, and of overinvestment in securities of all kinds. The effects 
of this situation in changing the whole character of the banking 
problem can hardly be overemphasized. National banks were never 
intended to undertake investment banking business on a large scale, 
and the whole tenor of legislation and administrative rulings con- 
cerning them has been away from recognition of such a growth in 
the direction of investment banking as legitimate. Nevertheless 
it has continued; and a very fruitful cause “of bank failures, espe- 
cially within the past three years, has been the fact that the funds of 
various institutions have been so extensively ‘‘tied up”’ in long-term 
investments. The growth of the investment portfolio of the bank 
itself has been SHOP etuphasized in importance by the organiza- 
tion of allied or affiliated companies under State laws, through which 
even more extensive advances and investments in the security market 
could be made.} This question, like that relating to the policy and 
situation of reserve banks, has extensive ramifications which must 
be studied statistically. In order to provide material for such a 
study, the results of questionnaires addressed to a selected list of 
large banks, each possessing one or more affiliates, have been assem- 
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) in general tabular form with such explanation as is necessary 
bled in general tabular form wit h explanation is necessary 
to enable the reader to evaluate the figures thus given. They are 
presented as part 7 of the hearings (appendix). 


ANALYSIS OF PRESENT BANKING PROBLEM 


We have furnished thus far a merely descriptive account of the 
financial and credit conditions which preceded the panic of 1929. It 
now remains to consider these facts as exhibiting a distinct kind 
of banking problem and to inquire in what way remedies for it may 
be found. Specific conditions which stand out as requiring some 
remedy are therefore taken under consideration, as follows: 

Bank loans and their uses.Alt is evident from what hus heen 
said that the underlying factor in the whole prepanic situation was 
excessive use of bank credit. The question of ‘‘excess’’ is a question 
of judgment and can only be determined by noting in specific terms 
the forms it has taken and the remedies to be applied to them. 

(a) The excessive use of bank credit in making loans for the pur- 
pose of stock speculation, or, more generally stated, for the excessive 
carrying of securities with borrowed money, was generally admitted 
vefore the panic of 1929, and almost universally since that time, to 
have been one of the sources of major difficulty, far exceeding in its 
scope any total that could be reasonably asked for as a basis for 
the financing of legitimate investment business.’ Under this same 
topic, too, must be mentioned the so-called ‘“‘ brokers’ loans.’”’ These 
are merely a special form of securities loan in which a bank or com- 
mercial corporation or other enterprise advances funds through an 
intermediary—the broker—instead of lending direct; an excessive 
volume of brokers’ loans must be considered in the light of the total 

volume of security loans outstanding. The category of brokers’ loans 
obtained from “others” is a separate and espec ially difficult aspect of 
this problem. 

(b) It seems clear that any remedial measure of legislation should 
seek to provide some check upon the abnormal growth of all security 
loans at banks as well as seek to limit the loans to brokers, especial) 
these teans originating with ‘“‘others.’”’ Such legislation, if t'caccusibal, 
should operate to lessen the danger of a repetition of the experience 
of 1929. Itis often suggested that control of this form of credit ought 
to be effected in some way through stock exchanges. Whatever may 
be thought of that method of approaching the subject, it is at all 
events certain that nothing of the kind would be likely to succeed 
without adeqiiate banking ¢ control, while on the other hand, banking» 
contro, lone. Ina greatly ameliorate conditions in this field ‘of credit. 

:) The line of reasoning thus us presented leads us to propose: 

(1) Legislation designed to control and limit brokers’ loans, partic- 
ularly to limit the use of funds of the Reserve banks for this purpose. 

(2) Legislation designed to restrain the diversion of bank funds 
to an undue degree into direct loans upon securities whether to 
brokers or to others. Te 

(3) Legislation intended to prevent, so far as legislation can, 
spec ‘ulative market Toans by Corporations engagéd in industrial or 
business enterprises. re 

Banking affiliates—There seems to be no doubt anywhere that 
a large factor in ‘the overdevelopment of security loans, and in the 
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dangerous use of the resources of bank depositors for the purpose of 
making speculative profits and incurring the danger of hazardous 
losses, has been furnished by perversions of the national banking and 
State banking laws, and that, as a result, machinery has been created 
which tends toward danger in several directions. 

(a) The greatest of such dangers is seen in the growth of “bank 
affiliates”? which devote themselves in many cases to perilous under- 
writing operations, stock speculation, and maintaining a market 
for the banks’ own stock often largely with the resources of the par- 
ent bank. This situation was never contemplated by the National 
Banking Act, and it would, therefore, appear that the affiliate sys- 
tem calls for the establishment of some legislative provisions designed 
to deal with the situation. It has been suggested from many quarters 
that the affiliate system be simply, ‘‘abolished.” This suggestion 
has much authority behind it, but, in addition to the manifest diffi- 
culty of enforcement, owing to the existence of well-known subter- 
fuges to maintain control, there remains the question whether it 
would be of much real service so long as State legislation permits the 
growth of affiliates in connection with State banks and trust com- 
panies. The committee has, therefore, determined to present pro- 
posed legislation aimed at the following objects: 

(1) To separate as far as possible national and member banks 
from affiliates of all kinds. 

(2) To limit the amount of advances or loans which can be ob- 
tained by affiliates from the parent institutions with which they are 
connected. 

(3) To install a satisfactory examination of affiliates, working 
simultaneously with the present system of examination applicable 
to the parent banks. 

(b) Group banking.—Closely allied in many points of similarity 
with the affiliate system is the plan of group banking in operation in 
some parts of the United States, working, 1n a few cases, on a large 
scale. In this system a holding company is organized under State 
law and proceeds to buy a majority of the stock of a series of banks, 
operating them thereafter through the holding company. In this 
way in some districts such holding companies control the reserve 
bank of the district through ownership of enough banks to carry an 
election. The difference between this plan and the affiliate system 
itself is that in the one banks are owned by a State-organized hold- 
ing company, while in the other State-organized companies (affili- 
ates) are owned by a national bank’s stockholders, or in some cases 
directly by trust companies, under some form of law which amounts 
to ownership by the parent bank itself. (The evils of indirect control 
are similar in the two cases, and they may lead to similar abuses, as 
is seen when it is noted that holding companies also usually control 
companies organized for security financing. However, such com- 
panies have in some parts of the United States become well rooted, 
and the difficulty of eliminating or abolishing them in any effective 
way is similar to the difficulty of eliminating or abolishing the affiliates 
of city banks. It is, therefore, thought best to attempt the control 
and oversight of these companies on the following terms: 

(1) Since the companies are State corporations, Congress has no 
control over them, except that which may be voluntarily granted. 
However, since the staple of their ownership or holdings is the stock 
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of National and State member banks, it would seem that Congress 
may control the conditions under which such stocks may be owned and 
particularly voted. 

(2) The affiliates of this type (holding companies) are prohibited 
from voting the stocks of national banks unless they are willing to 
undertake to accept examination by the Federal Reserve Board, 
divest themselves of ownership of stock and bond financing con- 
cerns, and comply with regulations designed to insure their own- 
ership of sufficient free assets to make sure that they can satisfv 
the double hability of their shareholders in case any of the banks 


owned by such a company should go into the hands of receivers or 
be closed. 


oS) 


(3) It is thought that, in any event, holding companies should 
not be allowed, except in a severely limited way, to vote at elections 
of Federal Reserve bank directors, since otherwise the Federal Reserve 
bank would become merely the creature of the holding company. 
Such voting is therefore definitely restricted. 

3. Insolvency of banks.—+Within the past few years, the insolvency 

‘banks has been a major cause of distress and business difficulty 
in all parts of the country. There is no one sovereign remedy for 
this condition or tendency. It grows out of the weakness of the 
banking system and the way to correct it is, of course, to correct 
defects in the system itself. However, we believe that this tendency 
to constitutional weaknesses is to be remedied or alleviated by meas- 
ures of several sorts. These we shall briefly enumerate as follows: 

(2) Strengthening of the capital of banks. 

(6) Provisions for closer and stronger supervision. 

(c) More careful restriction of investments. 

(d) Requirements for the truthful valuation of assets. 

(e) Protection of depositors and limitation of their losses through 
a bank deposit insurance corporation- 

These provisions if acted upon i good faith by administrators 
will do something to correct the insolvency situation, but there is 
no denying the fact that our banking system is going through a 
period of great change and that the ultimate destination of the 
system is not yet fully clear. Because of that fact, provision for 
branch-banking powers under carefully qualified conditions with 
a view to making a larger experiment with branch banking is deemed 
esséntial and due provision for it is made. Specifically, what is 
proposed is the grant of power to establish branches of national 
banks not merely in the towns and cities in which they are located 
but also outside of such limits at any point within the borders of 
the State in which they exist, if such establishment is expressly author- 
ized to State banks in such State. The branches so established are 
also to be subject to the restrictions as to location imposed by the 
law of the State upon State banks and no national bank is to be per- 
mitted to establish a branch outside of the city, town, or village in 
which it is located unless it has a paid-in and unimpaired capital of 
not less than $500,000; except that in States with a population of less 
than 1,000,000 and with no cities with a population exceeding 100,000, 
the minimum capital requirement for the association is fixed at 
$250,000. 

4. Strengthening of Federal Reserve System.—The Federal Reserve 
System has been seriously impaired of recent years and has wandered 
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far away from its original function. This is the result of many 
complex conditions. Among these conditions has been the uncer- 
tainty of policy in the matter of exercising plainly authorized control 
by the central supervising authority at Washington and the tendency 
to submit rather timidly to considerations of immediate expediency. 

Among the Reserve banks themselves there has been a decidedly 
dangerous drift toward the conversion of the system into a medium 
for transacting financial rather than commercial business. Further, 
the establishment of understandings or agreements with foreign 
central and other banks, and the attempt to carry out plans and 
measures of a hazardous nature relating to discount rates and prob- 
lems of technique, have had unfortunate results. 

To reform these conditions the committee recommends: 

(a) Increase of independence of Federal Reserve Board. 

(6) Better definition of the powers of the Board with respect to 
speculative transactions, particularly as to authority over open 
market dealings, by establishing a so-called ‘‘open market committee” 
with designated authority 

(c) Definition of powers of the Board in the management of foreign 
a 

Protection of bank depositors.—The great number of banks now 
in a hands of receivers has created a situation in which a very 
large number of persons are unable > meet their obligations and 
in which many business houses are embarrassed through inability to 
get the use of their funds. In the natural course of events it would 
be a long time before these conditions are very greatly relieved 
through the liquidation of these closed banks. The continued post- 
a nt of liquidation is a very heavy burden upon a large portion 

f the community. In order to provide against a repetition of the 
sail painful experience in Which a vast sum of assets and purchas- 
ing power is ‘‘tied up”, we have recommended the creation of a 
Federal bank-deposit insurance corporation to liquidate the assets of 
closed oe banks of the Federal Reserve System and, on and 
after July 1, 1934, to insure the time and demand deposits of such 
banks whick have subscribed to stock of the corporation. 

The proposal is that this corporation shall have a capital stock 
contributed by the Federal Reserve banks to the extent of one-half 
of their surplus on January 1, 1933, or a sum of about $175,000,000, 
while each member bank shall subscribe to stock of the corporation to 
the extent of one-half of 1 percent of its total deposit liabilities, or a 
sum of approximately $175,000,000, so that the enterprise would 
have a subscribed capital from those two sources of about $350,000,000. 
In addition, it is proposed that the Government subscribe for $150,- 
000,000 of stock of the corporation, and the corporation is to be 
permitted to issue tax-exempt notes, bonds, debentures, and other 
such obligations in an amount aggregating not more than twice the 
amount of its capital. Payment of the net amount due a depositor in 
a closed member bank which has subscribed to the stock ot the cor- 
poration is to be made by the corporation up to 100 percent where 
the net amount of the deposit does not exceed $10,000. If the net 
amount of the deposit exceeds $10,000 but does not exceed $50,000, 
the corporation is to pay 75 percent of the amount of the deposit 
between these two limits, and if the net amount of the deposit exceeds 
$50,000, the corporation is to pay 50 percent of such excess. 
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. Emergency relief —One provision of the bill as first prepared which 
was senemiete das an additional means of strengthening and rendering 
useful the provisions of the Federal Reserve System and of furnishing 
emergency relief to banks in difficult straits, has already been enacted 
into law (see Public, No. 44, 72d Cong.). The general plan recommend- 
ed in this provision was founded upon the idea of joint action by 
clearing houses or groups of banks in different localities for the pur- 
pose of getting accommodation on their joint unsecured notes at the 
Federal Reserve banks up to such amount as might be held prudent; 
likewise, in exigent cases, relief was provided for individual banks. 
Such emergency credit should be retired as soon as possible, and 
therefore it seemed best to provide severe restrictions upon its use 
and duration. 


TERMS OF BILL RECOMMENDED 


Having thus outlined in general broad terms the main objects of 
the new legislation, although without endeavoring to do more than 
suggest the major features of the enactment, we think it best to 
review the actual provisions of the accompanying measure point by 
point in order to indicate the precise content of the various sections 
and their main provisions: 

Section 1.—Provides a short title for use in citation, for conven- 
ience in discussion, and for certainty of reference. 

Section 2.—Defines the language used in the bill and undertakes 
to make the meaning definite. 

Section 3.—Places general restrictions upon the operating policy 
of Federal Reserve banks with the intent to limit them to the exten- 
sion of credit for ordinary business purposes and to make plain that 
their resources are not to be used to support speculation. The 
Reserve Board is given power to oversee and direct such use of the 
resources of banks. 

This section also provides that where two or more member banks 
are affiliated with the same holding company, they may participate 
in the nomination and election of directors of the Federal Reserve 
bank in their district through one of. the banks to be designated for 
that purpose by the holding company. 

Section 4.—Amends the first paragraph of section 7 of the Federal 
Reserve Act so as to eliminate the requirement of the payment of a 
franchise tax to the United States by Federal Reserve banks. 

Section 5.—Amends section 9 of the Federal Reserve Act so as to 
extend the privileges of membership in the system to Morris Plan 
banks and other incorporated banking institutions engaged in similar 
business, and to mutual savings banks having no capital stock and 
any other banking institutions the capital of which consists of segre- 
gated weekly or other time deposits. 

Provision is also made for reports of condition of affiliates of State 
member banks and for the examination of all such affiliates by exam- 
iners selected or approved by the Federal Reserve Board. 

The section also subjects State member banks to the same limita- 
tions and conditions with respect to the purchasing, selling, under- 
writing, and holding of investment securities and stock as are appli- 
cable in the case of national banks. (See sec. 16). 

It is also provided that after three years from the date of enactment 
of the bill no certificate representing the stock of a State member 


203606 0 os 2: 
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bank shall represent the stock of any other corporation except a 
member bank or an existing corporation engaged solely in holding 
the bank premises of the bank, nor be conditioned in any manner 
whatsoever upon the ownership, sale, or transfer of a stock certificate 
of any other corporation except a member bank. This corresponds 
to the provision in section 18 which is applicable to national banks. 

Section 6.—Readjusts the term of members of the Federal Reserve 
Board so as to secure as nearly as possible the expiration of terms of 
members at equal 2-year intervals; and leaves to the Board the deter- 
mination of its own internal management policies. 

Section 7.—Confers upon the Federal Reserve Board the power to 
fix from time to time the percentage of individual member bank capital 
and surplus which may be represented by loans secured by stock or 
bond collateral. 

Section 8.—Adds a new section 12A to the Federal Reserve Act 
providing for the creation of a Federal open-market committee of 
12 members to supervise the open-market operations of the Federal 
Reserve banks and the relations of the Federal Reserve System with 
foreign banks, in accordance with regulations adopted by the Federal 
Reserve Board. This in effect legalizes and gives official recognition 
to the present open-market committee. 

This section also adds to the Federal Reserve Act a new section, 12B, 
providing for a Federal bank — insurance corporation w hich is 
to insure, on and after July 1, 1934, the time and demand deposits of 
all member banks and of all banks which have applied for member- 
ship in the system whose applications have not been acted upon. 
The insurance is to extend to 100 percent of the first $10,000 of the 
individual deposit, 75 percent of the next $40,000, and 50 percent of 
the amount in excess of $50,000; and provision is made for the ex cpe- 
ditious payment of the insurance and the winding up of the affairs 
of closed banks. The management of the corporation is vested in a 
board of five directors consisting of the Comptroller of the Currency, 
a member of the Federal Reserve Board, and three persons chosen 
annually by the governors of the 12 Reserve banks. The capitaliza- 
tion of the corporation has already been referred to. (See p. 12.) 

Section 9.—Imposes certain limitations upon advances by Federal 
Reserve banks to member banks on their 15-day promissory notes. 
It is provided that if, during the life of any such advance and despite 
an official warning of the Federal Reserve bank or the Federal Reserve 
Board to the contrary, any member bank increases its outstanding 
loans made to members of any organized stock exchange, investment 
house, or dealer in securities for the purpose of purchasing or carrying 
stocks, bonds, or other investment securities (except obligations of 
the United States) the advance to the member bank shall be imme- 
diately due and payable and the bank shall be ineligible as a borrower 
on 15-day paper for such period as the Federal Reserve Board shall 
determine. 

The section also repeals the provisions of existing law which 
empower a national banking association located in a place having : 
population of not more than 5,000 inhabitants to act as the agent 
of an insurance company. 

Section 10.—Gives the Federal Reserve Board power to supervise 
all relations and transactions of any kind entered into by Federal 
Reserve banks with foreign banks or bankers. 
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Section 11.—Prohibits member banks from acting as the medium 
or the agent of any nonbanking corporation, partnership, association, 
business trust, or individual in making loans on the security of stocks, 
bonds, and other investment securities to brokers or dealers in such 
securities. 

The section also prohibits the payment by any member bank of 
interest on demand deposits, and gives the Federal Reserve Board 
the power to regulate the rate of interest which may be paid by mem- 
ber banks on time deposits. It also amends the law relating to postal 
savings depositories so as to provide that all deposits in such deposi- 
tories shall be for a period of not less than 60 days, and that no such 
deposits may be withdrawn prior to the expiration of such 60-day 
period. 

Section 12.—Prohibits any executive officer of a member bank 
from borrowing from the bank of which he is such officer, prohibits 
member banks from making loans to their executive officers, and 
provides for the making of a written report by any executive officer 
of a member bank of the amount in which he may be indebted to 
any other member bank. Penalties are provided for the violation of 
any of the provisions of this section. 

Section 13.—Imposes certain limitations upon loans or extensions 
of credit by member banks to their affiliates and also limits the 
amount which such banks may invest in the securities of such affili- 
ates. In general, the maximum limit is 10 percent of the capital 
stock and surplus of the member bank in the case of any one affiliate 
and 20 percent of the capital stock and surplus in the case of all 
such affiliates. It is also required that each such loan or extension 
of credit be secured by collateral having a market value of at least 20 
percent more than the amount of the loan or extension or at least 10 
percent more than the amount of the loan or extension if it is secured 
by obligations of any State or political subdivision of a State. The 
provisions do not apply, however, to loans or extensions of credit 
secured by obligations of the United States, the Federal intermediate 
credit banks, the Federal land banks, or by paper eligible for redis- 
count or purchase by Federal Reserve banks. Certain types of 
affiliates are also exempted from the application of the provisions of 
this section. 

Section 14.—Adds a new section 24A to the Federal Reserve Act 
which imposes a maximum limit upon the amounts which national 
banks and State member banks may invest in bank premises or in 
the stock, bonds, debentures, or other such obligations of a corpora4 
tion holding the premises of any such bank, and the amounts which 
such banks n ay lend to any such corporation 

Section 15.—Provides that all suits of a civil nature to which any 
corporation organized under the laws of the United States shall be a 
party, arising out of transactions involving international or foreign 
banking, shall be deemed to arise under the laws of the United States, 
and the district courts of the United States are given original juris- 
diction of all such suits. It is also provided that a defendant in any 
such suit may at any time before the trial thereof remove the suit 
from a State court to a Federal district court in the same manner as 
now provided by law for the removal of other suits. 

The section also makes the same provisions with respect to juris- 
diction over all suits of a civil nature to which any Federal Reserve 
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bank shall be a party. It also prohibits the issuance of attachment 
or execution against any Federal Reserve bank or its property before 
final judgment i In any suit, action, or proceeding i in any State, county, 
municipal, or United States court. 

Section 16.—Undertakes to broaden the national banking laws by 
giving national banks all powers possessed by State banks of deposit 
and discount organized in the States in which such national banks are 
located, except in so far as they may be prohibited by Federal legis- 
lation. National banks are to be permitted to purchase and sell 
investment securities for their customers to the same extent as here- 
tofore, but hereafter they are to be authorized to purchase and sell 
such securities for their own account only under such limitations and 
restriction as the Comptroller of the Currency may prescribe, subject 
to certain definite maximum limits as to amount. The limitations as 
to dealing in investment securities are not to take effect until two 
years after the approval of the act. 

Section 17.—Provides for the amount of capital of national banks 
depending upon the population of the places where they are to be 
located and also prohibits the admission of a bank into the Federal 
Reserve System unless it possesses a paid-up unimpaired capital 
sufficient to entitle it to become a national bank. 

Section 18.—Provides for separating the certificates representing 
ownership in national banks and ownership in affiliates other than 
member banks or existing corporations engaged solely in holding the 
bank premises of the affiliated national bank so that in the future 
they will not be written upon a single certificate of ownership. This 
corresponds to the provision contained in section 5 which is applicable 
to State member banks. 

Section 19.—Provides for cumulative voting of shares of national- 
bank stock in the election of directors and for the voting of national- 
bank stock held by holding companies under voting permits obtained 
from the Federal Reserve Board. Certain limitations are imposed 
upon such holding companies which they must agree to comply with 
at the time the voting permits are obtained. These limitations relate 
chiefly to examinations, reports of condition, reserve requirements, 
and ownership and control by holding companies of organizations 
engaged in the issuance, underwriting, and distribution of securities. 
These provisions are also made applicable to holding companies 
affiliated with State member banks. (See sec. 5.) 

Section 20.—Provides for eliminating after a period of two years all 
affiliations by member banks with corporations, associations, business 
trusts, or other similar organizations engaged principally in the 
issuance, underwriting, or distribution of securities. 

Section 21.—Makes it unlawful after a period of two years (1) for 
any person or institution engaged principally in the issuance, tees 
writing, or distribution of securities, to receive deposits; and (2) for 
any person or institution other than a banking institution or private 
banker subject to examination and regulation under State or Federal 
law, to engage in the business of receiving deposits, unless such 
person or institution shall submit to examination by the Comptroller 
of the Currency or by Federal Reserve bank officials, and shall make 
and publish periodical reports of its condition. 

Section 22.—Authorizes national banks, subject to the approval of 
the Comptroller of the Currency, to establish branches at any place 
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within the limits of the city, town, or village, or at any point within 
the State in which the national bank is situated, if the establishment 
and operation are expressly authorized to State banks by the law of 
the State in question, and subject to restrictions as to location im- 
posed by such law on State banks. No such association is to be 
permitted, however, to establish a branch outside of the city, town, 
or village in which it is located unless it has a paid-in and unimpaired 
capital of not less than $500,000; except that in the case of an associa- 
tion situated in a State with a population of less than 1,000,000 and 
with no cities of more than 100,000, the required capital shall be 
$250,000. 

Section 23.—Amends the act of November 7, 1918 (relating to the 
consolidation of national banks), to the extent necessary to carry 
out the policy provided for in section 2 

The section also amends such act with respect to the property 
rights and the duties and powers of consolidated national banking 
institutions. 

Section 24.—Limits the interest that may be charged by a national 
bank to that which may be charged by local banks in the State where 
the national bank is located, or to a rate 1 percent higher than the 
discount rate on 90-day commercial paper in effect at the Federal 
Reserve bank in the district where the national bank is located, which- 
ever is greater. If no rate is fixed by State law, the maximum rate 
the national bank may charge is limited to 7 percent, or 1 percent in 
excess of such discount rate, whichever is greater. 

Section 25.—Provides that in estimating the total amount of loans 
which may be made by a national bank to a corporation, the obliga- 
tions to the bank of all subsidiaries of the corporation in which it 
owns or controls a majority interest are to be counted but it does not 
apply to obligations held by a national bank on the effective date of 
the act. 

Section 26.—Provides for reports of condition of ail types of affiliates 
of national banks. ‘This corresponds to the provisions of section 5 
which are applicable to affiliates of State member banks. 

Section 27.—Relates to the examinations of affiliates of national 
banks. There is a corresponding provision in section 5 relating: to 
affiliates of State member banks. 

Section 28.—Permits the Comptroller of the Currency to authorize 
a national bank which has been closed to resume business if the de- 
positors and unsecured creditors of the bank representing at least 85 
percent of its total deposit and unsecured credit liabilities consent in 
writing to the retention by the bank of such part of its deposits as 
the Comptroller deems necessary. 

Section 29.—Provides for the removal from office of directors and 
officers of member banks who have continued to violate the banking 
laws or who have continued unsafe and unsound banking practices 
after being warned by a Federal Reserve agent or the Comptroller 
of the Currency. 

Section 30.—Requires every member bank to have a board of direc- 
tors consisting of not less than five nor more than 25 members, and 
that every member of the board shall be a bona fide owner of stock of 
the bank having a par value of at least $2,000. 
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Section 31.—Provides that no officer or director of a member bank 
shall be an officer, director, or manager of any institution engaged 
primarily in the business of purchasing, selling, or negotiating secu- 
rities, that no member bank shall act as a correspondent bank for any 
such institution, and that no individual, partnership, corporation, or 
unincorporated association shall act as correspondent for any member 
bank unless a permit therefor is issued by the Federal Reserve Board. 
The issuance and revocation of any such permit rests with the dis- 
cretion of the Board. 

Section 32.—Amends the Clayton Act to provide that no director, 
officer, or employee of any bank, banking association, or trust com- 
pany organized or operating under the laws of the United States shall 
be at the same time a director, officer, or employee of a corporation 
or a member of a partnership which shall make loans secured by stock 
or bond collateral. 

Section 33.—Permits national banks to hold stock in corporations 
organized by them for the purpose of liquidating such of their assets 
as have been ordered liquidated by the Comptroller. 

Section 34.—Reserves the right to alter, amend, or repeal the act 
and provides for separability of its provisions in case any part of the 
act is held invalid. 

The changes which are thus suggested are considered to repre- 
sent essential matters called for in the interest of immediate im- 
provement of present conditions and the avoidance of financial 
dangers and there is none of them which can wisely be omitted. 
All afford solutions that have been indicated by investigators in 
many quarters as unavoidable and all are thought urgent for the 
purpose of correcting or eliminating actual hazards. 


O 
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Mr. SreaGauu, from the Committee on Banking¥and Currency, 
submitted the following 


REPORT 


[To accompany H.R. 5661] 


The Committee on Banking and Currency, to whom was referred 
the bill (H.R. 5661) to provide for the safer use of the assets of banks, 
to regulate interbank control, to prevent the undue diversion of 
funds into speculative operations, and for other purposes, having 
considered the same, report favorably thereon and recommend that 
the bill do pass. 


STATEMENT 


This bill provides for salutary reforms of our banking system and 
the laws governing it along three important lines. 

It makes provision for strengthening the restrictions upon banks 
and bank officers in the making of loans for speculative purposes and 
in investing bank funds. 

It makes provision for expediting the liquidation of hundreds of 
banks now in receivership, but providing for the purchase of the 
good but frozen assets belonging to such receivership, or the lending 
of funds on such assets as collateral security, so as to enable prompt 
distribution to the distressed depositors in these closed banks. 

We submit the following excerpts from the report of the Senate 
Committee on Banking and Currency on S. 1631 val atheis to provisions 
of that bill which are substantially identical with some of the pro- 
visions of the House bill as follows: 


Places general restrictions upon the operating policy of Federal Reserve banks 
with the intent to limit them to the extension of credit for ordinary business pur- 
poses and to make plain that their resources are not to be used to support specula- 
tion. The Reserve Board is given power to oversee and direct such use of the 
resources of banks. 

This section also provides that where two or more member banks are affiliated 
with the same holding company, they may participate in the nomination and 
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election of directors of the Federal Reserve bank in their district through one of 
the banks to be designated for that purpose by the holding company. 

Amends the first paragraph of section 7 of the Federal Reserve Act so as to 
eliminate the requirement of the payment of a franchise tax to the United States 
by Federal Reserve banks. 

Amends section 9 of the Federal Reserve Act so as to extend the privileges of 
membership in the system to Morris Plan banks and other incorporated banking 
institutions engaged in similar business, and to mutual savings banks having no 
capital stock and any other banking institutions the capital of which consists of 
segregated weekly or other time deposits. 

Provision is also made for reports of condition of affiliates of State member 
banks and for the examination of all such affiliates by examiners selected or 
approved by the Federal Reserve Board. 

The section also subjects State member banks to the same limitations and 
conditions with respect to the purchasing, selling, underwriting, and holding of 
investment securities and stock as are applicable in the case of national banks. 
(See sec. 16.) 

It is also provided that after 3 years from the date of enactment of the bill 
no certificate representing the stock of a State member bank shall represent the 
stock of any other corporation exeept a member bank or an existing corporation 
engaged solely in holding the bank premises of the bank, nor be conditioned in 
any manner whatsoever upon the ownership, sale, or transfer of a stock certificate 
of any other corporation except a member bank. This corresponds to the 
provision in section 18 which is applicable to national banks. 

Readjusts the term of members of the Federal Reserve Board so as to secure 
as nearly as possible the expiration of terms of members at equal 2-year inter- 
vals, and leaves to the Board the determination of its own internal management 
policies. 

Confers upon the Federal Reserve Board the power to fix from time to time 
the percentage of individual member bank capital and surplus which may be 
represented by loans secured by stock or bond collateral. 

Adds a new section, 12A, to the Federal Reserve Act providing for the crea- 
tion of a Federal open-market committee of 12 inembers to supervise the open- 
market operations of the Federal Reserve banks and the relations of the Federal 
Reserve System with foreign banks, in accordance with regulations adopted by 
the Federal Reserve Board. This in effect legalizes and gives official recognition 
to the present open-market committee. 

Imposes certain limitations upon advances by Federal Reserve banks to 
member banks on their 15-day promissory notes. It is provided that if, during 
the life of any such advance and despite an official warning of the Federal Reserve 
bank or the Federal Reserve Board to the contrary, anv member bank increases 
its outstanding loans made to members of any organized stock exchange, invest- 
ment house, or dealer in securities for the purpose of purchasing or carrying 
stocks, bonds, or other investment securities (except obligations of the United 
States) the advance to the member bank shall be immediately due and payable 
and the bank shall be ineligible as a borrower on 15-day paper for such period as 
the Federal Reserve Board shall determine. 

The section also repeals the provisions of existing law which empower a national 
banking association located in a place having a population of not more than 
5,000 inhabitants to act as the agent of an insurance company. 

Gives the Federal Reserve Board power to supervise all relations and trans- 
actions of any kind entered into by Federal Reserve banks with foreign banks or 
bankers. 
~ Prohibits member banks from acting as the medium or the agent of any non- 
banking corporation, partnership, association, business trust, or individual in 
making loans on the security of stocks, bonds, and other investment securities 
to brokers or dealers in such securities. 

The section also prohibits the payment by any member bank of interest on 
demand deposists, and gives the Federal Reserve Board the power to regulate 
the rate of interest which may be paid by member banks on time deposits. It 
also amends the law relating to postal savings depositories so as to provide that 
all deposits in such depositories shall be for a period of not less than 60 days, 
and that no such deposits may be withdrawn prior to the expiration of such 
60-day period. 

Prohibits any executive officer of a member bank from borrowing from the 
bank of which he is such officer, prohibits member banks from making loans to 
their executive officers, and provides for the making of a written report by any 
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executive officer of a member bank of the amount in which he may be indebted 
to any other member bank. Penalties are provided for the violation of any of 
the provisions of this section. 

Imposes certain limitations upon loans or extensions of credit by member 
banks to their affiliates and also limits the amount which such banks may invest 
in the securities of such affiliates. In general, the maximum limit is 10 percent 
of the capital stock and surplus of the member bank in the case of any one affiliate 
and 20 percent of the capital stock and surplus in the case of all such affiliates. 
It is also required that each such loan or extension of credit be secured by col- 
lateral having a market value of at least 20 percent more than the amount of the 
loan or extension or at least 10 percent more than the amount of the loan or exten- 
sion if it is secured by obligations of any State or political subdivision of a State. 
The provisions do not apply, however, to loans or extensions of credit secured by 
obligations of the United States, the Federal intermediate credit banks, the Fed- 
eral land banks, or by paper eligible for rediscount or purchase by Federal Reserve 
banks. Certain types of affiliates are also exempted from the application of the 
provisions of this section. 

Adds a new section 24A to the Federal Reserve Act which imposes a maximum 
limit upon the amounts which national banks and State member banks may 
invest in bank premises or in the stock, bonds, debentures, or other such obliga- 
tions of a corporation holding the premises of any such bank, and the amounts 
which such banks may lend to any such corporation. 

Provides that all suits of a civil nature to which any corporation organized 
under the laws of the United States shall be a party, arising out of transactions 
involving international or foreign banking, shall be deemed to arise under the 
laws of the United States, and the district courts of the United States are given 
original jurisdiction of all such suits. It is also provided that a defendant in any 
such suit may at any time before the trial thereof remove the suit from a State 
court to a Federal district court in the same manner as now provided by law for 
the removal of other suits. 

The section also makes the same provisions with respect to jurisdiction over 
all suits of a civil nature to which any Federal Reserve bank shall be a party. It 
also prohibits the issuance of attachment or execution against any Federal 
Reserve bank or its property before final judgment in any suit, action, or proceed- 
ing in any State, county, municipal, or United States court. 

Undertakes to broaden the national banking laws by giving national banks all 
powers possessed by State banks of deposit and discount organized in the States 
in which such national banks are located, except insofar as they may be pro- 
hibited by Federal legislation. National banks are to be permitted to purchase 
and sell investment securities for their customers to the same extent as heretofore, 
but hereafter they are to be authorized to purehase and sell such securities for 
their own account only under such limitations and restriction as the Comptroller 
of the Currency may prescribe, subject to certain definite maximum limits as to 
amount. The limitations as to dealing in investment securities are not to take 
effect until 2 years after the approval of the act. 

Provides for the amount of capital of national banks depending upon the 
population of the places where they are to be located and also prohibits the admis- 
sion of a bank into the Federal Reserve System -unless it possesses a paid-up unim- 
paired capital sufficient to entitle it to become a national bank. 

Provides for separating the certificates representing ownership in national 
banks and ownership in affiliates other than member banks or existing corpora- 
tions engaged solely in holding the bank premises of the affiliated national bank 
so that in the future they will not be written upon a single certificate of ownership. 
This corresponds to the provision contained in section 5 which is applicable to 
State member banks. 

Provides for eumulative voting of shares of national-bank stock in the election 
of directors and for the voting of national-bank stock held by holding companies 
under voting permits obtained from the Federal Reserve Board. Certain limi- 
tations are imposed upon such holding eompanies which they must agree to 
comply with at the time the voting permits are obtained. hese limitations 
relate chiefly to examinations, reports of condition, reserve requirements, and 
ownership and control by holding companies of organizations engaged in the 
issuanee, underwriting, and distribution of securities. These provisions are also 
made applicable to holding companies affiliated with State member banks. (See 
sec. 5.) 

Provides for eliminating after a period of 2 years all affiliations by member 
banks with corporations, associations, business trusts, or other similar organi- 
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zations engaged principally in the issuance, underwriting, or distribution of 
securities. 

Makes it unlawful after a period of 2 years (1) for any person or institution 
engaged principally in the issuance, underwriting, or distribution of securities, to 
receive deposits; and (2) for any person or institution other than a banking insti- 
tution or private banker subject to examination and regulation under State or 
Federal law, to engage in the business of receiving deposits, unless such person 
or institution shall submit to examination by the Comptroller of the Currency 
or by Federal Reserve bank officials, and shall make and publish periodical reports 
of its condition. 

Authorizes national banks, subject to the approval of the Comptroller of the 
Currency, to establish branches at any place within the limits of the city, town, 
or village, or at any point within the State in which the national bank is situated, 
if the establishment and operation are expressly authorized to State banks by the 
law of the State in question, and subject to restrictions as to location imposed by 
such law on State banks. No such association is to be permitted, however, to 
establish a branch outside of the city, town, or village in which it is located unless 
it has a paid-in and unimpaired capital of not less than $500,000; except that in 
the case of an association situated in a State with a population of less than 
1,000,000 and with no cities of more than 100,000, the required capital shall be 

$250,000. 

Amends the act of November 7, 1918 (relating to the consolidation of national 
banks), to the extent necessary to carry out the policy provided for in section 21. 

The section also amends such act with respect to the property rights and the 
duties and powers of consolidated national banking institutions. 

Limits the interest that may be charged by a national bank to that which may 
be charged by local banks in the State where the national bank is located, or to 
a rate 1 percent higher than the discount rate on 90- day commercial paper in 
effect at the Federal Reserve bank in the district where the national bank is 
located, whichever is greater. If no rate is fixed by State law, the maximum 
rate the national bank may charge is limited to 7 percent, or 1 percent in excess 
of such discount rate, whichever is greater. 

Provides that in estimating the total amount of loans which mmy be inade 
by a national bank to a corporation, the obligations to the bank of all subsid- 
iaries of the corporation in which it owns or controls a majority interest are to 
be counted but it does not apply to obligations held by a national bank on the 
effective date of the act. 

Provides for reports of condition of all types of affiliates of national banks. 
This corresponds to the provisions of section 5 which are applicable to affiliates 
of State member banks. 

Relates to the examinations of affiliates of national banks. There is a cor- 
responding provision in section 5 relating to affiliates of State member banks. 

Permits the Comptroller of the Currency to authorize a national bank which 
has been closed to resume business if the depositors and unsecured creditors of 
the bank representing at least 85 percent of its total deposit and unsecured credit 
liabilities consent in writing to the retention by the bank of such part of its 
deposits as the Comptroller deems necessary. 

Provides for the removal from office of directors and officers of member banks 
who have continued to violate the banking laws or who have continued unsafe 
and unsound banking practices after being warned by a Federal Reserve agent 
or the Comptroller of the Currency. 

Requires every member bank to have a board of directors consisting of not 
less than 5 nor more than 25 members, and that every member of the board shall 
be a bona fide owner of stock of the bank having a par value of at least $2,000. 

Provides that no officer or director of a member bank shall be an officer, director, 
or manager of any institution engaged primarily in the business of purchasing, sell- 
ing, or negotiating securities, that no member bank shall act as a correspondent 
bank for any such institution, and that no individual, partnership, corporation, or 
unincorporated association shall act as correspondent for any member bank 
unless a permit therefor is issued by the Federal Reserve Board. The issuance 
and revocation of any such permit rests with the discretion of the Board. 

Amends the Clayton Act to provide that no director, officer, or employee of any 
bank, banking association, or trust company organized or operating under the 
laws of the United States shall be at the same time a director, officer, or employee 
of a corporation or a member of a partnership which shall make loans secured by 
stock or bond collateral. 
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Permits national banks to hold stock in corporations organized by them for 
the purpose of liquidating such of their assets as have been ordered liquidated 
by the comptroller. 

Reserves the right to alter, amend, or repeal the act and provides for separa- 
bility of its provisions in case any part of the act is held invalid. 

The changes which are thus suggested are considered to represent essential 
matters called for in the interest of immediate inprovement of present conditions 
and the avoidance of financial dangers and there is none of them which can wisely 
be omitted. All afford solutions that have been indicated by investigators in 
many quarters as unavoidable and all are thought urgent for the purpose of 
correcting or eliminating actual hazards. 

The bill makes provision for insuring deposits both in national and 
other member banks and in nonmember State banks, which it is 
believed will provide absolute indemnity against loss for depositors in 
banks insured. The bill does not provide that the Government 
shall guarantee the payment of deposits; but it does provide and 
require that the banks under Government supervision and regulation 
shall mutually guarantee the deposits of each other through the 
medium of a Government controlled instrumentality designed for 
that purpose; and that the banks shall make such contributions to 
the insurance fund provided for, from time to time, as may be neces- 
sary to provide for the payment of all deposits in banks which may 
be closed; and that such contributions shall be made by the banks 
in proportion to the amount of their deposits. 

It is submitted that the guarantee of bank deposits against loss 
provided by this bill is absolute and that no specific guarantee of the 
Government is necessary to make the protection of the depositors 
complete. 

The bill provides for a Federal Bank Deposit Insurance Corpora- 
tion which shall insure all deposits of all member banks, and also of 
all State banks complying with the conditions prescribed to the extent 
of 100 percent of the first $10,000 of any deposit and 75 percent of 
the next $50,000 thereof, and 50 percent of the amount of any deposits 
in excess of $50,000. Provision is made that when a bank is closed 
the amounts of the deposits insured as herein stated shall be immedi- 
ately avaliable to the depositors through the medium of a temporary 
national bank, which shall be created to assume and discharge the 
insured deposit liabilities of the closed bank. 

The Federal Bank Deposit Insurance Corporation provided for in 
the act is to have a capital stock contributed by the Federal Reserve 
banks to the extent of one half of their surplus on January 1, 1933, 
which will amount to about $150,000,000, while each member bank 
is required to subscribe to stock in the Corporation to the extent of 
one half of 1 percent of its total deposit liabilities yielding an addi- 
tional sum of approximately $150,000,000, in addition to which the 
bill provides that the Government shall prescribe for $150,000,000 of 
stock in the Corporation, thus providing for approximately $500,000,- 
000 of original capital stock, and further provision is made that the 
Corporation may issue notes, bonds, debentures, and other similar 
obligations in an amount aggregating not more than three times the 
amount of its capital. It is further provided that whenever the net 
deposit liability of the Corporation, over and above the assets of 
closed banks, shall equal or exceed one fourth of 1 percent of the de- 
posits of the insured banks, the insured banks shall be assessed and 
required to subscribe for and pay in an additional amount of stock 
equal to one fourth of 1 percent of their deposits. 
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The bill requires that the deposits in all banks which are members 
of the Federal Reserve System shall be insured under the limitations 
before stated and provides that any State bank, or trust company 
not a member of the Federal Reserve System, with the approval of the 
State authority and after examination by and approval of the Federal 
Deposit Insurance Corporation, shall be entitled to the privileges of 
insurance provided for member banks upon agreeing to comply with 
the law and upon subscribing for the same amount of stock as would 
be required if such bank or trust company became a member bank; 
and the bill provides that the board of directors of the Federal Deposit 
Insurance Corporation whenever in its opinion any such State bank 
or trust company has failed to comply with the law, or that its con- 
tinued participation in the insurance privileges of the insurance is 
detrimental to the safe and economical performance of its duty, may 
give notice to such State bank or trust company of its findings, and 
after hearing, be ordered to require withdrawal of such bank or trust 
company from participation in the benefits of the law. 

It is believed that the bill thus makes absolutely safe and ade- 
quate provision for the protection of depositors in the thousands of 
nonmember banks, without facing any undue risk or burden upon 
the member banks. 

There are a large number of nonmember State banks. They are 
for the most part small institutions, and the aggregate of their deposit 
liabilities is comparatively small. The risk would be diffused so 
that the risks assumed in the insurance of their deposits is not large 
and can be safely assumed in accordance with the provisions of the 
bill. 

Certainly it is not necessary to call attention to the great desira- 
bility of protection against loss, to the limit of the ability of the 
Government to do so, for millions of depositors in these nonmember 
banks located in every section of the country, and providing indis- 
pensable banking accommodations and facilities for their communi- 
ties. The demand for this great reform has become Nation-wide 
and has the support of an overwhelming majority of the bankers 
themselves. There can be no resumption of normal banking without 
such legislation. Experts advise us that more than 90 percent of the 
business of the Nation is conducted with bank credit, or check cur- 
rency. The use of bank credit has declined to the vanishing point. 
The public is afraid to deposit their money in the banks, and the banks 
are afraid to employ their deposits in the extension of bank credit for 
the support of trade and commerce. Business men and investors 
are victimized by the same fear. The result is curtailment of busi- 
ness, decline in values, idleness, unemployment, bread lines, national 
depression, and distress. We must resume the use of bank credit if 
we are to find our way out of our present difficulties 

This point could not be more clearly, or forcefully stated than it 
was by Dr. Thomas Nixon Carver, professor of political economy at 
Harvard University, who in the press of April 23, 1933, said: 

Credit will not expand again until confidence is restored. Confidence will not 
return until people believe that their money is safe when in a bank or when 


invested. They will not have confidence in banks until the Government guar- 


antees bank deposits. That is a drastic measure, but nothing short of that will 
do. 


The bill submitted does not go so far as advocated by this great 
economist. The measure provides a mutual insurance plan for 
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banks. Dr. Carver together with practically all leading economists 


of the country agree that we must have some form for the protection 
of deposits. 


Along the same lines about a year ago on March 30, 1932, Prof. 
Irving Fisher, professor of economics at Yale U niversity, testifying 
before the House Banking and Currency Committee, said: 


I have never until last month made any study of guaranteeing bank deposits. 
Nevertheless, I have reached a very definite decision, and that is that—especially 
at this juncture—we need just such legislation. 

* * * * * * * 


As I diagnose the present situation, and I have been writing a book on the 
depression, and I think 1 am right, the real kink or trouble today is just what this 
bill aims to eliminate, and next to stabilization legislation it seems to me to be the 
most constructive legislation before Congress today, and with respect to the 
present emergency it is even more important than stabilization legislation. If 
you really could convince people that the member banks were safe, hoarding 
would stop overnight, and hoarding, once really stopped, that if, if the hoarded 
money were put back into banks, if would soon go on its way, to be multiplied 
by 10. 

* + * * * * *” 


In conclusion, let me say that I believe it is inevitable that our banking system 
must be thoroughly overhaule " and made safer, and that-to this end a guaranty 
system is of prime importance to help us out of this depression, which I believe 


it will do very speedily, and for the permanent interests of industry, commerce, 
and agriculture. 


Now is the time of all times for this great reform. 

In conformity with 2a of rule XIII of the House Rules, there is 
herewith printed in full the several statutes or parts thereof proposed 
to be amended showing by black brackets the omissions proposed to 


be made and showing in italics the new matter or insertions proposed 
to be made, as follows: 


{Sec. 4. Federal Reserve Act, U.S.C., title 12, sec. 301] 


Eighth. Upon deposit with the Treasurer of the United States of any bonds 
of the United States in the manner provided by existing law relating to national 
banks, to receive from the Comptroller of the Currency circulating notes in 
blank, registered and countersigned as provided by law, equal in amount to the 
par value of the bonds so deposited, such notes to be issued under the same 
conditions and provisions of law as relate to the issue of circulating notes of na- 
tional banks secured by bonds of the United States bearing the circulating privi- 
lege, except that the issue of such notes shall not be limited to the capital stock of 
such Federal Reserve bank. 

But no Federal Reserve bank shall transact any business except such as is 
incidental and necessarily preliminary to its organization until it has been 
authorized by the Comptroller of the Currency to commence business under the 
provisions of this act. 

Every Federal Reserve bank shall be conducted under the supervision and 
control of a board of directors. 

The board of directors shall perform the duties usually appertaining to the 
office of directors of banking associations and all such duties as are prescribed 
by law. 

Said board of directors shall administer the affairs of said bank fairly and 
impartially and without discrimination in favor of or against any member bank 
or banks and [shall] may, subject to the provisions of law and the orders of the 
Federal Reserve Board, extend to each member bank such discounts, advance- 
ments, and accommodations us may be safely and reasonably made with due 
regard for the claims and demands of ether member banks, the maintenance of 
sound credit conditions, and the accommodation of commerce, industry, and agricul- 
ture. The Federal Reserve Board may prescribe ’regulations further defining within 
the limitations of this act the conditions under which discounts, advancements, and 
accommodations may be extended to member banks. Each Federal reserve bank shall 
keep itself informed of the general character and amount of the loans and investments 
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of its member banks with a view to ascertaining whether undue use is being made of 
bank credit for the speculative carrying of or trading in securities, real estate, or 
commodities, or for any other purpose inconsistent with the maintenance of sound 
credit conditions; and, in determining whether to grant or refuse advances, rediscounts 
or other credit accommodations, the Federal reserve bank shall give consideration to 
such information. The chairman of the Federal reserve bank shall report to the 
Federal Reserve Board any such undue use of bank credit by any member bank, 
together with his recommendation. Whenever, in the judgment of the Federal Reserve 
Board, any member bank is making sueh undue use of bank credit, the Board may, 
in its discretion, after reasonable notice and an opportunity for a hearing, suspend 
such bank from the use of the credit facilities of the Federal Reserve System and may 
terminate such suspension or may renew it from time to time. 


[Par. 1 of sec, 7] 


After all necessary expenses of a Federal Reserve bank shall have been paid or 
provided for, the stockholders shall be entitled to receive an annual dividend of 
6 per centum on the paid-in capital stock, which dividend shall be cumulative. 
After the aforesaid dividend claims [shall] have been fully met, the net earn- 
ings shall be paid [to the United States as a franchise tax except that the whole 
of such net earnings, including those for the year ending December 31, 1918, 
shall be paid into a surplus fund until it shall amount to 100 per centum of 
the subscribe deapital stock of such bank, and that thereafter 10 per centum of 
such net earnings shall be paid into the surplus.] into the surplus fund of the 
Federal Reserve bank. 

Sec. 9. Any bank incorporated by special law of any State, or organized under 
the general laws of any State or of the United States, including Morris Plan banks 
and other incorporated banking institutions engaged in similar business, desiring to 
become a member of the Federal Reserve System, may make application to the 
Federal Reserve Board, under such rules and regulations as it may prescribe, for 
the right to subscribe to the stock of the Federal.Reserve bank organized within 
the district in which the applying bank is located. Such application shall be for 
the same amount of stock that the applying bank would be required to subscribe 
to as a national bank. The Federal Reserve Board, subject to the provisions of 
this act and to such conditions as it may prescribe pursuant thereto may permit 
the applying bank to become a stockholder of such Federal Reserve bank. 

Any such State bank which, at the date of the approval of this act, has estab- 
lished and is operating a branch or branches in conformity with the State law, 
may retain and operate the same while remaining or upon becoming a stockholder 
of such Federal Reserve bank; but no such State bank may retain or acquire 
stock in a Federal Reserve bank except upon relinquishment of any branch or 
branches established after the date of the approval of this act beyond the limits 
of the city, town, or village in which the parent bank is situated: Provided, 
however, That nothing herein contained shall prevent any State member bank from 
establishing and operating branches in the United States or any dependency or 
insular possession thereof or in any foreign country, on the same terms and conditions 
and subject to the same limitations and restrictions as are applicable to the establish- 
ment of branches by national banks. 

In acting upon such application the Federal Reserve Board shall consider the 
financial condition of the applying bank, the general character of its management, 
and whether or not the corporate powers exercised are consistent with the purposes 
of this act 

Whenever the Federal Reserve Board shall permit the applying bank to become 
a stockholder in the Federal Reserve bank of the district its stock subscription 
shall be payable on call of the Federal Reserve Board, and stock issued to it 
shall be held subject to the provisions of this act. 

All banks admitted to membership under authority of this section shall be 
required to comply with the reserve and capital requirements of this act and to 
conform to those provisions of law imposed on national banks which prohibit 
such banks from lending on or purchasing their own stock, which relate to the 
withdrawal or impairment of their capital stock, and which relates to the pay- 
ment of unearned dividends. Such banks and the officers, agents, and em- 
ployees thereof shall also be subject to the provisions of and to the penalties 
prescribed by section fifty-two hundred and nine of the Revised Statutes and 
shall be required to make reports of condition and of the payment of dividends 
to the Federal Reserve bank of which they become a member. Not less than 
three of such reports shall be made annually on call of the Federal Reserve bank 
on dates to be fixed by the Federal Reserve Board. Failure to make such 
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reports within ten days after the date they are called for shall subject the offend- 
ing bank to a penalty of $100 a day for each day that it fails to transmit such 
report; such penalty to be collected by the Federal Reserve bank by suit or 
otherwise. 

As a condition ef membership such banks shall likewise be subject to exam- 
inations made by direction of the Federal Reserve Board or of the Federal 
Reserve bank by examiners selected or approved by the Federal Reserve Board. 

Whenever the directors of the Federal Reserve bank shall approve the ex- 
aminations made by the State authorities, such examinations and the reports 
thereof may be accepted in lieu of examinations made by examiners selected or 
approved by the Federal Reserve Board: Provided, however, That when it deems 
it necessary the Board may order special examinations by examiners of its own 
selection and shall in all cases approve the form of the report. The expenses of 
all examinations, other than those made by State authorities, may, in the dis- 
cretion of the Federal Reserve Board, be assessed against the banks examined 
and, when so assessed, shall be paid by the banks examined. Copies of the 
reports of such examinations may, in the discretion of the Federal Reserve Board, 
be furnished to the State authorities having supervision of such banks, to officers, 
directors, or receivers of such banks, and to any other proper persons. 

If at any time it shall appear to the Federal Reserve Board that a member 
bank has failed to comply with the provisions of this section or the regulations of 
the Federal Reserve Board made pursuant thereto, or has ceased to exercise 
banking functions without a receiver or liquidating agent having been appointed 
therefor, it shall be within the power of the Board after hearing to require such 
bank to surrender its stock in the Federal Reserve bank and to forfeit all rights 
and privileges of membership. The Federal Reserve Board may restore mem- 
bership upon dune proof of compliance with the conditions imposed by this section. 

Any State bank or trust company desiring to withdraw from membership in 
a Federal Reserve bank may do so, after six months’ written notice shall have been 
filed with the Federal Reserve Board, upon the surrender and cancelation of all 
of its holdings of capital stock in the Federal Reserve bank: Provided, That the 
Federal Reserve Board, in its discretion and subject to such conditions as it may 
prescribe, may waive such six months’ notice in individual cases and may permit 
any such State bank or trust company to withdraw from membership in a Federal 
Reserve bank prior to the expiration of six months from the date of the written 
notice of its intention to withdraw: Provided, however, That no Federal Reserve 
bank shall, except under express authority of the Federal Reserve Board, cancel 
within the same calendar year more than 25 per centum of its capital stock for 
the purpose of effecting voluntary withdrawals during that year. All such 
applications shall be dealt with in the order in which they are filed with the Board. 
Whenever a member bank shall surrender its stock holdings in a Federal Reserve 
bank, or shall be ordered to do so by the Federal Reserve Board, under authority 
of law, all of its rights and privileges as a member bank shall thereupon cease and 
determine, and after due provision has been made for any indebtedness due or 
to become due to the Federal reserve bank it shall be entitled to a refund of its 
cash paid subscription with interest at the rate of one-half of 1 per centum per 
month from date of last dividend, if earned, the amount refunded in no event to 
exceed the book value of the stock at that time, and shall likewise be entitled to 
repayment of deposits and of any other balance due from the Federal Reserve 
bank. 

No applying bank shall be admitted to membership in a Federal Reserve 
bank unless (a) it possesses a paid-up unimpaired capital sufficient to entitle it 
to become a national banking association in the place where it is situated under 
the provisions of the National Bank Act, or (b) it possesses a paid-up, unimpaired 
capital of at least 60 percent of the amount sufficient to entitle it to become 
a national banking association in the place where it is situated under the pro- 
visions of the National Bank Act and under penalty of loss of membership com- 
plies with rules and regulations which the Federal Reserve Board shall prescribe 
fixing the time within which and the method by which the unimpaired capital 
of such bank shall be increased out of net income to equal the capital which 
would have been required if such bank had been admitted to membership under 
the provisions of clause (a) of this paragraph: Provided, That every such rule or 
regulation shall require the applying bank to set aside annually not less than 
20 percent of its net income of the preceding year as a fund exclusively applicable 
to such capital increase 

Banks becoming members of the Federal Reserve System under authority of 
this section shall be subject to the provisions of this section and to those of this 
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act which relate specifically to member banks, but shall not be subject to exami- 
nation under the provisions of the first two paragraphs of section 5240 of the 
Revised Statutes as amended by section 21 of this act. Subject to the provisions 
of this act and to the regulations of the board made pursuant thereto, any bank 
becoming a member of the Federal Reserve System shall retain its full charter 
and statutory rights as a State bank or trust company, and may continue ta 
exercise all corporate powers granted it by the State in which it was created, 
and shall be entitled to all privileges of member banks: Provided, however, That 
no Federal Reserve bank shall be permitted to discount for any State bank or 
trust company notes, drafts, or bills of exchange of any one borrower who is 
liable for borrowed money to such State bank or trust company in an amount 
greater than that which could be borrowed lawfully from such State bank or 
trust company were it a national banking association. The Federal Reserve 
bank, as a condition of the discount of notes, drafts, and bills of exchange for 
such State bank or trust company, shall require a certificate or guaranty to the 
effect that the borrower is not liable to such bank in excess of the amount provided 
by this section, and will not be permitted to become liable in excess of this amount 
while such notes, drafts, or bills of exchange are under discount with the Federal 
reserve bank. 

It shall be unlawful for any officer, clerk, or agent of any bank admitted to 
membership under authority of this section to certify any check drawn upon such 
bank unless the person or company drawing the check has on deposit therewith 
at the time such check is certified an amount of money equal to the amount 
specified in such check. Any check so certified by duly authorized officers 
shall be a good and valid obligation against such bank, but the act of anv such 
officer, clerk, or agent in violation of this section may subject such bank to a 
forfeiture of its membership in the Federal Reserve System upon hearing by the 
Federal Reserve Board. 

All banks or trust companies incorporated by special law or organized under 
the general laws of any State, which are members of the Federal Reserve System, 
when designated for that purpose by the Secretary of the Treasury, shall be 
depositaries of public money, under such regulations as may be prescribed by 
the Secretary; and they may also be employed as financial agents of the Govern- 
ment; and they shall perform all such reasonable duties, as depositaries of public 
money and financial agents of the Government, as may be required of them. 
The Secretary of the Treasury shall require of the banks and trust companies 
thus designated satisfactory security, by the deposit of United States bonds or 
otherwise, for the safe keeping and prompt payment of the public money de- 
posited with them and for the faithful performance of their duties as financial 
agents of the Government. 

Any mutual savings bank having no capital stock, but having surplus and un- 
divided profits not less than the amount of capital required for the organization of a 
national bank in the same place, may apply for and be admitted to membership in 
the Federal Reserve System in the same manner and subject to the same provisions of 
law as State banks and trust companies, except that such savings bank shall subscribe 
for capital stock of the Federal Reserve bank in an amount equal to six-tenths of 1 per 
centum of its total deposit liabilities as shown by the most recent report of examination 
of such savings bank preceding its admission to membership. Thereafter such sub- 
scription shall be adjusted semiannually on the same percentage basis in accordance 
with rules and regulations prescribed by the Federal Reserve Board. If any mutual 
savings bank applying for membership is not permitted by the laws under which it 
was organized to purchase stock in a Federal reserve bank, it shall, upon admission 
to the system, deposit with the Federal reserve bank an amount equal to the amount 
which it would have been required to pay in on account of a subscription to capital 
stock. Thereafter such déposit shall be adjusted semiannually in the same manner 
as subscriptions for stock. Such deposit shall be subject to the same conditions with 
respect to repayment as amounts paid upon subscriptions to capital stock by other 
member banks and the Federal reserve bank shall pay interest thereon at the same rate 
as dividends are actually paid on outstanding shares of stock of such Federal reserve 
bank. If the laws under which such savings bank was organized be amended so as 
to authorize mutual savings banks to subscribe for Federal reserve bank stock such 
savings bank shall thereupon subscribe for the appropriate amount of stock in che 
Federal reserve bank, and the deposit hereinbefore provided for in lieu of payment 
upon capital stock shall be applied upon such subscription. If the laws under which 
such savings bank was organized be not amended at the next session of the legislature 
following the admission of such savings bank to membership so as to authorize mutual 
savings banks to purchase Federal reserve bank stock, or if such laws be so amended 
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and such bank fail within six months thereafter to purchase such stock, all of its rights 
and privileges as a member bank shall be forfeited and its membership in the Federal 
Reserve System shall be terminated in the manner prescribed elsewhere in this section 
with respect to State banks and trust companies. Each mutual savings bank shall 
comply with all the provisions of law applicable to State member banks and trust com- 
panies, with the regulations of the Federal Reserve Board and with the conditions of 
membership prescribed for such savings bank at the time of admission to membership, 
except as otherwise hereinbefore provided with respect to capital stock. 

Each bank admitted to membership under this section shall obtain from each of its 
affiliates other than member banks and furnish to the Federal reserve bank of its 
district and to the Federal Reserve Board not less than three reports during each year. 
Such reports shall be in such form as the Federal Reserve Board may prescribe, shall 
be verified by the oath or affirmation of the president or such other officer as may be 
designated by the board of directors of such affiliate to verify such reports, and shall 
disclose the information hereinafter provided for as of dates identical with those fixed 
by the Federal Reserve Board for reports of the condition of the affiliated member bank. 
Each such report of an affiliate shall be transmitted as herein provided at the same 
time as the corresponding report of the affiliated member bank, except that the Federal 
Reserve Board may, in its discretion, extend such time for good cause shown. Each 
such report shall contain such information as in the judgment of the Federal Reserve 
Board shall be necessary to disclose fully the relations between such affiliate and such 
bank and to enable the Board to inform itself as to the effect of such relations upon the 
affairs of such bank. The reports of such affiliates shall be published by the bank 
under the same conditions,as govern its own condition reports. 

Any such affiliated member bank may be required to obtain from any such affiliate 
such additional reports as in the opinion of its Federal reserve bank or the Federal 
Reserve Board may be necessary in order to obtain a full and complete knowledge 
of the condition of the affiliated member bank. Such additional reports shall be 
transmitted to the Federal reserve bank and the Federal Reserve Board and shall be 
in such form as the Federal Reserve Board may prescribe. 

Any such affiliated member bank which fails to obtain from any of its affiliates and 
furnish any report provided for by the two preceding paragraphs of this section shall 
be subject to a penalty of $100 for each day during which such failure continues, 
which, by direction of the Federal Reserve Board, may be collected, by suit or other- 
wise, by the Federal reserve bank of the district in which such member bank is located. 
For the purposes of this paragraph and the two preceding paragraphs of this section, 
the term ‘‘affiliate’’ shall include holding company affiliates as well as other affiliates. 

State member banks shall be subject to the same limitations and condtiions utth 
respect to the purchasing, seliing, underwriting, and holding of investment securilies 
and stock as are applicable in the case of national banks under paragraph “ Seventh”’ of 
section 5136 of the Revised Statutes, as amended. 

After two years from the date of the enactment of the Banhing Act of 1933, no certtfi- 
cate representing the stock of any State member bank shall represent the stock of any 
other corporation, except a member bank, nor shall the ownershtp, sale, or transfer of 
any ceritficate representing the stock of any such bank be conditioned tn any manner 
whatsoever upon the ownership, sale, or transfer of a certificate representing the stock 
of any other corporation, except a member bank. 

Each State member bank affiliated with a holding company affiliate shall obtain 
from such holding company affiliate, within such time as the Federal Reserve Board 
shall prescribe, an agreement that such holding company affiliate shall be subject 
to the same conditions and limitations as are applicable under section 5144 of the 
Revised Statutes, as amended, in the case of holding company affiliates of national 
banks. A copy of each such agreement shall be filed with the Federal Reserve Board. 
Upon the failure of a State member bank affiliated with a holding company affiliate 
to obtain such an agreement within the time so prescribed, the Federal Reserve Board 
shall require such bank to surrender its stock in the Federal reserve bank and to forfeit 
all rights and privileges of membership in the Federal Reserve System as provided in 
this section. Whenever the Federal Reserve Board shall have revoked the voting 
permit of any such holding company affiliate, the Federal Reserve Board may, in its 
discretion, require any or all State member banks affiliated with such holding company 
affiliate to surrender their stock in the Federal reserve bank and to forfeit all rights 
and privileges of membership in the Federal Reserve System as provided in this 
section. 

In connection with examinations of State member banks, examiners selected or 
approved by the Federal Reserve Board shall make such examinations of the affairs 
of all affiliates of such banks as shall be necessary to disclose fully the relations between 
such banks and their affiliates and the effect of such relations upon the affairs of such 
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banks. The expense of examination of affiliates of any State member bank may, 
an the discretion of the Federal Reserve Board, be assessed against such bank and, 
when so assessed, shall be paid by such bank. In the event of the refusal to give any 
information requested in the course of the examination of any such affiliate, or in the 
event of the refusal to permit such examination, or in the event of the refusal to pay 
any expense so assessed, the Federal Reserve Board may, in its discretion, require any 
or all State member banks affiliated with such affiliate to surrender their stock in the 
Federal reserve bank and to forfeit all rights and privileges of membership in the 
Federal Reserve Sustem, as provided in this section. 


(Par. 2 of sec. 10] 


The Secretary of the Treasury and the Comptroller of the Currency shall be 
ineligible during the time they are in office and for two years thereafter to hold 
any office, position, or employment in any member bank. The appointive 
members of the Federal Reserve Board shall be ineligible during the time they 
are in office and for two years thereafter to hold any office, position, or employ- 
ment in any member bank, except that this restriction shall not apply to a 
member who has served the full term for which he was appointed. [Of the six 
members thus appointed by the President one shall be designated by the President 
to serve for two, one for four, one for six, one for eight, and the balance of the 
members for ten years, and thereafter each member so appointed shall serve for 
a term of ten years, unless sooner removed for cause by the President.] Upon 
the expiration of the term of any appointive member of the Federal Reserve Board in 
office when this paragraph as amended takes effect, the President shall fix the term of 
the successor to such member at not to.exceed twelve years, as designated by the Presi- 
dent at the time of nomination, but in such manner as to provide for the expiration of 
the term of not more than one appointive member in any two-year period, and there- 
after each appointive member shall hold office for a term of twelve years from the 
expiration of the term of his predecessor. Of the six persons thus appointed, one 
shall be designated by the President as governor and one as vice governor of the 
Federal Reserve Board. The governor of the Federal Reserve Board, subject 
to its supervision, shall be [the] its active executive officer. [The Secretary of 
the Treasury may assign offices in the Department of the Treasury for the use of 
the Federal Reserve Board.J]~ Each member of the Federal Reserve Board shall 
within fifteen days after notice of appointment make and subscribe to the oath 
of office. 


]Par. 4, sec. 10] 


{The first meeting of the Federal Reserve Board shall be held in Washington, 
District of Columbia, as soon as may be after the passage of this Act, at a date 
to be fixed by the Reserve Bank Organization Committee. The Secretary of 
the Treasury shal! be ex officio chairman of the Federal Reserve Board.] The 
principal offices of the Board shall be in the District of Columbia. At meetings of 
the Board the Secretary of the Treasury shall preside as chairman, and, in his absence, 
the governor shall preside. In the absence of both the Secretary of the Treasury and 
the governor the vice governor shall preside. In the absence of the Secretary of the 
Treasury, the governor, and the vice governor the Board shall elect a member to act 
as chairman pro tempore. The Board shall determine and prescribe the manner in 
which its obligations shall be incurred and its disbursements and expenses allowed 
and paid, and may leave on deposit in the Federal Reserve banks the proceeds of 
assessments levied upon them to defray its estimated expenses and the salaries of its 
members and employees, whose employment, compensation, leave, and expenses shall 
be governed solely by the provisions of this Act, specific amendments thereof, and rules 
and regulations of the Board not inconsistent therewith; and funds derived from such 
assessments shall not be construed to be Government funds or appropriated moneys. 
No member of the Federal Reserve Board shall be an officer or director of any 
bank, banking institution, trust company, or Federal Reserve bank [Nor] 
hold stock in any bank, banking institution, or trust company; and before entering 
upon his duties as a member of the Federal Reserve Board he shall certify undér 
oath [to the Secretary of the Treasury] that he has complied with this require- 
ment, and such certification shall be filed with the secretary of the Board, whenever 
& vacancy shall occur, other than by expiration of term, among the six members 
of the Federal Reserve Board appointed by the President as above provided, a 
successor shall be appointed by the President, by and with the advice and consent 
of the Senate, to fill such vacancy, and when appointed he shall hold office for 
the unexpired term of [the member whose place he is selected to fill] his predecessor. 
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{(m) Upon the affirmative vote of not less than five of its members, the Federal 
Reserve Board shall have power to permit Federal Reserve banks to discount 
for any member bank notes, drafts, or bills of exchange bearing the signature or 
endorsement of any one borrower in excess of the amount permitted by section 
9 and section 13 of this Act, but in no case to exceed 20 per centum of the member 
bank’s capital and surplus: Provided, however, That all such notes, drafts, or 
bills of exchange discounted for any member bank in excess of the amount per- 
mitted under such sections shaJl be secured by not less than a like face amount of 
bonds or notes of the United States issued since April 24, 1917, for which the 
borrower shall in good faith prior to January 1, 1921, have paid or agreed to pay 
not less than the full face amount thereof, or certificates of indebtedness of the 
United States: Provided further, That the provisions of this subsection (m) shall 
fot be operative after October 31, 1921. 

(m) Upon the affirmative vote of not less than six of its members the Federal 
Reserve Board shall have power to fix from time to time for each Federal Reserve 
district the percentage of individual bank capital and surplus which may be repre- 
sented by loans secured by stock or bond collateral made by member banks within such 
district, but no such loan shall be made by any such bank to any person in an amount 
in excess of 10 per centum of the unimpaired capital and surplus of such bank. 
Any percentage so fixed by the Federal Reserve Board shall be subject to change from 
time to time upon ten days’ notice, and it shall be the duty of the Board to establish 
such percentages with a view to preventing the undue use of bank loans for the specu- 
lative carrying of securities. The Federal Reserve Board shall have power to direct 
any member bank to refrain from further increase of its loans secured by stock or 
bond collateral for any period up to one year under penalty of suspension of all 
rediscount privileges at Federal Reserve banks. 

Sec. 12A. (a) There is hereby created a Federal Open Market Committee (herein- 
after referred to as the ‘committee’), which shall consist of as many members as there 
are Federal Reserve districts. Each Federal Reserve bank by its board of directors 
shall annually select one member of said committee. The meetings of said com- 
mittee shall be held at Washington, District of Columbia, at least four times each year, 
upon the call of the governor of the Federal Reserve Board or at the request of any 
three members of the committee, and, in the discretion of the Board, may be attended 
by the members of the Board. 

(b) No Federal reserve bank shall engage in open-market operations under section 
14 of this Act except in accordance with regulations adopted by the Federal Reserve 
Board. The Board shall consider, adopt, and transmit to the committee and to the 
several Federal reserve banks regulations relating to the open-market transactions of 
such banks and the relations of the Federal Reserve System with foreign central or 
other foreign banks. 

(c) The time, character, and volume of all purchases and sales of paper described 
in section 14 of this Act as eligible for open-market operations shall be governed with 
a view to accommodating commerce and business and with regard to their bearing 
upon the general credit situation of the country. 

(d) If any Federal reserve bank shall decide not to participate in open-market 
operations recommended and approved as provided in paragraph (b) hereof, it shall 
file with the chairman of the committee within thirty days a notice of its decision, and 
transmit a copy, thereof to the Federal Reserve Board. 


[Par. 8, sec. 13] 


[Any Federal Reserve bank may make advances to its member banks on 
their promissory notes for a period not exceeding fifteen days at rates to be 
established by such Federal Reserve banks, subject to the review and determi- 
nation of the Federal Reserve Board, provided such promissory notes are secured 
by such notes, drafts, bills of exchange, or bankers’ acceptances as are eligible 
for rediscount or for purchase by Federal Reserve banks under the provisions 
of this Act, or by the deposit or pledge of bonds or notes of the United States.J 

Any Federal reserve bank may make advances for periods not exceeding fifteen 
days to its member banks on their promissory notes secured by the deposit or pledge 
of bonds, notes, certificates of indebtedness, or Treasury bills of the United States, 
or by the deposit or pledge of debentures or other such obligations of Federal inter- 
mediate credit banks which are eligible for purchase by Federal reserve banks under 
section 13 (a) of this Act; and any Federal reserve bank may make advances for 
periods not exceeding ninety days to its member banks on their promissory notes 
secured by such notes, drafts, bills of exchange, or bankers’ acceptances as are eligible 
for rediscount or for purchase by Federal reserve banks under the provisions of this 
Act. All such advances shall be made at rates to be established by such Federal 
reserve banks, subject to the review and determination of the Federal Reserve Board. 
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If any member bank to which any such advance has been made shall, during the life 
or continuance of such advance, and despite an official warning of the reserve bank 
of the district or of the Federal Reserve Board to the contrary, increase its outstanding 
loans secured by collateral in the form of stocks, bonds, debentures, or other such 
obligations, or loans made to members of any organized stock exchange, investment 
house, or dealer in securities, upon any obligation, note, or bill, secured or unse- 
cured, for the purpose of purchasing and/or carrying stocks, bonds, or other invest- 
ment securities (except obligations of the United States) such advance shall be 
deemed immediately due and payable, and such member bank shall be ineligible as 
a borrower at the reserve bank of the district under the provisions of this paragraph 
for such period as the Federal Reserve Board shall determine: Provided, That no 
temporary carrying or clearance loans made solely for the purpose of facilitating the 
purchase or delivery of securities offered for public subscription shall be included 
an the loans referred to in this paragraph. 

Sec. 14. Any Federal Reserve bank may, under rules and regulations pre- 
scribed by the Federal Reserve Board, purchase and sell in the open market, at 
home or abroad, either from or to domestic or foreign banks, firms, corporations, 
or individuals, cable transfers, and bankers’ acceptances and bills of exchange of 
the kinds and maturities by this act made eligible for rediscount, with or without 
the endorsement of a member bank. 

Every Federal Reserve bank shall have power 

(a) To deal in gold coin and bullion at home or abroad, to make loans thereon, 
exchange Federal Reserve notes for gold, gold coin, or gold certificates, and to 
contract for loans of gold coin or bullion, giving therefor, when necessary, accept- 
able security, including the hypothecation of United States bonds or other 
securities which Federal Reserve banks are authorized to hold; 

(b) To buy and sell, at home or abroad, bonds and notes of the United States, 
and bills, notes, revenue bonds, and warrants with a maturity from date of pur- 
chase of not exceeding six months, issued in anticipation of the collection of taxes 
or in anticipation of the receipt of assured revenues by any State, county, district, 
political subdivision, or municipality in the continental United States, including 
irrigation, drainage, and reclamation districts, such purchases to be made in 
accordance with rules and regulations rrescriked bv the Federal Reserve Board; 

(c) To purchase from member banks and to sell, with or without its indorse- 
ment, bills of exchange arising out of commercial transactions, as hereinbefore 
defined; 

(d) To establish from time to time, subject to review and determination of 
the Federal Reserve Board, rates of discount to be charged by the Federal Reserve 
bank for each class of paper, which shall be fixed with a view of accommodating 
commerce and business; 

(e) To establish accounts with other Federal Reserve banks for exchange pur- 
poses and, with the consent or upon the order and direction of the Federal Reserve 
Board and under regulations to be prescribed by said Board, to open and maintain 
accounts in foreign countries, appoint correspondents, and establish agencies in 
such countries wheresoever it may be deemed best for the purpose of purchasing, 
selling, and collecting bills of exchange, and to buy and sell, with or without its 
indorsement, through such correspondents or agencies, bills of exchange (or accep- 
tances) arising out of actual commercial transactions which have not more than 
ninety days to run, exclusive of days of grace, and which bear the signature of 
two or more responsible parties, and, with the consent of the Federal Reserve 
Board, to open and maintain banking accounts for such foreign correspondents 
or agencies. Whenever any such account has been opened or agency or corre- 
spondent has been appointed by a Federal Reserve bank, with the consent of or 
under the order and direction of the Federal Reserve Board, any other Federal 
Reserve bank may, with the consent and approval of the Federal Reserve Board, 
be permitted to carry on or conduct, through the Federal Reserve bank opening 
such account or appointing such agency or correspondent, any transaction author- 
ized by this section under rules and regulations to be prescribed by the Board; 

(f) To purchase and sell in the open market, either from or to domestic banks, 
firms, corporations, or individuals, acceptances of Federal Intermediate Credit 
Banks and of National Agricultural Credit Corporations, whenever the Federal 
Reserve Board shall declare that the public interest so requires. 

(g) The Federal Reserve Board shall exercise special supervision over all relation- 
ships and transactions of any kind entered into by any Federal reserve bank with any 
foreign bank or banker, or with any group of foreign banks or bankers, and all such 
relationships and transactions shall be subject to such regulations, conditions, and 
limitations as the Board may prescribe. No officer or other representative of any 
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Federal reserve bank shall conduct negotiations of any kind with the officers or repre- 
sentatives of any foreign bank or banker without first obtaining the permission of the 
Federal Reserve Board. The Federal Reserve Board shall have the right, in its discre- 
tion, to be represented in any conference or negotiations by such repesentative or 
representatives as the Board may designate. A full report of all conferences or 
negotiations, and all understandings or agreements arrived at or transactions agreed 
upon, and all other material facts appertaining to such conferences or negotiations, 
shall be filed with the Federal Reserve Board in writing by a duly authorized officer 
of each Federal reserve bank which shall have participated in such conferences or 
negotiations. 

Sec. 19. Demand deposits within the meaning of this Act shall comprise all 
deposits payable within thirty days, and time deposits shall comprise all deposits 
payable after thirty days, all savings accounts and certificates of deposit which 
are subject to not less than thirty days’ notice before payment, and all postal 
savings deposits. 

Every bank, banking association, or trust company which is or which becomes 
a member of any Federal Reserve bank shall establish and maintain reserve 
balances with its Federal Reserve bank as follows: 

(a) If not in a reserve or central reserve city, as now or hereafter defined, it 
shall hold and maintain with the Federal Reserve bank of its district an actual 
net balance equal to not less than seven per centum of the aggregate amount of 
its demand deposits and three per centum of its time deposits. 

(b) If in a reserve city, as now or hereafter defined, it shall hold and maintain 
with the Federal Reserve bank of its district an actual net balance equal to not 
less than ten per centum of the aggregate amount of its demand deposits and 
three per centum of its time deposits: Provided, however, That if located in the 
outlying districts of a reserve city or in territory added to such a city by the 
extension of its corporate charter, it may, upon the affirmative vote of five 
members of the Federal Reserve Board, hold and maintain the reserve balances 
specified in paragraph (a) hereof. 

(c) If in a central reserve city, as now or hereafter defined, it shall hold and 
maintain with the Federal Reserve bank of its district an actual net balance equal 
to not less than thirteen per centum of the aggregate amount of its demand 
deposits and three per centum of its time deposits: Provided, however, That if 
located in the outlying districts of a central reserve city or in territory added to 
such city by the extension of its corporate charter, it may, upon the affirmative 
vote of five members of the Federal Reserve Board, hold and maintain the reserve 
balances specified in paragraphs (a) or (b) thereof. 

No member bank shall keep on deposit with any State bank or trust company 
which is not a member bank asum in excess of ten per centum of its own paid-up 
capital and surplus. No member bank shall act as the medium or agent of a 
nonmember bank in applying for or receiving discounts from a Federal Reserve 
bank under the provisions of this act, except by permission of the Federal Reserve 
Board. 

No member bank shall act as the medium or agent of any nonbanking corporation, 
partnership, association, business trust, or individual in making loans on the security 
of stocks, bonds, and other investment securities to brokers or dealers in stocks, bonds, 
and other investment securities. Every violation of this provision by any member 
bank shall be punishable by a fine of not more than $100 per day during the con- 
tinuance of such violation; and such fine may be collected, by suit or otherwise, by the 
Federal Reserve bank of the district in which such member bank is located. 

The required balance carried by a member bank with a Federal Reserve bank 
may, under the regulations and subject to such penalties as may be prescribed 
by the Federal Reserve Board, be checked against and withdrawn by such 
member bank for the purpose of meeting existing liabilities: Provided, however, 
That no bank shall at any time make new loans or shall pay any dividends unless 
and until the total balance required by law is fully restored. 

In estimating the balances required by this act, the net difference of amounts 
due to and from other banks shall be taken as the basis for ascertaining the 
deposits against which required balances with Federal Reserve banks shall be 
determined. 

National banks, or banks organized under local laws, located in Alaska or in 
a dependency or insular possession or any part of the United States outside the 
continental United States may remain nonmember banks, and shall in that 
event maintain reserves and comply with all the conditions now provided by 
law regulating them; or said banks may, with the consent of the Reserve Board, 
become member banks of any one of the reserve districts, and shall in that event 
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take stock, maintain reserves, and be subject to all the other provisions of this: 
act. 

The Federal Reserve Board shall from time to time limit by regulation the rate of 
interest which may be paid by member banks on deposits, and may prescribe different 
rales for such payment on time and savings deposits having different maturities or 
subject to different conditions respecting withdrawal or repayment. No member 
bank shall pay any time deposit before its maturity, or waive any requirement of 
notice before payment of any savings deposit except as to all saving deposits having 
the same requirement. 

Sec. 22. (a) No member bank and no officer, director, or employee thereof 
shall hereafter make any loan or grant any gratuity to any bank examiner. 
Any bank officer, director, or employee violating this provision shall be deemed 
guilty of a misdemeanor and shall! be imprisoned not exceeding one year, or fined 
not more than $5,000, or both, and may be fined a further sum equal to the 
money so loaned or gratuity given. 

Any examiner or assistant examiner who shall accept a loan or gratuity from 
any bank examined by him, or from an officer, director, or employee thereof, or 
who shall steal, or unlawfully take, or unlawfully conceal any money, note, draft, 
bond, or security or any other property of value in the possession of any member 
bank or from any safe deposit box in or adjacent to the premises of such bank, 
shall be deemed guilty of a misdemeanor and shall, upon conviction thereof in 
any district court of the United States, be imprisoned for not exceeding one 
year, or fined not more than $5,000, or both, and may be fined a further sum 
equal to the money so loaned, gratuity given, or property stolen, and shall for- 
ever thereafter be disqualified from holding office as a national bank examiner. 

(b) No national bank examiner shall perform any other service for compensa- 
tion while holding such office for any bank or officer, director, or employee thereof. 

No examiner, public or private, shall disclose the names of borrowers or the 
collateral for loans of a member bank to other than the proper officers of such 
bank without first having obtained the express permission in writing from the 
Comptroller of the Currency, or from the board of directors of such bank, except 
when ordered to do so by a court of competent jurisdiction, or by direction of 
the Congress of the United States, or of either House thereof, or any committee 
of Congress, or of either House duly authorized. Any bank examiner violating 
the provisions of this subsection shall be imprisoned not more than one year 
or fined not more than $5,000, or both. 

(c) Except as herein provided, any officer, director, employee, or attorney of 
a member bank who stipulates for or receives or consents or agrees to receive 
any fee, commission, gift, or thing of value from any person, firm, or corpora- 
tion, for procuring or endeavoring to procure for such person, firm, or corpora- 
tion, or for any other person, firm, or corporation, any loan from or the pur- 
chase or discount of any paper, note, draft, check, or bill of exchange by such 
member bank shall be deemed guilty of a misdemeanor and shall be imprisoned 
not more than one year or fined not more than $5,000, or both. 

(d) Any member bank may contract for, or purchase from, any of its directors 
or from any firm of which any of its directors is a member, any securities or other 
property when (and not otherwise) such purchase is made in the regular course of 
business upon terms not less favorable to the bank than those offered to others 
or when such purchase is authorized by a majority of the board of directors not 
interested in the sale of such securities of property, such authority to be evi- 
denced by the affirmative vote or written assent of such directors: Provided, how- 
ever, That when any director, or firm of which any director is a member, acting 
for or on behalf of others, sells securities or other property to a member bank, the 
Federal Reserve Board by regulation may, in any or all cases, require a full dis- 
closure to be made, on forms to be prescribed by it, of all commissions or other 
considerations received, and whenever such director or firm, acting in his or its 
own behalf, sells securities or other property to the bank the Federal Reserve 
ae by regulation, may require a full disclosure of all profit realized from such 
sale. 

Any member bank may sell securities or other property to any of its directors, 
or to a firm of which any of its directors is a member, in the regular course of 
business on terms not more favorable to such director or firm than those offered 
to others, or when such sale is authorized by a majority of the board of directors 
of a member bank to be evidenced by their affirmative vote or written assent: 
Provided, however, That nothing in this subsection contained shall be construed 
as authorizing member banks to purchase or sell securities or other property. 
which such banks are not otherwise authorized by law to purchase or sell. 
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(e) No member bank shall pay to any director, officer, attorney, or employee 
a greater rate of interest on the deposits of such director, officer, attorney, or 
re than that paid to other depositors on similar deposits with such mem- 

er bank. 

(f) If the directors or officers of any member bank shall knowingly violate or 
permit any of the agents, officers, or directors of any member bank to violate 
any of the provisions of this section or regulations of the board made under 
authority thereof, every director and officer participating in or assenting to such 
violation shall be held liable in his personal and individual capacity for all dam- 
ages which the member bank, its shareholders, or any other persons shall! have 
sustained in consequence of such violation. 

(g) No executive officer of any member bank shall borrow from or otherwise become 
indebted to any member bank of which he is an executive officer, and no member bank 
shall make any loan or extend credit in any other manner to any of its own executive 
officers: Provided, That loans heretofore made to any such officer may be renewed or 
extended not more than two years from the effective date of this title, if in accord with 
sound banking practice. If any executive officer of any member bank borrow from 
or if he be or become indebted to any bank other than a member bank of which he is an 
executive officer, he shall make a written report to the chairman of the board of directors 
of the member bank of which he 1s an executive officer, stating the date and amount of 
such loan or indebtedness, the security therefor, and the purpose for which the 
proceeds have been or are to be used. Any executive officer of any member bank violat- 
ing the provisions of this paragraph shall be deemed guilty of a misdemeanor and 
shall be imprisoned not exceeding one year, or fined not more than $5,000, or both; 
and any member bank violating the provistons of this paragraph shall be oo not 
more than $10,000, and may be fined a further sum equal to the amount so loaned or 
credit so extended. 

Sgc. 24A. Hereafter no national bank, without the approval of the Comptroller of 
the Currency, and mo State member bank, without the approval of the Federal Reserve 
Board, shall (1) invest in bank premises, or in the stock, bonds, debentures, or other 
such obligations of any corporation holding the premises of such bank or (2) make 
loans to or upon the security of the stock of any such corporation, if the aggregate of 
all such inve 2 nts and loans will exceed the amount of the capital stock of such bank. 

Sec. 25. (b) Notwithstanding any other provision of law all suite of a civil nature 
at common e w or in equity to which any corporation organized under the laws of the 
United States shall be a party, arising out of transactions involving international 
or foreign banking, or banking in a dependency or insular possession of the United 
States, or out of other international or foreign financial operations, either directly 
or through the agency, ownership, or aalvel of branches or local institutions in 
dependencies or insular possessions of the United States or in foreign countries, 
shall be deemed to arise under the laws of the United States, and the di strict courts 
of the United States shall have original jurisdiction of all such suits; and any de- 
fendant in any such suit mdy, at any time before the trial thereof, remove such suits 
from. a State court into the district court of the United States for the proper district 
by following the procedure for the removal of causes otherwise provided by law. 

Notwithstanding any other provision of law, all sutts of a civil nature at common 
law or in equity to which any Federal Reserve bank shall be a party shall be deemed 
to arise under the laws of the United States, and the district courts of the United 
States shall have original jurisdiction of all such suits; and any Federal Reserve bank 
which is a defendant in any such suit may, at any time before the trial thereof, remove 
such suit from a State court into the district court of the United States for the proper 
district by following the procedure for the removal of causes otherwise provided b 
law. No attachment or execution shall be issued against any Federal Reserve bank 
or its property before final judgment in any sutt, action, or proceeding in any State, 
county, municipal, or United States court. 


[Sec. 5136] 


Seventh. To exercise by its board of directors, or duly authorized officers or 
agents, subject to law, all such incidental powers as shall be necessary to carry 
on the business of banking; by discounting and negotiating promissory notes, 
drafts, bills of exchange, and other evidences of debt; by receiving deposits; by 
buying and selling exchange, coin, and bullion; by loaning money on personal 
security; and by obtaining, issuing, and circulating notes according to the pro- 
visions of this title[: ] [ Provided, That the business of buying and selling investment 
securities shall hereafter be limited to buying and selling without recourse market- 
able obligations evidencing indebtedness of any person, copartnership, associa- 
tion, or corporation, in the form of bonds, notes and/or debentures, commonly 
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known as investment securities, under such further definition of the term ‘‘invest- 
ment securities’? as may be regulation be prescribed by the Comptroller ofthe 
Currency, and the total amount of such investment securities of any one obligor 
or maker held by such association shall at no time exceed 25 per centum of the 
amount of the capital stock of such association actually paid in and unimpaired 
and 25 per centum of its unimpaired surplus fund, but this limitation as to total 
amount shall not apply to obligations of the United States, or general obligations 
of any State or of any political subdivision thereof, or obligations issued under 
authority of the Federal Farm Loan Act: And promded further, That in carrying 
on the business commonly known as the safe deposit business no such association 
shall invest in the capital stock of a corporation organized under the law of any 
State to conduct a safe deposit business in an amount in excess of 15 per centum 
of the capital stock of such association actually paid in and unimpaired and 15 
per centum of its unimpaired surplus. 

But no association shall transact any business except such as is incidental and 
necessarily preliminary to its organization, until it has been authorized by the 
Comptroller of the Currency to commence the business of banking.]; and gener- 
ally by engaging in all forms of banking business and undertaking all types of banking 
transactions that may, by the laws of the State in which such bank is situated, be per- 
mitted to banks of deposit and discount organized and incorporated under the laws 
of such State, except insofar as they may be forbidden by the provisions of any Act 
of Congress. The business of dealing in investment securities by the association shall 
be limited to purchasing and selling such securities without recourse, solely upon the 
order, and for the account of customers, and in no case for its own account, and the 
association shall not underwrite any issue of securities: Provided, That the associa- 
tion may purchase for its own account investment securities under such limitations 
and restrictions as the Comptroller of the Currency may by regulation prescribe, but 
in no event (1) shall the total amount of any issue of investment securities of any one 
obligor or maker purchased after this section as amended takes effect and held by the 
association for its own account exceed at any time 10 per centum of the total amount 
of such issue outstanding, but this limitation shall not apply to any such issue the 
total amount of which does not exceed $100,000 and does not exceed 50 per centum of 
the capital of the association, nor (2) shall the total amount of the investment securities 
of any one obligor or maker purchased after this section as amended takes effect and 
held by the assoctation for tts own account exceed at any time 15 per centum of the 
amount of the capital stock of the assoctatton actually paid in and unimpatred and 
25 per centum of its untmpatred surplus fund. As used in this section the term 
‘investment securities’ shall mean marketable obligations evtdencing indebtedness of 
any person, copartnership, assoctatton, or corporation in the form of bonds, notes, 
and/or debentures commonly known as investment securilies under such further defint- 
tion of the term “‘tnvestment securtites’”’ as may by regulation be prescribed by the 
Comptroller of the Currency. Except as hereinafter provided or otherutse permitted 
by law, nothing herein contained shall authorize the purchase by the assoctatton of 
any shares of stock of any corporation. The limttattons heretn contained as top in- 
vestment securities shall not apply to obligations cf the United States, or obtigattons 
of any State or of any pottical subdivtston thereof, or obligations issued under au- 
thority of the Federal Farm Loan Act, as amended, or any other Acts creating Federal 
corporations: Provided, That in carrying on the business commonly known as the 
safe-deposit business the assoctation shall not invest in the cazttal stock of a corpora- 
lion organized under the law of any State to conduct a safe-depostt business in an 
amount in excess of 15 per centum of the capital stock of the association actually patd 
in and untnpatred and 15 per centum of its untmpatred surplus. 

The restra tons of this sectton as to deactng tn investment secuitites shall take effect 
two years after the date of the approval of thts Act. 

Sec. 51388 Revised Statutes. After this section as amended takes effect, no national 
banking association shall be organized with a less capital than $100,000, except 
that such associations with a capital of not less than $50,000 may, [with the 
approval of the Secretary of the Treasury,] be organized in any place the popula- 
tion of which does not exceed six thousand inhabitants. [and except that such asso- 
ciations with a capital of not less than $25,000 may, with the sanction of the 
Secretary of the Treasury, be organized.in any place the population of which does 
not exceed three thousand inhabitants.] No such association shall be organized 
in a city the population of which exceeds fifty thousand persons with a capital of 
less than $200,000, except that in the outlying districts of such a city where the 
State laws permit the organization of State banks with a capital of $100,000 or 
less, national banking associations now organized or hereafter organized may, 
with the approval of the Comptroller of the Currency, have a capital of not less 
than $100,000. 
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[Par. 10 of sec. 9.] 


No applying bank shall be admitted to membership in a Federal Reserve bank 
unless ta] it possesses a paid-up, unimpaired capital sufficient to entitle it to 
become a national banking association in the place where it is situated under the 
provisions of the National Bank Act, as amended. [or (b) it possesses a paid-up, 
unimpaired capital of at least 60 per centum of the amount sufficient to entitle it 
to become a national banking association in theeplace where it is situated under 
the provisions of the National Bank Act and, under penalty of loss of membership 
complies with rules and regulations which the Federal Reserve Board shall pre- 
scribe fixing the time within which and the method by which the unimpaired capi- 
tal of such bank shall be increased out of net income to equal the capital which 
would have been required if such bank had been admitted to membership under 
the provisions of clause (a) of this paragraph: Provided, That every such rule or 
regulation shall require the applying bank to set aside annually not less than 20 
per centum of its net income of the preceding year as a fund exclusively appli- 
cable to such capital increase.] 

Sec. 5139, Revised Statutes. The capital stock of each association shall be 
divided into shares of $100 each, or into shares of such less amount as may be pro- 
vided in the articles of association, and be deemed personal property, and transfer- 
able on the books of the association in such manner as may be prescribed in the 
bylaws or articles of association. Every person becoming a shareholder by such 
transfer shall, in proportion to his shares, succeed to all rights and liabilities of the 
prior holder of such shares; and no change shall be made in the articles of associa- 
tion by which the rights, remedies, or security of the existing creditors of the 
association shall be impaired. 

After two years from the date of the enactment of the Banking Act of 1933, no 
certificate representing the stock of any such association shall represent the stock of 
any other corporation, except a member bank, nor shall the ownership, sale, or transfer 
of any certificate representing the stock of any such association be conditioned in any 
manner whatsoever upon the ownership, sale, or transfer of a certificate representing 
the stock of any other corporation, except a member bank. 

Sec. 5197, Revised Statutes. Any association may take, receive, reserve, and 
charge on any loan or discount made, or upon any notes, bill of exchange, or 
other evidences of debt, interest at the rate allowed by the laws of the State 
Territory, or District where the bank is located, whichever may be the greater, and 
no more, except that where by the laws of any State a different rate is limited for 
banks [of issue] organized under State laws, the rate so limited shall be allowed 
for associations organized or existing in any such State under this title. When 
no rate is fixed by the laws of the State, or Territory, or District, the bank may 
take, receive, reserve, or charge a rate not exceeding 7 per centum, or 1 per 
centum in excess of the discount rate on ninety-day commercial paper in effect at the 
Federal Reserve bank in the Federal Reserve district where the bank is located, which- 
ever may be the greater, and such interest may be taken in advance, reckoning the 
days for which the note, bill, or other evidence of debt has to run. [And the 
purchase, discount, or sale of a bona fide bill of exchange, payable at another 
place than the place of such purchase, discount, or sale, at not more than the 
current rate of exchange for sight drafts in addition to the interest, shall not be 
considered as taking or receiving a greater rate of interest.] 

Sec. 8. That from and after two years from the date of the approval of this 
act no person shall at the same time be a director or other officer or employee of 
more than one bank, banking association, or trust company,.organized or oper- 
ating under the laws of the United States, either of which has deposits, capital, 
surplus, and undivided profits aggregating more than $5,000,000; and no private 
banker or person who is a director in any bank or trust company, organized and 
operating under the laws of a State, having deposits, capital, surplus, and undi- 
vided profits aggregating more than $5,000,000, shall be eligible to be a director 
in any bank or banking association organized or operating under the laws of the 
United States. The eligibility of a director, officer, or employee under the fore- 
going provisions shall be determined by the average amount of deposits, capital 
surplus, and undivided profits as shown in the official statements of such bank 
banking association, or trust company filed as provided by law during the fiscal 
year next preceding the date set for the annual election of directors, and when a 
director, officer, or employee has been elected or selected in accordance with the 
provisions of this act it shall be lawful for him to continue as such for one year 
thereafter under said election or employment. 

No bank, banking association or trust company, organized or operating under 
the laws of the United States, in any city or incorporated town or village of more 
than two hundred thousand inhabitants, as shown by the last preceding decennial 
census of the United States, shall have as a director or other officer or employee 
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any private banker or any director or other officer or employee of any other bank, 
banking association or trust company located in the same place: Provided, That 
nothing in this section shall apply to mutual savings banks not having a capital 
stock represented by shares: Provided further, That a director or other officer or 
employee of such bank, banking association, or trust company may be a director 
or other officer or employee of not more than one other bank or trust company 
organized under the laws of tke United States or any State where the entire 
capital stock of one is owned by stockholders in the other: And provided further, 
That nothing in this Act shall prohibit any private banker from being an officer, 
director, or employee of not more than two banks, banking associations, or trust 
companies, or prohibit any officer, director, or employee of any bank, banking 
association, or trust company, or any class A director of a Federal reserve bank, 
from being an officer, director, or employee of not more than two other banks, 
banking associations, or trust companies, whether organized under the laws of the 
United States or any State, if in any such case there is in force a permit therefor 
issued by the Federal Reserve Board; and the Federal Reserve Board is author- 
ized to issue such permit if in its judgment it i¢ not incompatible with the public 
interest, and to revoke any such permit whenever it finds, after reasonable notice 
and opportunity to be heard, that the public interest requires its revocation. 

Sec. 8A. That from and after the 1st day of January, 1934, no director, officer, 
or employee of any bank, banking association, or trust company, organized or operat- 
ing under the laws of the United States shall be at the same time a director, officer, 
or employee of a corporation or a member of a partnership organized for any purpose 
whatsoever which shall make loans secured by stock or bond collateral to any individual, 
association, partnership, or corporation other than its own subsidiaries. 

Sec. 4. The Federal Reserve Board shall classify the member banks of the 
district into three general groups or divisions, designating each group by number. 
Each group shall consist as nearly as may be of banks of similar capitalization. 
Each member bank shall be permitted to nominate to the chairman of the board 
of directors of the Federal Reserve bank of the district one candidate for director 
of class A and one candidate for director of class B. The candidates so nominated 
shall be listed by the chairman, indicating by whom nominated, and a copy of 
said list shall, within fifteen days after its completion, be furnished by the chair- 
man to each member bank. Each member bank by a resolution of the board 
or by an amendment to its by-laws shall authorize its president, cashier, or some 
other officer to cast the vote of the member bank in the elections of class A and 
class B directors[.]: Provided, That whenever any two or more member banks 
within the same Federal Reserve district are affiliated with the same holding company 
affiliate, participation by such member banks in any such nomination or election 
shall be confined to one of such banks, which may be designated for the purpose by 
such holding company affiliate. 

Sec. 283A. No member bank shall (1) make any loan or any extension of credit 
to, or purchase securities under repurchase agreement from, any of its affiliates, or 
(2) invest any of its funds in the capital stock, bonds, debentures, or other such obli- 
gations of any such affiliate, or (3) accept the capital stock, bonds, debentures, or other 
such obligations of any such affiliate as collateral security for advances made to any 
person, partnership, association, or corporation, tf, in the case of any such affiliate, 
the aggregate amount of such loans, extensions of credit, repurchase agreements, 
investments, and advances against such collateral security will exceed 10 per centum 
of the capital stock and surplus of such member bank, or if, in the case of all such 
affiliates, the aggregate amount of such loans, extensions of credits, repurchase agree- 
ments, investments, and advances against such collateral security will exceed 20 per 
centum of the capital stock and surplus of such member bank. 

Within the foregoing limitations, each loan or extension of credit of any kind or 
character to an affiliate shall be secured by collateral in the form of stocks, bonds, 
debentures, or other such obligations having a market value at the time of making 
the loan or extension of credit of at least 20 per centum more than the amount of the 
loan or extension of credit, or of at least 10 per centum more than the amount of the 
loan or extension of credit if it is secured by obligations of any State, or of any political 
subdivision or agency thereof: Provided, That the provisions of this paragraph shall 
not apply to loans or extensions of credit secured by obligations of the United States 
Government, the Federal intermediate credit banks, or the Federal land banks, or by 
such notes, drafts, bills of exchange, or bankers’ acceptances as are eligible for redis- 
count or for purchase by Federal Reserve banks. A loan or extension of credit to a 
director officer, clerk, or other employee or any representative of any such affiliate 
shall be deemed a loan to the affiliate to the extent that the proceeds of such loan are used 
for the benefit of, or transferred to, the affiliate. 

For the purposes of this section the term “affiliate’”’ shall include holding company 
affiliates as well as other affiliates, and the provisions of this section shall not apply 
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to any affiliate (1) engaged solely in holding the bank premises of the member bank 
with which it is affiliated, (2) engaged solely in conducting a safe-deposit business or 
the business of an agricultural credit corporation or livestock loan company, (3) in 
the capital stock of which a national banking association is authorized to invest 
pursuant to section 25 of the Federal Reserve Act, as amended, or (4) organized under 
section 25 (a) of the Federal Reserve Act, as amended; but as to any such affiliate, 
member banks shall continue to be subject to other provisions of law applicable tu 
loans by such banks and investments by such banks in stocks, bonds, debentures, or 
other such obligations. 

Sec. 5144. In all elections of directors, and in deciding all questions at meetings 
of shareholders, each shareholder shall be entitled to one vote on each share of 
stock held by him[.] ; except (1) that shares of its own stock held by a national bank 
as sole trustee shall not be voted, and shares of its own stock held by a national bank 
and one or more persons as trustees may be voted by such other person or persons, 
as trustees, in the same manner as if he or they were the sole trustee, and (2) shares 
controlled by any holding company affiliate of a national bank shall not be voted 
unless such holding company affiliate shall have first obtained a voting permit as 
Atreinafter provided, which permit is in force at the time such shares are voted. 

Shareholders may vote by proxies duly authorized in writing; but no officer, 
clerk, teller, or bookkeeper of such [association] bank shall act as proxy; and no 
shareholder whose liability is past due and unpaid shall be allowed to vote. 

For the purposes of this section shares shall be deemed to be controlled by a holding 
company affilrate if they are owned or controlled directly or indirectly by such holding 
company affiliate, or held by any trustee for the benefit of the shareholders or members 
thereof. 

Any such holding company affiliate may make application to the Federal Reserve 
Board for a voting permit entitling it to cast one vote at all elections of directors and 
in deciding all questions at meetings of shareholders of such bank on each share of 
stock controlled by it or authorizing the trustee or trustees holding the stock for its 
benefit or for the benefit of its shareholders so to vote the same. The Federal Reserve 
Board may, in its discretion, grant or withhold such permit as the public interest 
may require. In acting upon such application, the Board shall consider the financial 
condition of the applicant, the general character of its management, and the probable 
pe of the granting of such permit upon the affairs of such bank, but no such permit 
shall be granted except upon the following conditions: 

(a) Every such holding company affiliate shall, in making the application for 
such permit, agree (1) to receive, on dates identical with those fixed for the examination 
of banks with which it is affiliated, examiners duly authorized to examine such 
banks, who shall make such examinations of such holding company affiliate as shall 
be necessary to disclose fully the relations between such banks and such holding 
company affiliate and the effect of such relations upon the affairs of such banks, 
such examinations to be at the expense of the holding company affiliate so exam- 
ined; (2) that the reports of such examiners shall contain such information as shall 
be necessary to disclose fully the relations between such affiliate and such banks 
and the effect of such relations upon the affairs of such banks; (3) that such examiners 
may examine each bank owned or controlled by the holding company affiliate, both 
individually and in conjunction with other banks owned or controlled by such holding 
company affiliate; and (4) that publication of individual or consolidated statements 
of condition of such banks may be required; 

(b) After five years after the enactment of the Banking Act of 1938, every such 
holding company affiliate (1) shall possess, and shall continue to possess during 
the life of such permit, free and clear of any lien, pledge, or hypothecation of any 
nature, readily marketable assets other than bank stock in an amount not less than 
12 per centum of the aggregate par value of all bank stocks controlled by such holding 
company affiliate, which amount shall be increased by not less than 2 per centum 
per annum of such aggregate par value until such assets shall amount to 25 per 
centum of the aggregate par value of such bank stocks; and (2) shall reinvest in 
readily marketable assets other than bank stock all net earnings over and above 6 
per centum per annum on the book value of its own shares outstanding until such 
assets shall amount to such 25 per centum of the aggregate par value of all bank 
stocks controlled by it; 

(c) Notwithstanding the foregoing provisions of this section, after five years after 
the enactment of the Banking Act of 1933, (1) any such holding company affiliate 
the shareholders or members of which shall be individually and severally liable in 
proportion to the number of shares of such holding company affiliate held by them 
respectively, in addition to amounts invested therein, for all statutory liability im- 
posed on such holding company affiliate by reason of its control of shares of stock 
of banks, shall be required only to establish and maintain out of net earnings over 
and above 6 per centum per annum on the book value of its own shares outstanding 
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a reserve of readily marketable assets in an amount net less than 12 per centum of 
the aggregate par value of bank stocks controlled by it, and (2) the assets required 
by this section to be possessed by such holding company affiliate may be used by tt 
for replacement of capital in banks affiliated with it and for losses incurred in such 
banks, but any deficiency in such assets resulting from such use shall be made up 
within such period as the Federal Reserve Board may by regulation prescribe; 

(d) Every officer, director, agent, and employee of every such holding company 
affiliate shall be subject to the same penalties for false entries in any book, report, or 
statement of such holding company affiliate as are applicable to officers, directors, 
agents, and employees of member banks under section 5209 of the Revised Statutes, 
as amended; and 

(e) Every such holding company affiliate shall, in its application for such voting 
permit, (1) show that it does not own, control, or have any interest in, and is not 
participating in the management or direction of, any corporation, business, trust, 
association, or other similar organization formed for the purpose of, or engaged 
principally in, the issue, flotation, underwriting, public sale, or distribution, at whole- 
sale or retail or through syndicate participation, of stocks, bonds, debentures, notes, 
or other securities of any sort (hereinafter referred to as ‘‘securities company’’§; 
(2) agree that during the period that the permit remains in force it will not acquire 
any ownership, control, or interest in any such securities company or participate tn 
the management or direction thereof; (3) agree that if, at the time of filing the applica- 
tion for such permit, it owns, controls, or has an interest in, or is participating in 
the management or direction of, any such securities company, it will, within five 
years after the filing of such application, divest itself of its ownership, control, and 
wnterest in such securities company and will cease participating in the management 
or direction thereof, and will not thereafter, during the period that the permit remains 
in force, acquire any further ownership, control, or interest in any such securities 
company or participate in the management or direction thereof; and (4) agree that 
thenceforth it will declare dividends only out of actual net earnings. 

If at any time it shall appear to the Federal Reserve Board that any holding com- 
pany affiliate has violated any of the provisions of the Banking Act of 1933 or of 
any agreement made pursuant to this section, the Federal Reserve Board may, in 
its discretion, revoke any such voting permit after giving sixty days’ notice by reg- 
istered mail of its intention to the holding company affiliate and affording it an 
opportunity to be heard. Whenever the Federal Reserve Board shall have revoked 
any such voting permit, no national bank whose stock is controlled by the holding 
company affiliate whose permit is so revoked shall receive deposits of public moneys 
of the United States, nor shall any such national bank pay any further dividend 
to such holding company affiliate upon any shares of such bank controlled by such 
holding company affiliate. 

Whenever the Federal Reserve Board shall have revoked any voting permit as here- 
inbefore provided, the rights, privileges, and franchises of any or all national banks 
the stock of which is controlled by such holding company affiliate shall, in the discre- 
tion of the Federal Reserve Board, be subject to forfeiture in accordance with section 
2 of the Federal Reserve Act, as amended. 

Sec. 5200. Revised Statutes. The total obligations to any national banking 
association of any person, copartnership, association, or corporation shall at no 
time exceed 10 per centum of the amount of the capital stock of such association 
actually paid in and unimpaired and 10 per centum of its unimpaired surplus 
fund. The term ‘‘obligations’’ shall mean the direct: liability of the maker or 
acceptor of paper discounted with or sold to such association and the liability 
of the indoygser, drawer, or guarantor who obtains a loan from or discounts paper 
with or sells paper under his guaranty to such association and shall include in 
the case of obligations of a copartnership or association the obligations of the 
several members thereof and shall include in the case of obligations of a corpora- 
tions all obligations of all subsidiaries thereof in which such corporation owns or 
controls a majority interest. 

(b) The amendment made by this section shall not apply to such obligations of 
subsidiaries held by such association on the date this section takes effect. 

Sec. 5211. Every association shall make to the Comptroller of the Currency 
not less than three reports during each year, according to the form which may be 
prescribed by him, verified by the oath or affirmation of the president, or of the 
cashier, or of a vice president, or of an assistant cashier of the association desig- 
nated by its board of directors to verify such reports in the absence of the presi- 
dent and cashier, taken before a notary public properly authorized and commis- 
sioned by the State in which such notary resides and the association is located, 
or any other officer having an official seal, authorized in such State to administer 
oaths, and attested by the signature of at least three of the directors. Each such 
report shall exhibit, in detail and under appropriate heads, the resources and 
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liabilities of the association at the close of business on any past day by him 
specified, and shall be transmitted to the Comptroller within five days after the 
receipt of a request or requisition therefor from him; and the statement of 
resources and liabilities, together with acknowledgment and attestation in the 
same form in which it is made to the comptroller, shall be published in a news- 
paper published in the place where such association is established, or if there is 
no newspaper in the place, then in the one published nearest thereto in the same 
county, at the expense of the association; and such proof of publication shall be 
furnished as may be required by the Comptroller. The Comptroller shall also 
have power to call for special reports from any particular association whenever 
in his judgment the same are necessary in order to obtain a full and complete 
knowledge of its condition. 

Each national banking association shall obtain from each of its affiliates other than 
member banks and furnish to the Comptroller of the Currency not less than three 
reports during each year, in such form as the Comptroller may prescribe, verified by 
the oath or affirmation of the president or such other officer as may be designated by the 
board of directors of such affiliate to verify such reports, disclosing the information 
hereinafter provided for as of dates identical with those for which the Comptroller shall 
during such year require the reports of the condition of the association. For the pur- 
pose of this section the term ‘‘affiliate’’ shall include holding company affiliates as well 
as other affiliates. Each such report of an affiliate shall be transmitted to the Comp- 
troller at the same time as the corresponding report of the association, except that the 
Comptroller may, in his discretion, extend such time for good cause shown. Each 
such report shall contain such information as in the judgment of the Comptroller of 
the Currency shall be necessary to disclose fully the relations between such affiliate 
and such bank and to enable the Comptroller to inform himself as to the effect of such 
relations upon the affairs of such bank. The reports of such affiliates shall be pub- 
lished by the association under the same conditions as govern its own condition reports. 
The Comptroller shall also have power to call for additional reports with respect to 
any such affiliate whenever in his judgment the same are necessary in order to obtain 

full and complete knowledge of the conditions of the association with which it is 
affiliated. Such additional reports shall be transmitted to the Comptroller of the 
Currency in such form as he may prescribe. Any such affiliated bank which fails lo 
obtain and furnish any report required under this section shall be subject to a penalty 
of $100 for each day during which such failure continues. 

Sec. 5240. The Comptroller of the Currency, with the approval of the Secre- 
tary of the Treasury, shall appoint examiners, who shall examine every member 
bank at least twice in each calendar year and oftener if considered necessary: 
Provided, however, That the Federal Reserve Board may authorize examination 
by the State authorities to be accepted in the case of State banks and trust 
companies and may at any time direct the holding of a special examination of 
State banks or trust companies that are stockholders in any Federal Reserve 
bank. The examiner making the examination of any national bank, or of any 
other member bank, shall have power to make a thorough examination of all 
the affairs of the bank, and in doing so he shall have power to administer oaths 
and to examine any of the officers and agents thereof under oath and shall make 
a full and detailed report of the condition of said bank to the Comptroller of the 
Currency[.]: Provided, That in making the examination of any national bank the 
examiners shall include such an examination of the affairs of all its affiliates other 
than member banks as shall be necessary to disclose fully the relations between such 
bank and such affiliates and the effect of such relations upon the affairs of such bank; 
and in the event of the refusal to give any information required in the course of the 
examination of any such affiliate, or in the event of the refusal to permit such examina- 
tion, all the rights, privileges, and franchises of the bank shall be subject to forfeiture 
in accordance with section 2 of the Federal Reserve Act, as amended. The Comptroller 
of the Currency shall have power, and he is hereby authorized, to publish the report 
of his examination of any national banking association or affiliate which shall not 
within cne hundred and twenty days after notification of the recommendations or 
suggestions of the Comptroller, based on said examination, have complied with the 
same to his satisfaction. Ninety days’ notice prior to such publicity shall be given 
to the bank or affiliate. 

The examiner making the examination of any affiliate of a national bank shall 
have power to make a thorough examination of all the affairs of the affiliate, and in 
doing so he shall have power to administer oaths and to examine any of the officers, 
directors, employees, and agents thereof under oath and to make a report of his findings 
to the Comptroller of the Currency. The expense of examinations of such affiliates 
may be assessed by the Comptroller of the Currency upon the affiliates eramined in 
proportion to assets or resources held by the affiliates upon the dates of examination 
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of the various affiliates. If any such affiliate shall renee to pay such expenses or shall 
fail to do so within sixty days after the date of such assessment, then such expenses 
may be assessed against the affiliated national bank and, when so assessed, shall be 
paid by such national bank: Provided, however, That, if the affiliation is with two 
or more national banks, such expenses may be assessed against, and collected from, 
any or all of such national banks in such proportions as the Comptroller of the Cur- 
rency may prescribe. If any affiliate of a national bank shall refuse to permit an 
examiner to make an examination of the affiliate or shall refuse to give any informa- 
tion required in the course of any such examination, the national bank with which tt 
is affiliated shall be subject to a penalty of not more than $100 for each day that any 
such refusal shall continue. Such penalty may be assessed by the Comptroller,of 
the Currency and collected in the same manner as expenses of examinations. 

Sec. 9. That Postal Savings funds received under the provisions of this act 
shall be deposited in solvent banks, whether organized under National or State 
laws, being subject to National or State supervision and examination, and the 
sums deposited shall bear interest at the rate of not less than 2% per centum per 
annum, which rate shall be uniform throughout the United States and Territories 
thereof; but 5 per centum of such funds shall be withdrawn by the board of trustees 
and kept with the Treasurer of the United States, who shall be treasurer of the 
board of trustees, in lawful money as a reserve. The board of trustees shall 
take from such banks such security in public bonds or other securities, supported 
by the taxing power, as the board may prescribe, approve, and deem sufficient 
and necessary to insure the safety and prompt payment of such deposits on 
demand: Provided, That no such security shall be required in case of such part of 
the deposits as are insured under this title. 

The funds received at the Postal Savings depository offices in each city, town, 
village, and other locality shall be deposited in banks located therein (subpstanti- 
ally in proportion to the capital and surplus of each such bank) willing to receive 
such deposits under the terms of this act and the regulations made by authority 
thereof: Provided, however, If one or more member banks of the Federal Reserve 
System established by the act agnor ey December 23, 1913, exists in the city, 
town, village, or locality where the Postal Savings deposits are made, such deposité 
shall be placed in such qualified member banks substantially in proportion to the 
capital and surplus of each such bank, but if such member bathe fail to qualify 
to receive such deposits, then any other bank located therein may, as herein- 
before provided, qualify and receive the same. If no such member bank and no 
other qualified bank exists in any city, town, village, or locality, or if none where 
such deposits are made will receive such deposits on the terms prescribed, then 
such funds shall be deposited under the terms of this act in the bank most con- 
venient to such locality. If no such bank in any State or Territory is willing to 
receive such deposits on the terms prescribed, then such funds shall be deposited 
with the treasurer of the board of trustees and shall be counted in making up the 
reserve of 5 per centum. Such funds may be withdrawn from the treasurer of 
said board of trustees, and all other Postal Savings funds, or any part of such funds, 
may be at any time withdrawn from the banks and savings depository offices 
for the repayment of Postal Savings depositors when required for that purpose. 
If at any time the Postal Savings deposits in any State or Territory shall exceed 
the amount which the qualified banks therein are willing to receive under the 
terms of this act, and such excess amount is not required to make up the reserve 
fund of 5 per centum hereinbefore provided for, the board of trustees may invest 
all or ane pet of such excess amount in bonds or other securities of the United 
States. hen, in the judgment of the President, the general welfare and interests 
of the United States so require, the board of trustees may invest all or any part 
of the Postal Savings funds, except the reserve fund of 5 per centum herein 
provided for, in bonds or other securities of the United States. The board of 
trustees may in its discretion purchase from the holders thereof bonds which have 
been or may be issued under the provisions of section 10 of the act of June 25 
1910. Interest and profit accruing from the deposits or investment of Postal 
Savings funds shall be applied to the payment of interest due to Postal Savings 
depositors, as. hereinbefore provided, and the excess thereof, if any, shall be 
covered into the Treasury of the United States as a part of the postal revenue: 
Provided further, That Postal Savings funds in the treasury of said board shall be 
subject to disposition as provided in this act, and not otherwise: And provided 
further, That the board of trustees may at any time dispose of bonds held as 
Postal Savings investments and use the proceeds to meet withdrawals of deposits 
by depositors. For the purposes of this act the word “Territory” as used herein 
shall be held to include the District of Columbia, the District of Alaska. and 
Puerto Rico, and the word “bank” shall be held to include savings banks and 
trust companies doing a banking business. s 
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Mr. StTeaGatu, from the committee of conference, submitted the 
following 


CONFERENCE REPORT 


[To accompany H.R. 5661] 


The committee of conference on the disagreeing votes of the two 
Houses on the amendment of the Senate to the bill (H.R. 5661) to 
provide for the safer and more effective use of the assets of banks, 
to regulate interbank control, to prevent the undue diversion of 
funds into speculative operations, and for other purposes, having 
met, after full and free conference, have agreed to recommend and 
do recommend to their respective Houses as follows: 

That the House recede from its disagreement to the amendment 
of the Senate and agree to the same with an amendment as follows: 

In lieu of the matter proposed to be inserted by the Senate amend- 
ment insert: 

That the short title of this Act shall be the “Banking Act of 1933.” 

Sec. 2. As used in this Act and in any provision of law amended by 
this Act— 

(a) The terms ‘‘banks”, “national bank”, “national banking 
association”, ‘‘member bank’’, “‘board’’, “district”, and “reserve 
bank”’ shall have the meanings assigned to them in section 1 of the Federal 
Reserve Act, as amended. 

(b) Except where otherwise specifically provided, the term “affiliate” 
shall include any corporation, business trust, association, or other 
simular organization— 

(1) Of which a member bank, directly or indirectly, owns or controls 
either a majority of the voting shares or more than 50 per centum of the 
number of shares voted for the election of its directors, trustees, or other 
persons exercising similar functions at the preceding election, or controls 


wn any manner the election of a majority of its directors, trustees, or 
other persons exercising similar functions; or 
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(2) Of which control is held, directly or indirectly, through stock owner- 
ship or in any other manner, by the shareholders of a member bank who 
own or control either a majority of the shares of such bank or more than 
50 per centum of the number of shares voted for the election of directors 
of such bank at the preceding election, or by trustees for the benefit of the 
shareholders of any such bank; or 

(3) Of which a majority of its directors, trustees, or other persons 
exercising similar functions are directors of any one member bank. 

(c) The term “holding company affiliate” shall include any corpora- 
tion, business trust, association, or other similar organization— 

(1) Which owns or controls, directly or indirectly, either a majority 
of the shares of capital stock of a member bank or more than 50 per centum 
of the number of shares voted for the election of directors of any one bank 
at the preceding election, or controls in any manner the election of a 
majority of the directors of any one bank; or 

(2) For the benefit of whose shareholders or members all or substantially 
all the capital stock of a member bank is held by trustees. 

Sec. 3. (a) The fourth paragraph after paragraph “‘Eighth”’ of sec- 
tion 4 of the Federal Reserve Act, as amended (U.S.C., title 12, sec. 301), 
is amended to read as follows: 

“Said board of directors shall administer the affairs of said bank fairly 
and impartially and without discrimination in favor of or against any 
member bank or banks and may, subject to the provisions of law and the 
orders of the Federal Reserve Board, extend to each member bank such 
discounts, advancements, and accommodations as may be safely and 
reasonably made with due regard for the claims and demands of other 
member banks, the maintenunce of sound credit conditions, and the 
accommodation of commerce, industry, and agriculture. The Federal 
Reserre Board may prescribe regulations further defining within the 
limitations of this Act the conditions under which discounts, advance- 
ments, and the accommodations may be extended to member banks. 
Each Federal reserve bank shall keep itself informed of the general 
character and amount of the loans and investments of its member banks 
with a view to ascertaining whether undue use is being made of bank 
credit for the speculative carrying of or trading in securities, real estate, 
or commodities, or for any other purpose inconsistent with the mainte- 
nance of sound credit conditions; and, in determining whether to grant or 
refuse advances, rediscounts or other credit accommodations, the Federal 
reserve bank shall give consideration to such information. The chair- 
man of the Federal reserve bank shall report to the Federal Reserve Board 
any such undue use of bank credit by any member bank, together with his 
recommendation. Whenever, in the judgment of the Federal Reserve 
Board, any member bank is making such undue use of bank credit, the 
Board may, in its discretion, after reasonable notice and an opportunity 
for a hearing, suspend such bank from the use of the credit facilities of 
the Federal Reserve System and may terminate such suspension or 
may renew it from time to time.” 

(b) The paragraph of section 4 of the Federal Reserve Act, as amended 
(U.S.C., title 12, sec. 304), which commences with the words ‘‘ The 
Federal Reserve Board shall classify” is amended by inserting before 
the period at the end thereof a colon and the following: “‘ Provided, That 
whenever any two or more member banks within the same Federal Reserve 
district are affiliated with the same holding company affiliate, participa- 
tion by such member banks in any such nomination or election shali be 
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confined to one of such banks, which may be designated for the purpose 
by such holding company affiliate.” 

Sec. 4. The first paragraph of section 7 of the Federal Reserve Act, 
as amended (U.S.C., title 12, sec. 289), is amended, effective July 1, 
1932, to read as follows: 

‘‘ After all necessary expenses of a Federal Reserve bank shall have 
been paid or provided for, the stockholders shall be entitled to receive 
an annual dividend of 6 per centum on the paid-in capital stock, which 
dividend shall be cumulative. After the aforesaid dividend claims have 
been fully met, the net earnings shall be paid into the surplus fund of 
the Federal Reserve bank.”’ 

Sec. &. (a) The first paragraph of section 9 of the Federal Reserve 
Act, as amended (U.S.C., title 12, sec. 321; Supp. VI, title 12, sec. 321), 
is amended by inserting immediately after the words ‘‘ United States”’ a 
comma and the following: ‘‘ineluding Morris Plan banks and other 
incorporated banking institutions engaged in similar business.” 

(b) The second paragraph of section 9 of the Federal Reserve Act, as 
amended, is amended by adding at the end thereof the following: “ Pro- 
vided, however, That nothing herein contained shall prevent any State 
member bank from establishing and operating branches in the United 
States or any dependency or insular possession thereof or in any foreign 
country, on the same terms and conditions and subject to the same limi- 
tations and restrictions as are applicable to the establishment of branches 
by national banks.”’ 

(c) Section 9 of the Federal Reserve Act, as amended (U.S.C., title 12, 
secs. 821-831; Supp. V1, title 12, secs. 321-332), 1s further amended by 
adding at the end thereof the following new paragraphs: 

“Any mutual savings bank having no capital stock (including any other 
banking institution the capital of which consists of weekly or other time 
deposits which are segregated from all other deposits and are regarded as 
capital stock for the purposes of taxation and the declaration of dividends), 
but having surplus and undwided profits not less than the amount of 
capital required for the organization of a national bank in the same place, 
may apply for and be admitted to membership in the Federal Reserve 
System in the same manner and subject to the same provisions of law as 
State banks and trust companies, except that any isk savings bank shall 
subscribe for capital stock of the Federal Reserve bank in an amount equal 
to siz-tenths of 1 per centum of its total deposit liabilities as shown by 
the most recent report of examination of such savings bank preceding its 
admission to membership. Thereafter such subscription shall be ad- 
justed semiannually on the same percentage basis in accordance with rules 
and regulations prescribed by the Federal Reserve Board. If any such 
mutual savings abe applying for membership is not permitted by the 
laws under which it was organized to purchase stock in a Federal reserve 
bank, it shall, upon admission to the system, deposit with the Federal 
reserve bank an amount equal to the amount which it would have been 
required to pay in on account of a subscription to capital stock. There- 
after such deposit shall be adjusted semiannually in the same manner as 
subscriptions for stock. Such deposit shall be subject to the same con- 
ditions with respect to repayment as amounts paid upon subscriptions to 
capital stock by other member banks and the Federal reserve bank shall 
pay interest thereon at the same rate as dividends are actually paid on 
outstanding shares of stock of such Federal reserve bank. If the laws 
under which any such savings bank was organized be amended so as to 
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authorize mutual savings banks to subscribe for Federal reserve bank 
stock, such savings bank shall thereupon subscribe for the appropriate 
amount of stock in the Federal reserve bank, and the deposit hereinbefore 
provided for in lieu of payment upon capital stock halt be applied upon 
such subscription. If the laws under which any such savings bank was 
organized be not amended at the next session of the legislature following 
the admission of such savings bank to memberhship so as to authorize 
mutual savings banks to purchase Federal reserve bank stock, or if such 
laws be so amended and such bank fail within six months thereafter to 
purchase such stock, all of its rights and privileges as a member bank shall 
be forfeited and its membership in the Federal Reserve System shall be 
terminated in the manner prescribed elsewhere in this section with respect 
to State member banks and trust companies. Each such mutual savings 
bank shall comply with all the provisions of law applicable to State 
member banks and trust companies, with the regulations of the Federal 
Reserve Board and with the conditions of membership prescribed for such 
savings bank at the time of admission to membership, except as otherwise 
hereinbefore provided with respect to capital stock. 

“Each bank admitted to membership under this section shall obtain 
from each of its affiliates other than member banks and furnish to the 
Federal reserve bank of its district and to the Federal Reserve Board not 
less than three reports during each year. Such reports shall be in such 
form as the Federal Reserve Board may prescribe, shall be verified by the 
oath or affirmation of the president or such other officer as may be desig- 
nated by the board of directors of such affiliate to verify such reports, and 
shall disclose the information hereinafter provided for as of dates identical 
with those fixed by the Federal Reserve Board for reports of the condition 
of the affiliated member bank. Each such report of an affiliate shall be 
transmitted as herein provided at the same time as the corresponding 
report of the affiliated member bank, except that the Federal Reserve 
Board may, in its discretion, extend such time for good cause shown. 
Each such report shall contain such information as in the judgment of 
the Federal Reserve Board shall be necessary to disclose fully the relations 
between such affiliate and such bank and to enable the Board to inform 
uself as to the effect of such relations upon the affairs of such bank. 
The reports of such affiliates shall be published by the bank under the 
same conditions as govern its own condition reports. 

“Any such affiliated member bank may be required to obtain from any 
such affiliate such additional reports as in the opinion of ite Federal 
reserve bank or the Federal Reserve Board may be necessary in order to 
obtain a full and complete knowledge of the condition of the affiliated 
member bank. Such additional reports shall be transmitted to the Federal 
reserve bank and the Federal Reserve Board and shall be in such form as 
the Federal Reserve Board may prescribe. 

‘Any such affiliated member bank which fails to obtain from any of its 
affiliates and furnish any report provided for by the two preceding para- 
graphs of this section shall be subject to a penalty of $100 for each day 
during which such failure contwmues, which, by direction of the Federal 
Reserve Board, may be collected, by suit or otherwise, by the Federal 
reserve bank of the district in which such member bank is located. For 
the purposes of this ; aragraph and the two preceding paragraphs of this 
section, the term ‘affiliate’ shall include holding company affiliates as 
well as other affiliates. 
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‘« State member banks shall be subject to the same limitations and condi- 
tions with respect to the purchasing, selling, underwriting, and holding 
of investment securities and stock as are applicable in the case of national 
banks under paragraph ‘Seventh’ of section 5136 of the Revised Statutes, 
as amended. 

‘After one year from the date of the enactment of the Banking Act 0 
1933, no certificate representing the stock of any State member bank shall 
represent the stock of any other corporation, except a member bank or a 
corporation existing on the date this paragraph po effect engaged solely 
in holding the bank premises of such State member bank, nor shall the 
ownership, sale, or transfer of any certificate representing the stock of any 
such bank be conditioned in any manner whatsoever upon the ownership, 
sale, or transfer of a certificate representing the stock of any other corpo- 
ration, except a member bank. 

‘“‘ Fach State member bank affiliated with a holding company affiliate 
shall obtain from such holding’ company affiliate, within such time as 
the Federal Reserve Board shall prescribe, an agreement that such hold- 
ing company affiliate shall be subject to the same conditions and 
limitations as are applicable under section 5144 of the Revised Statutes, 
as amended, in the case of holding company affiliates of national 
banks. A copy of each such agreement shall be filed with the Federal 
Reserve Board. Upon the ‘tale of a State member bank affiliated 
with a holding company affiliate to obtain such an agreement within 
the time so prescribed, the Federal Reserve Board shall require such 
bank to surrender its stock in the Federal reserve bank and to forfeit 
all rights and privileges of membership in the Federal Reserve System 
as provided in this section. Whenever the Federal Reserve Board shall 
have revoked the voting permit of any such holding company affiliate, 
the Federal Reserve Board may, in its discretion, require any or all 
State member banks affiliated with such holding company affiliate to 
surrender their stock in the Federal reserve bank and to forfeit all rights 
and privileges of membership in the Federal Reserve System as provided 
in this section. 

‘“In connection with examinations of State member banks, examiners 
selected or approved by the Federal Reserve Board shall make such 
examinations of the affairs of all affiliates of such banks as shali be 
necessary to disclose fully the relations between such banks and their 
affiliates and the effect of such relations upon the affairs of such banks. 

The expense of examination of affiliates of any State member bank may, 
in the discretion of the Federal Reserve Board, be assessed against such 
bank and, when so assessed, shall be paid by such bank. In the event 
of the refusal to give any information requested in the course of the ex- 
amination of any such affiliate, or in the event of the refusal to permit 
such examination, or in the event of the refusal to pay any expense 80 
assessed, the Federal Reserve Board may, in its discretion, require any 
or all State member banks affiliated with such affiliate to surrender their 
stock in the Federal reserve bank and to forfeit all rights and privileges 
of membersh ip in the Federal Reserve Syste m, as provide din this section.” 

Sec. 6. (a) The second paragraph of section 10 of the Federal Reserve 
Act, as amended (U.S.C., title 12, sec. 242), is amended to read as 
follows: 

‘The Secretary of the Treasury and the Comptroller of the Currency 
shall be ineligible during the time they are in office and for two years 
thereafter to hold any office, position, or employment in any member 
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bank. The appointive members of the Federal Reserve Board shall be 
ineligible during the time they are in office and for two years thereafter 
to hold any office, position, or employment in any member bank, except 
that this restriction shall not apply to a member who has served the full 
term for which he was appointed. Upon the expiration of the term of any 
appointive member of the Federal Reserve Board in office when this para- 
graph as amended takes effect, the President shall fix the term of the suc- 
cessor to such member at not to exceed twelve years, as designated by the 
President at the time of nomination, but in such manner as to provide 
for the expiration of the term of not more than one appointive member 
in any two-year period, and thereafter each appointive member shall 
hold office for a term of twelve years from the expiration of the term of 
his predecessor. Of the six persons thus appointed, one shall be desig- 
nated by the President as governor and one as vice governor of the Federal 
Reserve Board. The governor cf the Federal Reserve Loard, subject to 
its supervision, shull be ita aciive executive officer. Léach member of 
the Federal Reserve Board shall within fifteen days after notice of ap. »int- 
ment make and subscribe to the oath of office.” 

(b) The fourth paragraph of section 10 of the Federal Reserve Act, 
as amended (U.S.C., title 12 sec. 244), is amended to read as follows: 

“The principal offices of the Board shall be in the District of Columbia. 
At meetings of the Board the Secretary of the Treasury shall preside as 
chairman, and, in his absence, the governor shall preside. In the 
absence of both the Secretary of the Treasury and the governor the vice 
governor shall preside. In the absence of the Secretary of the Treasury, 
the governor, and the vice governor the Board shall elect a member to act 
as chairman pro tempore. The Board shall determine and prescribe the 
manner in which its obligations shall be incurred and its disbursements 
and expenses allowed and paid, and may leave on deposit in the Federal 
Reserve banks the proceeds of assessments levied upon them to defray its 
estumated expenses and the salaries of its members and employees, whose 
employment, compensation, leave, and expenses shall be governed solely 
by the provisions of this Act, specific amendments thereof, and rules and 
regulations of the Board not inconsistent therewith; and funds derived from 
such assessments shall not be construed to be Government funds or appro- 
priated moneys. No member of the Federal Reserve Board shall be 
an officer or director of any bank, banking institution, trust company, or 
Federal Reserve bank of hold stock in any bank, banking institution, or 
trust company; and before entering upon his dutiew as a member of the 
Federal Reserve Board he shall certify under oath that he has compiled 
with this requirement, and such certification shall be filed with the secre- 
tary of the Board. Whenever a vacancy shall occur, other than by expira- 
tion of term, among the six members of the Federal Reserve Board ap- 
pointed by the President as above provided, a successor shall be appointed 
by the President, by and with the advice and consent of the Senate, to fill 
such vacancy, and when appointed he shall hold office for the unexpired 
term of his predecessor.” 

Sec. 7. Paragraph (m) of section 11 of the Federal Reserve Act, as 
amended (U.S.C., title 12, sec. 248), 1s amended to read as follows: 

“(m) Upon the affirmative vote of not less than six of its members the 
Federal Reserve Board shall have power to fix from time to time for each 
Federal reserve district the percentage of individual bank capital and 
surplus which may be represented by loans secured by stock or bond 
collateral made by member banks within such district, but no such loan 
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shall be made by any such bank to any person in an amount in excess of 
10 per centum of the unimpaired capital and surplus of such bank. 
Any percentage so fixed by the Federal Reserve Board shall be subject to 
change from time to time upon ten days’ notice, and it shall be the duty 
of the Board to establish such percentages with a view to preventing the 
undue use of bank loans for the speculative carrying of securities. The 
Federal Reserve Board shall have power to direct any member bank to 
refrain-from further increase of its loans secured by stock or bond collateral 
for any period up to one year under penalty of suspension of all redis- 
count privileges at Hadarul dtmres banks.”’ 

Sec. 8. The Federal Reserve Act, as amended, is amended by inserting 
between sections 12 and 13 (U.S.C., title 12, secs. 261, 262 and 342), 
thereof the ae new sections: 

“Sze. 12A. (a) There is hereby created a Federal Open Market 
Com atiée (hereinafter referred to as the ‘committee’ ), which shall consist 
of as many members as there are Federal reserve districte. Each Federal 
reserve bank by its board of directors shall annually select one member of 
said committee. The meetings of said committee shall be held at Wash- 
ington, District of Columbia, at least four times each year, upon the call 
of the governor of the Federal Reserve Board or at the request of any three 
members of the committee, and, in the discretion of the Board, may be 
attended by the members of the Board. 

‘“(bh) No Federal reserve bank shall engage in open-market operatigns 
under section 14 of this Act except in accordance unth regulations adopted 
by the Federal Reserve Board. The Board shall consider, adopt, and 
transmit to the committee and to the several Federal reserve banks regu- 
lations relating to the open-market transactions of such banks and the 
relations of the Federal Reserve System with foreign central or other 
foreign banks. 

“(c) The time, character, and volume of all purchases and sales of 
paper described in section 14 of this Act as eligible for open- -market 
operations shall be governed with a view to accommodating commerce 
and business and with regard to their bearing upon the general credit 
situation of the countr y. 

‘“(d) If any Federal reserve bank shall decide not to participate in 
open-market operations recommended and approved as provided in 
paragraph (b) hereof, it shall file with the chairman of the committee 
within th irty days a notice of its decision, and transmit a copy thereof 
to the Federal Reserve Board. 

“Sec. 12B. (a) There is hereby created a Federal Deposit Insur- 
ance Corporation (hereinafter referred to as the ‘Corporation’ ), whose 
duty it shall be to purchase, hold, and liquidate, as hereinafter provided, 
the assets of national banks which have been closed by action of the 
Comptroller of the Currency, or by vote of their directors, and the assets 
of State member banks which have been closed by action of ihe appro- 
priate Siate authorities, or by vote of their directors; and to insure, as 
hereinafter provided, the de posits of all banks which are entitled to the 
benefits of insurance under this section. 

‘““(b) The management of the Corporation shall be vested in a board 
of directors consisting of three members, one of whom shall be the Comp- 
troller of the Currency, and two of whom shall be citizens of the United 
States to be appoimed by the President, by and with the advice and con- 
seni of the Senate. One of the appointive members shall be the chairman 
of the board of directors of the Corporation and not more than two of the 
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members of such board of directors shall be members of the same political 
party. Hach such appointive member shall hold office for a term of siz 
years and shall receive compensation at the rate of $10,000 per annum, 
payable monthly out of the funds of the Corporation, but the Comptroller 
of the Currency shall not receive additional compensation for his services 
as such member. 

(c) There is hereby authorized to be appropriated, out of any money in 
the Treasury not otherwise appropriated, the sum of $150,000,000, which 
shall be available for payment by the Secretary of the Treasury for capital 
stock of the Corporation in an equal amount, which shall be subscribed for 
by him on behalf of the United States. Payments upon such subscription 
shall be subject to call in whole or in part by the board of directors of the 
Corporation. Such stock shall be in addition to the amount of capital 
stock required to be subscribed for by Federal reserve banks and member 
and nonmember banks as hereinafter provided, and the United States shall 
be entitled to the payment of dividends on such stock to the same extent as 
member and nonmember banks are entitled to such payment on the class 
A stock of the Corporation held by them. Receipts for payments by the 
United States for or on account of such stock shall be issued by the Cor- 
poration to the Secretary of the Treasury and shall be evidence of the stock 
ownership of the United States. 

“(d) The capital stock of the Corporation shall be divided into shares 
of $100 each. Certificates of stock of the Corporation shall be of two 
classes—class A and class B. Class A stock shall be held by member 
and nonmember banks as hereinafter provided and they shall be entitled 
to payment of dividends out of net earnings at the rate of 6 per centum 
ag annum on the capital stock paid in by them, which dividends shall 

e cumulative, or to the extent of 30 per centum of such net earnings in 
any one year, whichever amount shall be the greater, but such stock shall 
have no vote at meetings of stockholders. Class B stock shall be held by 
Federal reserve banks only and shall not be entitled to the payment of 
dividends. Every Federal reserve bank shall subscribe to shares of class 
B stock in the Corporation to an amount equal tu one half of the surplus 
of such bank on January 1, 1933, and its subscriptions shall be accom- 
panied by a certified check payable to the Corporation in an amount equal 
to one half of such subscription. The remainder of such subscription 
shall be subject to call from time to time by the board of directors upon 
ninety days’ notice. 

“(e) Every bank which is or which becomes a,member of the Federal 
Reserve System on or before July 1, 1934, shall take all steps necessary 
to enable it to become a class A stockholder of the Corporation on or before 
July 1, 1934; and thereafter no State bank or trust company or mutual 
savings bank shall be admitted to membership in the Federal Reserve 
System until it becomes a class A stockholder of the Corporation, no 
national bank in the continental United States shall be granted a certifi- 
cate by the Comptroller of the Currency authorizing it to commence the 
business of banking until it becomes a member of the Federal Reserve 
System and a class A stockholder of the Corporation, and no national 
bank in the continental United States for which a receiver or conservator 
has been appointed shall be permitted to resume the transaction of its 
banking business until it becomes a class A stockholder of the Corpo- 
ration. Every member bank shall apply to the Corporation for class A 
stock of the Corporation in an amount equal to one half of 1 per centum 
of its total deposit liabilities as computed in accordance with regulations 
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prescribed by the Federal Reserve Board; except that in the case of a 
member bank organized after the date this section takes effect, the amount 
of such class A stock applied for by such member bank during the first 
twelve months after its organization shall equal 5 per centum of its paid-up 
capital and surplus, and beginning after the expiration of such twelve 
months’ period the amount of such class A stock of such member bank 
shall be adjusted annually wm the same manner as in the case of other 
member banks. Upon receipt of such application the Corporation shall 
request the Federal Reserve Board, in the case of a State member bank, or 
the Comptroller of the Currency, in the case of a national bank, to certify 
upon the basis of a thorough examination of such bank whether or not the 
assets of the applying bank are adequate to enable it to meet all of its 
liabilities to depositors and other creditors as shown by the books of the 
bank; and the Federal Reserve Board or the Comptroller of the Currency 
shall make such certification as soon as practicable. If such certification 
be in the affirmative, the Corporation shall grant such application and the 
applying bank shall pay one half of its subscription vn full and shall 
thereupon become a class A stockholder of the Corporation: Provided, 
That no member bank shall be required to make such payment or become 
a class A stockholder. of the Corporation before July 1, 1984. The 
remainder of such subscription shall be subject to call from time to time 
by the board of directors of the Corporation. If such certification be in 
the negative, the Corporation shall deny such application. If any 
national bank shall not have become a class A stockholder of the Corpora- 
tion on or before July 1, 1984, the Comptroller of the Currency shall 
appoint a receiver or conservator therefor in accordance with the provisions 
of existing law. Except as provided in subsection (g) of this section, if 
any State member bank shall not have become a class A stockholder of the 
Corporation on or before July 1, 1934, the Federal Reserve Board shall 
terminate its membership in the Federal Reserve System in accordance 
with the provisions of section 9 of this Act. 

“(f) Any State bank or trust company or mutual savings bank which 
applies for membership in the Federal Reserve System or for conversion 
into a national banking association on or after July 1, 1936, may, with 
the consent of the Corporation, obtain the benefits of this section, pend- 
ing action on such application, by subscribing and paying for the same 
amount of stock of the Corporation as it would be required to subscribe 
and pay for upon becoming a member bank. .Thereupon the provisions 
of this section applicable to member banks shall be applicable to such 
State bank or trust company or mutual savings bank to the same extent 
as if it were already a member bank: Provided, That if the application 
of such State bank or trust company or mutual savings bank for member- 
ship in the Federal Reserve System or for conversion into a national 
banking association be approved and it shall not complete its member- 
ship in the Federal Reserve System or its conversion into a national 
banking association within a reasonable time, or if such application 
shall be disapproved, then the amount paid by such State bank or trust 
company or mutual savings bank on account of its subscription to the 
capital stock of the Corporation shall be repaid to it and it shall no longer 
be subject to the provisions or entitled to the privileges of this section. 

““(g) If any State bank or trust company or mutual savings bank 
(referred to in this subsection as ‘State bank’) which is or which be- 
comes a member of the Federal Reserve System is not permitted by the 
laws under which it was organized to purchase stock in the Corporation, 
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uw shall apply to the Corporation for admission to the benefits of this 
section oud, uf such application be granted after appropriate certifica- 
tion in accordance with this section, ut shall deposit unth the Corporation 
an amount equal to the amount which it would have been required to 
pay in on account of a subscription to capital stock of the Corporation. 
Thereafter such deposit shall be adjusted in the same manner as sub- 
scriptions for stock by class A stockholders. Such deposit shall be sub- 
ject to the same conditions with respect to repayment as amounts paid 
on subscriptions to class A stock by other member banks and the Cor- 
poration shall pay interest thereon at the same rate as dividends are 
actually paid on outstanding shares of class A stock. As long as such 
deposit is maintained with the Corporation, such State bank shall, for 
the purposes of this section, be ceemed to be a class A stockholder of the 
Corporation. If the laws under which such State bank was organized 
be amended so as to authorize State banks to subscribe for class A stock 
of the Corporation, such State bank shall within six months thereafter 
subscribe for an appropriate amount of such class A stock and the deposit 
hereinafter provided for in lieu of payment upon class A stock shall be 
applied upon such subscription. If the law under which such State 
bank was organized be not amended at the nert session of the State 
legislature following the admission of such State bank to the benefits of 
this section so as to authorize State banks to purchase such class A 
stock, or, if the law be so amended and such State bank shall fail within 
six months thereafter to purchase such class A stock, the deposit pre- 
viously made with the Corporation shall be returned to such State bank 
and it shall no longer be entitled to the benefits of this section, unless i 
shall have been closed in the meantime on account of inability to meet the 
demands of its depositors. 

“(h) The amount of the outstanding class A stock of the Corporation 
held by member banks shall be annually adjusted as hereinafter provided 
as of the last preceding call date as member banks increase their time 
and demand deposiis or as additional banks become members or subscribe 
to the stock of the Corporation, and such stock may be decreased in amount 
as member banks reduce their time and demand deposits or cease to be 
members. Shares of the capital stock of the Corporaiion owned by member 
banks shall not be transferred or hypothecated. When a member bank 
increases its time and demand deposits it shall, at the beginning of each 
calendar year, subscribe for an additional amount of capital stock of the 
Corporation equal to one kalf of 1 per centum of such increase in deposits. 
One half of the amount of such additional stock shall be paid for at the 
time of the subscription therefor, and the balance shall be subject to call 
by the board of directors of the Corporation. A bank organized on or 
before the date this section takes effect and admitied to membership in the 
Federal Reserve System at any time after the organization of the Corpora- 
tion shall be required to subscribe for an amount of class A capital stock 
equal to one half of 1 per centum of the time and demand deposits of the 
applicant bank as of the date of such admission, paying therefor its par 
value plus one half of 1 per centum a month from the period of the last 
dividend on the class A stock of the Corporation. When a member bank 
reduces us time and demand deposits it shall surrender, not later thanthe 1 st 
day of January thereafter, a proportionate amount of its holdings in the cap- 
ital stock of the Corporation, and when a member bank voluntarily liqur- 
dates it shall surrender all its holdings of the capital stock of the Corpora- 
tion and be released from its stock subscription not previously called. The 
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shares so surrendered shall be canceled and the member bank shall receive 
in payment therefor, under regulations to be prescribed by the Corporation, 
a sum equal to its cash-paid subscriptions on the shares surrendered 
and its proportionate share of dividends not to exceed one half of 1 per 
centum a month, from the period of the last dividend on such stock, less 
any liability of such member bank to the € ‘orporation. 

(i) If any member or nonmember bank shall be declared insolvent, or 
hall cease - be a member bank (or in the case of a nonmember bank, 
shall cease to be entitled to the benefits of insurance under this section), 
the stock held by it in the Corporation shall be canceled, without impair- 
ment of the liability of such bank, and all cash-paid subscriptions on such 
stock, with its proportionate share of dividends not to exceed one half of 1 
per centum per month from the period of last dividend on such stock shall 
be first applied to all debts of the insolvent bank or the receiver thereof to 
the ¢ pencuaaitin and the balance, if any, shall be paid to the receiver of 

the insolvent bank. 

‘““(7) Upon the date of enactment of the Banking Act of 1933, the Cor- 
poration shall become a body corporate and as such shall have power— 

“First. To adopt and use a corporate seal. 

“Second. To have succession until dissolved by an Act of Congress. 

“‘ Third. To make contracts. 

“Fourth. To sue and be sued, complain and defend, in any court of 
law or equity, State or Federal. 

“Fifth. To appoint by its board of directors such officers and employees 
as are not otherwise provided for in this section, to define their duties, 
fix their compensation, require bonds of them and fix the penalty thereof, 
and to dismiss at pleasure such officers or employees. Nothing in this or 
any other Act shall be construed to prevent the appointment and com- 
pensation as an officer or employee of the Corporation of any officer or 
employee of the United States in any board, commission, independent 

stablishment, or executive department thereof. 

“Sizth. To prescribe by its board of directors, bylaws not inconsistent 
vith law, requlating the manner in which its general business may be 
conducted, and the privileges granted to it by law may be exercised and 
( ngoyed. 

‘Seventh. To exercise by its board of directors, or duly authorized 
officers or agents, all powers specifically granted by the provisions of this 
section and such incidental powers as shall be necessary to carry out the 
powers so granted. 

k) The board of directors shall administer the affairs of the Corpora- 
tion fairly and impartially and without discrimination. The board of 
directors of the Corporation shall determine and prescribe the manner in 
which its obligations shall be incurred and its expenses allowed and paid. 
The Corporation shall be entitled to the free use of the United States 
mails in the same manner as the executive departments of the Government. 
The Corporation with the cor sent of any Federal reserve bank or of any 
hoard, commission, independent establishment, or executive de partment 

f the Government, including any field service thereof, may avail itself 
of the use of information, services, and facilities thereof in carrying out 
the provisions of this section. 

‘(L) Effective on and after July 1, 1£34 (thus affording ample time 
for examination and preparation ), unless the President shall by proc- 
lamation fix an earlier date, the Corporation shall insure as hereinafter 
provided the deposits of all member banks, and on and after such date 
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and until July 1, 1936, of all nonmember banks, which are class A 
stockholders of the Corporation. Notwithstanding any other provision 
of law, whenever any national bank which is a class A stockholder of the 
Corporation shall have been closed by action of its board of directors or 
by the Comptroller of the Currency, as the case may be, on account of 
inability to meet the demands of its depositors, the Comptroller of the 
Currency shall appoint the Corporation receiver for such bank. As soon 
as possible thereafter the Corporation shall organize a new sect 
bank to assume the insured deposit liabilities of such closed bank, 

receive new deposits and otherunse to perform te mporarily the Saaailons 
provided for it in this paragraph. For the purposes of this subsection, 
the term ‘insured deposit liability’ shall mean with respect to the owner 
of any claim arising out of a deposit liability of such closed bank the 
following percentaces of the net amount due to such owner by such closed 
‘bank on account of deposit liab l'ties: 100 rer certum of such net amount 
not exceeding $10,000; and 75 per centum of the amount, if any, by 
which such net amount exceeds $10,000 but does not exceed $50,000; 
and 50 - centum of the amount, if any, by which such net amount 
exceeds $50,000: Provided, That, in determining the amount due to 
such owner for the purpose of fixing such percentage, there shall be 
added together all net amounts due to such owner in the same capacity 
or the same right, on yee of deposits, regardless of whether such 
deposits be maintained in his name or in the names of others for his 
benefit. For the ssibonie of this subsection, the term ‘insured deposit 
liabilities’ shall mean the aggregate amount of all such insured deposit 
liabilities of such closed bank. The Corporation shall determine as 
expeditiously as possible the net amounts due to depositors of the closed 
bank and shall make available to the new bank an amount equal to the 
insured deposit liabilities of such closed bank, whereupon such new 
bank shall assume the insured deposit liability of such closed bank to 
each of its depositors, and the Corporation shall be subrogated to all 
rights against the closed bank of the owners of such deposits and shall be 
entitled to receive the same dividends from the proceeds of the assets of 
such closed bank as would have been payable to each such depositor 
until such dividends shall equal the insured deposit liability to such 
depositor assumed by the new bank, whereupon all further dividends 
shall be payable to such depositor. Of the amount thus made available 
by the Corporation to the new bank, such portion shall be paid to it in 
cash as may be necessary to enable it to meet immediate cash demands 
and the remainder shall be credited to it on the books of the Corporation 
subject to withdrawal on demand and shall bear interest at the rate of 8 
per centum per annum until withdrawn. The new bank may, with the 
approval of the Corporation, accept new deposits, which, together with 
all amounts made available to the new bank by the Corporation, shall be 
kept on hand in cash, invested in direct obligations of the United States, 
or deposited with the Corporation or with a Federal Reserve bank. Such 
new bank shall maintain on deposit with the Federal Reserve bank of 
its district the reserves required by law of member banks but shall not 
be required to subscribe for stock of the Federal Reserve bank until its 
own capital stock has been subscribed and paid for in the manner herein- 
after provided. The articles of association and organization certificate 
of such new bank may be executed by such representatives of the Corpora- 
tion as it may designate; the new bank hall 208 be required to have any 


directors at the time of its organization, but shall be managed by an 
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executive officer to be designated by the Corporation; and no capital stock 
need be paid in by the Corporation; but in other respects such ba nk shall 
be organized in accordance with the existing provisions of law relating 
to the organization of national banks; and, until the requisite amount of 
capital stock for such bank has been subscribed and paid for in the manner 
hereinafter provided, such bank shall transact no business except that 
authorized by this subsection and such business as may be incidental to 
its organization. When in the judgment of the Corporation it is desir- 
able to do so, the Corporation shall offer capital stock of the new bank 
for sale on such terms and conditions as the Corporation shall deem 
advisable, in an amount sufficient in the opinion of the Corporation to 
make possible the conduct of the business of the new bank on a sound 
basis, but in no event less than that required by section 5138 of the Revised 
Statutes s, as amended (U.S.C., title 12, sec. 51), for the organization of 
a national bank in the place where such new bank is located, giving the 
stockholders of the closed bank the first opportunity to purchase such 
stock. Upon proof that an adequate amount of capital stock of the new 
bank has been subscribed and paid for in cash by subscribers satisfactory 
to the Comptroller of the Currency, he shall issue to such bank a certificate 
of authority to commence business and thereafter it shall be managed by 
directors elected by its own shareholders and may exercise all of the 
powers granted by law to national banking associations. If an adequate 
amount of capital for such new bank is not subscribed and paid in, the 
Corporation may offer to transfer its business to any other banking 
institution in the same place which will take over its assets, assume its 
liabilities, and pay to the Corporation for such business such amount 
as the Corporation may deem adequate. Unless the capital stock of the 
new bank is sold or its assets acquired and its liabilities assumed by 
another banking institution, 1 <e manner herein prescribed, within 
two years from the date of its ‘organtoation, the Corporation shall place 
the new bank in voluntary liquidation and wind up its affairs. The 
Corporation shall open on its Sethe a deposit insurance account and, as 
soon as possible after taking possession of any closed national bank, the 
Corporation shall make an estimate of the amount which will be available 
from all sources for application in. satisfaction of the portion of the 
claims of depositors to which it has been subrogated and shall debit to 
such deposit insurance account the excess, if any, of the amount made 
available by the Corporation to the new bank Jor depositors over and 
above the amount of such estimate. It shall be the duty of the Corporation 
to realize upon the assets of such closed bank, having due regard to the 
condition of credit in the district in which such closed bank is located; 
to enforce the individual liability of the stockholders and directors the reof; 
and to wind up the affairs of such closed bank in conformity with the 
provisions of law relating to the liquidation of closed national banks, 
except as herein otherwise provided, retaining for its own account such 
portion of the amount realized from such liquidation as it shall be entitled 
to receive on account of its subrogation to the claims of depositors and 
paying to depositors and other creditors the amount available for distri- 
bution to them, after deducting therefrom their share of the costs of the 
liquidation of the closed bank. If the total amount realized by the 
Corporation on account of its subrogation to the claims of depositors be 
less than the amount of the estimate hereinabove provided for, the deposit 
insurance account shall be charged with the deficiency and, if the total 
amount so realized shall exceed the amount of s uch estimate, such accoum 
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shall be credited with such excess. With respect to such closed national 
banks, the Corporation shall have all the rights, powers, and privileges 
now possessed by or hereafter given receivers of insolvent national banks 
and shall be subject to the obligations and penalties not inconsistent with 
the provisions of this paragraph to which such receivers are now or may 
hereafter become subject. 

‘Whenever any State member bank which is a class A stockholder of 
the Corporation shall have been closed by action of its board of directors 
or by the appropriate State authority, as the case may be, on account of 
inability to meet the demands of its depositors, the Corporation shall 
accept appointment as receiver thereof, if such appointment be tendered 
by the appropriate State authority and be authorized or permitted by 
State law. Thereupon the Corporation shall organize a new national 
bank, in accordance with the provisions of this subsection, to assume the 
insured deposit liabilities of such closed State member bank, to receive 
new deposits and otherwise to perform temporarily the functions pro- 
vided for in this subsection. Upon satisfactory recognition of the right 
of the Corporation to receive dividends on the same basis as in the case 
of a closed national bank under this subsection, such recognition being 
accorded by State law, by allowance of claims by the appropriate State 
authority, by assignment of claims by depositors, or by any other effective 
method, the Corporation shall make available to such new national bank, 
in the manner prescribed by this subsection, an amount equal to the 
insured deposit liabilities of such closed State member bank; and the 
Corporation and such new national bank shall perform all of the func- 
tions and duties and shall have all the rights and privileges with respect 
to such State member bank and the depositors thereof which are pre- 
scribed by this subsection with respect to closed national banks holding 
class A stock in the Corporation: Provided, That the rights of depositors 
and other creditors of such State member bank shall be determined in 
accordance with the applicable provisions of State law: And provided 
further, That, with respect to such State member bank, the Corporation 
shall possess the powers and privileges provided by State law with respect 
to a receiver of such State member bank, except insofar as the same 
are in conflict urth the provisions of this subsection. 

“Whenever any State member bank which 1s a class A stockholder of 
the Corporation shall have been closed by action of its board of directors 
or by the appropriate State authority, as the case may be, on account 
of inability to meet the demands of its depositors, and the applicable 
State law does not permit the appointment of the Corporation as receiver 
of such bank, the Corporation shall organize a new national bank, in 
accordance with the provisions of this subsection, to assume the insured 
deposit liabilities of such closed. State member bank, to receive new 
deposits, and otherwise to perform temporarily the functions provided 
for in this subsection. Upon satisfactory recognition of the right of the 
Corporation to receive dimdends on the same basis as in the case of a 
closed national bank under this subsection, such recognition being 
accorded by State law, by allowance of claims by the appropriate State 
authority, by assignment of claims by depositors, or by any other effec- 
tive method, the Corporation shall make available to such new bank, in 
accordance with the provisions of this subsection, the amount of insured 
deposit liabilities as to which such recognition has been accorded; and 
such new bank shall assume such insured deposit liabilities and shall 
in other respects comply unth the provisions of this subsection respect- 
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ing new banks organized to assume insured deposit liabilities of closed 
national banks. Insofar as possible in view of the applicable provisions 
of State law, the Corporation shall proceed with respect to the receiver 
of such closed bank and with respect to the new bank organized to assume 
us insred deposit liabilities in the manner prescribed by this subsec- 
tion unth respect to closed national banks and new banks organized to 
assume their insured deposit liabilities; except that the Corporation shall 
have none of the powers, duties, or responsibilities of a receiver with 
respect to the winding up of the affairs of such closed State member 
Bank. The Corporation, in its discretion, however, may purchase and 
liquidate any or all of the assets of such bank. 

‘Whenever the net debit balance of the deposit insurance account of the 
Corporation shall equal or exceed one fourth of 1 per centum of the total 
deposit liabitities of all class A stockholders as of the date of the last pre- 
ceding call report, the Corporation shall levy upon such stockholders an 
assessment equal to one fourth of 1 per centum of their total deposit 
liabilities and shall credit the amount collected from such assessment to 
such deposit insurance account. No bank which is a holder of class A 
stock shall pay any dividends until all assessments levied upon it by the 
Corporation shall have been paid in full; and any director or officer of 
any such bank who participates in the declaration or payment of any such 
dividend may, upon conviction, be fined not more than $1,000, or impris- 
oned for not more than one year, or both. 

‘““The term ‘recewer’ as used.in this section shall mean a receiver, 
liquidating agent, or conservator of a national bank, and a receiver, 
liquidating agent, conservator, commission, person, or other agency 
charged by State law with the responsibility and the duty of winding up 
the affairs of an insolvent State member bank. 

‘kor the purposes of this section only, the term ‘national bank’ shall 
include all national banking associations and all banks, banking associa- 
tions, trust companies, savings banks, and other banking institutions 
located in the District of Columbia which are members of the Federal 
Reserve System; and the term ‘State member bank’ shall include all 
State banks, banking associations, trust companies, savings banks, and 
other banking institutions organized under the laws of any State, which 
are members of the Federal Reserve System. 

‘““In any determination of the insured deposit liabilities of any closed 
bank or of the total deposit liabilities of any bank which is a holder of 
class A stock of the Corporation, for the purposes of this section, there 
shall be excluded the amounts of all deposits of such bank which are pay- 
able only at an office thereof located in a foreign country. 

“The Corporation may make such rules, regulations, and contracts as 
it may deem necessary in order to carry out the provisions of this section. 

“Money of the Corporation not otherwise employed shall be invested 
in securities of the Government of the United States, except that for 
temporary periods, in the discretion of the board of directors, funds of 
the Corporation may be deposited in any Federal reserve bank or with 
the Treasurer of the United States. When designated for that purpose 
by the Secretary of the Treasury, the Corporation shall be a depositary 
of public moneys, except receipts from customs, under such regulations 
as may be prescribed by the said Secretary, and may also be employed 
as a financial agent of the Government. It shall perform all such 
reasonable duties as depositary of public moneys and financial agent of 
the Government as may be required of it. 
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“(m) Nothing herein contained shall be construed to prevent the 
Corporation from making loans to national banks closed by action of 
the Comptroller of the Currency, or by vote of their directors, or to State 
member banks closed by action of the appropriate State authorities, or 
by vote of their directors, or from entering into negotiations to secure the 
reopening of such banks. 

“(n) Receivers or liquidators of member banks which are now or may 
hereafter become insolvent or suspended shall be entitled to offer the assets 
of such banks for sale to the ¢ orporation or as security for loans from the 
Corporation, upon receiving permission from the appropriate State 
authority in accordance with express provisions of State law in the case 
of State member banks, or from the Comptreller of the Currency in the 
case of national banks. The proceeds of every such sale or loan shall be 
utilized for the same purposes and in the same manner as other funds 
realized from the liquidation of the assets of such banks. The Comptroller 
of the Currency may, in his discretion, pay dividends on proved claims 
at any time after the expiration of the period of advertisement made pur- 
suant to section 5235 of the Revised Statutes (U.S.C., title 12, sec. 193), 
and no liability shall attach to the Comptroller of the Currency or to the 
receiver of any national bank by reason of an y such payment for failure 
to pay dividends to a claimant whose claim is not proved at the time of 
any such payment. 

““(o) The Corporation is authorized and empowered to issue and to 
have outstanding at any one time in an amount aggregating not more 
than three times the amount of its capital, its notes, debentures, bonds, ¢ 
other such obligations, to be redeemable at the o option of the Coomenatios 
before maturity in such manner as may be stipulated in such obligations, 
and to bear such rate or rates of interest, and to mature at such time or 
times as may be determined by the Corporation: Provided, That the Corpo- 
ration may sell on a discount basis short-term obligations payable at 
maturity without interest. The notes, debentures, bonds, and other such 
obligations of the Corporation may be secured by assets of the Corporation 
in such manner as shall be prescribed by its board of directors. Such 
obligations may be offered for sale at such price or prices as the Corpo- 
ae on determine. 

All notes, debentures, bonds, or other such obligations issued by 
the Soeponaiton shall be exempt, both as to principal and interest, from 
all taxation (except estate and inheritance taxes ) now or hereafter imposed 
by the United States, by any Territory, dependency, or possession thereof, 
or by any State, county, municrpe ality, or local taxing authority. The 
Corporation, including its franchise, its capital, reserves, and surplus, 
and its income, shall be ni from all taxation now or hereafter im- 
posed by the United States, by any Territory, dependency, or possession 
thereof, or by any State, county, municipality, or local taxing authority, 
except that any real property of the ( ‘or poration shall be subject to State, 
Territorial, county, municipal or local taxation to the same extent accord- 
ing to its value as other real property is taxed. 

““(q) In order that the Corporation may be supplied with such forms 
of notes, debentures, bonds, or other such obligations as it may need for 
issuance under this Act, the Secretary of the Treasury is authorized to pre- 

are such forms as shall be suitable and approved by the Corporation, to be 
eld in the Treasury subject to delivery, upon order of the Corporation. 
The engraved plates, dies, bed pieces, and other material executed in con- 
nection therewith shall remain in the custody of the Secretary of the 
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Treasury. The Corporation shall reimburse the Secretary of the Treas- 
ury for any expenses incurred in the preparation, custody, and delivery 
of such notes, debentures, bonds, or other such obligations. 

“(r) The ¢ lorporation shall annually make a report of its operations 
to the Congress as soon as practicable after the 1st day of January in 
each year. 

‘““(s) Whoever, for the purpose of obtaining any loan from the Cor- 
poration, or any extension or renewal thereof, or the acceptance, release, 
or substitution of security therefor, or for the purpose of inducing the 
Corporation to purchase any assets, or for the purpose of influencing 
in any way the action of the Corporation under this section, makes any 
statement, knowing it to be false, or willfully overvalues any security, 
shall be punished by a fine of not more than $5,000, or by imprisonment 
for not more than two years, or both. 

Whoever {1) falsely makes, forges, or counterfeits any obligation 
or coupon, in imitation of or purporting to be.an obligation or coupon 
issued by the Corporation, or (2) passes, utters, or publishes, or attempts 
to pass, utter, or publish, any false, forged, or counterfeited obligation 
or coupon purporting to have been issued by the Corporation, knowing 
the same to be false, forged, or counterfeited, or (3) falsely alters any 
obligation or coupon issued or purporting to io been issued by the 
Corporation, or (4) passes, utters, or publishes, or attempts to pass, 
utter, or publish, as true, any falsely altered or spurious obligation 
or coupon, issued or purporting to have been issued by the Corporation, 
knowing the same to be falsely altered or spurious, shall be punished by a 
fine of not more than $10,000, or by imprisonment for not more than 
five years, or both. 

(u) Whoever, being connected in any capacity urth the Corporation, 
(1) embezzles, abstracts, purloins, or willfully migapplies any moneys, 
funds, securities, or other things of value, whether belonging to it or 
pledged, or otherwise intrusted to it, or (2) with intent to defraud the 
Corporation or any other body, politic or corporate, or any individual, 
or to deceive any officer, auditor, or examiner of the Corporation, makes 
any false entry in any book, report, or statement of or to the Corporation, 
or without being duly authorized draws any order or issues, puts forth, 
or assigns any note; debenture, bond, or other such obligation, or draft 
bill of exchange, mortgage, judgment, or decree thereof, shall be punished 
by a fine of not more than $10,000, or by imprisonment for not more than 
five years, or both. 

“(y) No individual, association, partnership, or corporation shall use 
the words ‘Federal Deposit Insurance Corporation’, or a combination 
or any three of these four words, as the name or a part thereof under 
which he or it shall do business. No individual, association, partner- 
ship, or corporation shall advertise or otherwise represent falsely by 
any device whatsoever that his or its deposit liabilities are insured or in 
anywise guaranteed by the Federal Deposit Insurance Corporation, or 
by the Government of the United States, or by any instrumentality thereof; 
and no class A stockholder of the Federal Deposit Insurance Corporation 
shall advertise or otherwise represent falsely by any device whatsoever 
the extent to which or the manner in which its deposit liabilities are insured 
by the Federal Deposit Insurance Corporation. Every individual, 
partnership, association, or corporation violating this subsection shall 


be punished by a fine of not exceeding $1,000, or by imprisonment not 
exceeding one year, or both. 
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““(w) The provisions of sections 112, 118, 114, 115, 116, and 117 of 
the Criminal Code of the United States (U.S.C., title 18, ch. 5, sees. 
202 to 207, inclusive), in so far as applicable, are extended to apply to 
contracts or agreements with the Corporation under this section, which 
for the purposes hereof shall be held to include loans, advances, exten- 
sions, and renewals thereof, and acceptances, releases, ‘and substitutions 
of security therefor, purchases or sales of aueaie and all contracts and 
agreements pertaining to the same. 

““(x) The Secret Service Division of the Treasury Department is 
authorized to detect, arrest, and deliver into the custody of the United 
States marshal having jurisdiction any person committing any of the 
offenses punishable under this section. 

“(y) The Corporation shall open on its books a Temporary Federal 
Deposit Insurance Fund (hereafter referred to as the ‘Fund’), which 
shall become operative on January 1, 1934, unless the President shall 
by proclamation fix an earlier date, and it shall be the duty of the Corpo- 
ration to insure deposits as hereinafter provided until July 1, 1934. 

“ Each member bank licensed before January 1, 1934, by the Secretary 
of the Treasury pursuant to the authority vested in him by the Executive 
order of the President issued March 10, 1933, shall, on or before Janu- 
ary 1, 1934, become a member of the Fund; each member bank so licensed 
after such date, and each State bank trust company or mutual savings 
bank (referred to in this subsection as ‘State bank’) which becomes a 
member of the Federal Reserve System on or after such date, shall, wpon 
being so lieensed or s0 admitted to membership, become a member of the 
Fund; and any State bank which is not a member of the Federal Reserve 
System, with the approval of the State authority having supervision of 
such State bank and certificaty on to the Corporation by such authority 
that such State bank is in solvent condition, shall, after examination by, 
and with the approval of, the Corporation, be entitled to become a mem- 
ber of the Fund and to the privileges of this subsection upon agreeing to 
comply with the requirements thereof and upon paying to the Corpora- 
tion an amount equal to the amount that would be required of it under 
this subsection if it were a member bank. The Corporation is author- 
ized to prescribe rules and regulations for the further examination of 
such State bank, and to fix the compensation of examiners employed to 
make examinations of State banks. 

“‘ Each member of the Fund shall file with the Corporation on or before 
the date of its admission a certified statement under oath showing, as of 
the fifteenth day of the month preceding the month in which it was so 
admitted, the number of its depositors and the total amount of its deposits 
which are eligible for insurance under this subsection, and shall pay to 
the Corporation an amount equal to one-half of 1 per centum of the total 
amount of the deposits so certified. One-half of such payment shall be 
paid in full at the time of the admission of such member to the Fund, 
and the remainder of such payment shall be subject to call from time to 
time by the board of directors of the Corporation. Within a reasonable 
time fixed by the Corporation each such member, shall file a similar state- 
ment showing, as of June 15, 1934, the number of its depositors and the 
total amount of its deposits which are eligible for such insurance and shall 
pay to the Corporation in the same manner an amount equal to one-half 
of 1 per centum of the increase, if any, in the total amount of such de- 
posits since the date covered by the statement filed upon its admission to 
membership in the Fund. 
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“Tf at any time prior to July 1, 1934, the Corporation requires addi- 
tional funds with which to meet its obligations under this subsection, each 
member of the Fund shall be subject to one additional assessment only in 
an amount not exceeding the total amount theretofore paid to the Corpora- 
tion by such member. 

“Tf any member of the Fund shall be closed on or before June 30, 
1934, on account of inability to meet its deposit liabilities, the Corpora- 
tion shall proceed in accordance with the provisions of subsection (1) of 
this section to pay the insured deposit liabilities of such member; except 
that the Corporation shall pay not more than $2,500 on account of the 
net approved claim of the owner of any deposit. The provisions of such 
subsection (l) relating to State member banks shall be extended for the 
purposes of this subsection to members of the Fund which are not members 
of the Federal Reserve System; and the provisions of this subsection shall 
apply only to deposits of members of the Fund which have been made 
available since March 10, 1933 for withdrawal in the usual course of the 
banking business. 

“ Before July 1, 1934, the Corporation shall make an estimate of the 
balance, if any, which will remain in the Fund after providing for all 
liabilities of the Fund, including expenses of operation thereof under 
this subsection and allowing for anticipated recoveries. The Corporation 
shall refund such estimated balance, on such basis as the Corpora- 
tion shall find to be equitable, to the members of the Fund other than 
those which have been closed prior to July 1, 1984. 

“Fach State bank which is a member of the Fund, in order to obtain 
the benefits of this section after July 1, 1984, shall, on or before such date, 
subscribe and pay for the same amount of class A stock of the Corporation 
as it would be required to subscribe and pay for upon becoming a member 
bank, or if such State bank is not permitted by the laws under which it 
was organized to purchase such stock, it shall deposit with the Corpora- 
tion an amount equal to the amount it would have been required to pay in 
on account of a subscription to such stock; and thereafter such State bank 
shall be entitled to such benefits until July 1, 1936. 

“It is not the purpose of this section to discriminate, in any manner, 
against State nonmember, and in favor of, national or aimee banks; 
but the purpose is to provide all banks with the same opportunity to 
obtain and enjoy the benefits of this title. No bank shall be discriminated 
against because its capital stock is less than the amount required for 
eligibility for admission into the Federal Reserve System.” 

Sec. 9. The eighth paragraph of section 13 of the Federal Reserve 
Act, as amended (U.S.C., title 12, sec. 347; Supp. VI, title 12, sec. 
347), is amended to read as follows: 

“Any Federal reserve bank may make advances for periods not exceed- 
ing fifteen days to its member banks on their promissory notes secured 
by the deposit or pledge of bonds, notes, certificates of indebtedness, or 
Treasury bills of the United States, or by the deposit or pledge of de- 
bentures or other such obligations of Federal intermediate credit banks 
which are eligible for purchase by Federal reserve banks under section 
13 (a) of this Act; and any Federal reserve bank may make advances 
for periods not exceeding ninety days to its member banks on their 
promissory notes secured by such notes, drafts, bills of exchange, or 
bankers’ acceptances as are eligible for rediscount or for purchase by 
Federal reserve banks under the provisions of this Act. All such ad- 
vances shall be made at rates to be established by such Federal reserve 
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banks, such rates to be subject to the review and determination of the 
Federal Reserve Board. If any member bank to which any such 
advance has been made shall, during the life or continuance of such 
advance, and despite an official warning of the reserve bank of the 
district or of the Federal Reserve Board to the contrary, increase its 
outstanding loans secured by collateral in the form of stocks, bonds, 
debentures, or other such obligations, or loans made to members of 
any organized stock exchange, investment house, or dealer in securi- 
ties, upon any obligation, note, or bill, secured or unsecured, for the 
purpose of purchasing andjor carrying stocks, bonds, or other invest- 
ment securities (except obligations of the United States) such advance 
shall be deemed immediately due and payable, and such member bank 
shall be ineligible as a borrower at the reserve bank of the district under 
the provisions of this paragraph for such period as the Federal Reserve 
Board shall determine: Provided, That no temporary carrying or clear- 
ance loans made solely for the purpose of facilitating the purchase or 
delivery of securities offered for public subscription shall be included in 
the loans referred to in this paragraph.”’ 

Sec. 10. Section 14 of the Federal Reserve Act, as amended (U.S. C., 
title 12, secs. 3538-358), 1s amended by adding at the end thereof the 
following new paragraph: 

‘““(qg) The Federal Reserve Board shall exercise special supervision 
over all relationships and transactions of any kind entered into by any 
Federal reserve bank with any foreign bank or banker, or with any group 
of foreign banks or bankers, and all such relationships and transactions 
shall be subject to such regulations, conditions, and limitations as the 
Board may prescribe. No officer or other representative of any Federal 
reserve bank shall conduct negotiations of any kind with the officers or 
representatives of any foreign bank -or banker without first obtaining 
the permission of the Federal Reserve Board. The Federal Reserve 
Board shall have the right, in its discretion, to be represented in any 
conference or negotiations by such representative or representatives as the 
Board may designate. <A full report of all conferences or negotiations, 
and all understandings or agreements arrived at or transactions agreed 
upon, and all other material facts appertaining to such conferences 
or negotiations, shall be filed with the Federal. Reserve Board in writin 
by a duly authorized officer of each Federal reserve bank which shall 
have ek ee wm such conferences or negotiations.”’ 

Sec. 11. (a) Section 19 of the Federal Reserve Act, as amended 
(U.S.C., tithe 12, secs. 142, 874, 461-466; supp. VI, title 12, sec. 462a), 
is amended by inserting after the sixth paragraph thereof the following 
new paragraph: 

‘No member bank shall act as the medium or agent of any nonbanking 
corporation, partnership, association, business trust, or individual in 
making loans on the security of stocks, bonds, and other investment 
securities to brokers or dealers in stocks, bonds, and other investment 
securities. Every violation of this provision by any member bank shall 
be punishable by a fine of not more than $100 per day during the con- 
tinuance of such violation; and such fine may be collected, by suit or other- 
Wise, by the Federal reserve bank of the distriet in which such member 
bank is located.” 

(b) Such section 19 of the Federal Reserve Act, as amended, is further 
amended by adding at the end thereof the following new paragraphs: 

‘“No member bank shall, directly or indirectly by any device what- 
soever, pay any interest on any deposit which is payable on demand: 
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Provided, That nothing herein contained shall be construed as prohibiting 
2 of interest in accordance with the terms of any certificate 
of deposit or other contract heretofore entered into in good faith which 
vs in force on the date of the enactment of this paragraph; but no such 
certificate of deposit or other contract shall be renewed or extended unless 
it siall be modified to conform to this paragraph, and every member 
bank shall take such action as may be necessary to conform to this para- 
graph as soon as possible consistently with its contractual obligations: 
Provided, however, That this paragraph shall not apply to any deposit 
of such bank which is payable only at an office thereof located in a foreign 
country, and shall not apply to any deposit made by a mutual savings 
bank, nor to any deposit of public funds made by or on behalf of any 
State, county, school district, or other subdivision or municipality, with 
respect to which payment of interest is required under State law. 

“‘ The Federal Reserve Board shall from time to time limit by regulation 
the rate of interest which may be paid by member banks on time deposits, 
and may prescribe different rates for such payment on time and savings 
deposits having different maturities or subject to different conditions 
respecting withdrawal or repayment or subject to different conditions 
by reason of different locations. No member bank shall pay any time 
deposit before its maturity, or waive any requirement of notice before 
payment of any savings deposit except as to all savings deposits having 
the same requirement.” 

(c) Section 8 of the Act entitled ‘‘ An Act to establish postal savings 
depositories for depositing savings at interest with the security of the 
Government for repayment thereof, and for other purposes’’, approved 
June 25, 1910, as amended (U.S.C., title 39, sec. 758), is amended by 
striking out the first sentence thereof and inserting in lieu thereof the 
following: ‘‘ Any depositor may withdraw the whole or any part of the 
funds deposited to his or her credit with the accrued interest only on 
notice given sixty days in advance and under such regulations as the 
Postmaster General may prescribe; but withdrawal of any part of such 
funds may be made upon demand, but no interest shall be paid on any 
funds so withdrawn except interest accrued to the date of enactment of 
the Banking Act of 1933: Provided, That Postal Savings depositories 
may deposit funds in member banks on time under regulations to be 
prescribed by the Postmaster General.” 

(d) The second senténce of section 9 of the Act entitled “‘An Act to 
establish postal savings depositories for depositing savings at interest 
with the security of the Government for repayment thereof, and for other 
purposes’’, approved June 25, 1910, as amended (U.S.C., title 39, sec. 
759), is amended by striking out the period at the end thereof and insert- 
ing in lieu thereof a colon and the following: ‘Provided, That no such 
security shall be required in case of such part of the deposits as are 
insured under section 12B of the Federal Reserve Act, as amended.”’ 

Sec. 12. Section 22 of the Federal Reserve Act, as amended (U.S.C., 
title 12, secs. 8375, 376, 508, 593-595; Supp. VI, title 12, sec. 593), is 
further amended by adding at the end thereof the following new para- 
graph: 

‘““(g) No executive officer of any member bank shall borrow from or 
otherwise become indebted to any member bank of which he is an execu- 
tive officer, and no member bank shall make any loan or extend credit in 
any other manner to any of its own executive officers: Provided, That 
loans heretofore made to any such officer may be renewed or extended not 
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more than two years from the date this paragraph takes effect, if in 
accord with sound banking practice. If any executive officer of any 
member bank borrow from or if he be or become indebted to any bank 
other than a member bank of which he is an executive officer, he shall 
make a written report to the chairman of the board of directors of the 
member bank of which he is an executive officer, stating the date and 
amount of such loan or indebtedness, the security therefor, and the 
purpose for which the proceeds have been or are to be used. Any execu- 
tive officer of any member bank violating the provisions of this paragraph 
shall be deemed guilty of a misdemeanor and shall be imprisoned not 
exceeding one year, or fined not more than $5,000, or both; and any 
member bank violating the provisions of this paragraph shall be fined 
not more than $10,000, and may be fined a further sum equal to the 
amount so loaned or credit so extended.” 

Sec. 13. The Federal Reserve Act, as amended, 1s amended by insert- 
ing between sections 23 and 24 thereof (U.S.C., title 1 , secs. 64 and 371; 
Supp. VI, title 12, sec. 371) the following new sae: 

“Sec. 283A. No member bank shall (1) make any loan or any exten- 
sion of credit to, or purchase securities under repurchase agreement from, 
any of its affiliates, or (2) invest any of its funds in the capital stock, 
bonds, debentures, or other such obligations of any such affiliate, or (3) 
accept the capital stock, bonds, debentures, or other such obligations of any 
such affiliate as collateral security for advances made to any person, part- 
nership, association, or corporation, if, in the case of any such afitiate, 
the aggregate amount of such loans, extensions of credit, repurchase agree- 
ments, investments, and advances against such collateral security will 
exceed 10 per centum of the capital stock and surplus of such member 
bank, or on the case of all such affiliates, the aggregate amount of such 
loans, extensions of credits, repurchase agreements, investments, and ad- 
vances against such collateral security will exceed 20 per centum of the 
capital stock and surplus of such member bank. 

“Within the foregoing limitations, each loan or extension of credit 
of any kind or character to an affiliate shall be secured by collateral in 
the form of stocks, bonds, debentures, or other such obligations having 
a market value at the time of making the loan or extension of credit of 
at least 20 per centum more than the amount of the loan or extension 
of credit, or of at least 10 per centum more than the amount of the loan 
or extension of credit if it is secured by obligations of any State, or of 
any political subdivision or agency thereof: Provided, That the prom- 
sions of this paragraph shall not apply to loans or extensions of credit 
secured by obligations of the United States Government, the Federal 
intermediate credit banks, the Federal land banks, the Federal Home 
Loan Banks, of the Home Owners’ Loan Corporation, or by such notes, 
drafts, bills of exchange, or bankers’ acceptances as are eligible for 
rediscount or for purchase by Federal Reserve banks. A loan or exten- 
sion of credit to a director officer, clerk, or other employee or any repre- 
sentative of any such affiliate shall be deemed a loan to the affiliate to 
the extent that the proceeds of such loan are used for the benefit of, or 
transferred to, the affiliate. 

“For the purposes of this section the term ‘affiliate’ shall include 
holding company affiliates as well as other affiliates, and the provisions 
of this section shall not apply to any affiliate (1) engaged solely in holding 
the bank premises of the member bank with which it is affiliated, (2) 
engaged solely in conducting a safe-deposit business or the business of 
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an agricultural credit corporation or livestock loan company, (3) in 
the capital stock of which a national banking association is authorized 
to invest pursuant to section 25 of the Federal Reserve Act, as amended, 
(4) organized under section 25 (a) of the Federal Reserve Act, as amended, 
or (5) engaged solely in holding obligations of the United States Govern- 
ment, the Federal intermediate credit banks, the Federal land banks, 
the Federal Home Loan Banks, or the Home Owners’ Loan Corporation; 
but as to any such affiliate, member banks shall continue to be subject to 
other provisions of law applicable to loans by such banks and investments 
by such banks in stocks, bonds, debentures, or other such obligations.” 

Sec. 14. The Federal Reserve Act, as amended, is amended by inserting 
between section 24 and section 25 thereof (U.S.C., title 12, secs. 371 and 
601-605; Supp. VI, title 12, sec. 371) the following new section: 

“Sec. 24A. Hereafter no national bank, without the approval of the 
Comptroller of the Currency, and no State member beak urnthout the 
approval of the Federal Reserve Board, shall (1) invest in bank premises, 
or in the stock, bonds, debentures, or other such obligations of any corpo- 
ration holding the premises of such bank or (2) make loans to or wpon the 
security of the stock of any such corporation, if the aggregate of all such 
a and loans will exceed the amount of the capital stock of such 

ank.”’ 

Sec. 15. The Federal Reserve Act, as amended, is further amended by 
inserting after section 25 (a) thereof (U.S.C., title 12, sec. 611-631) the 
following new section: 

“Sec. 25. (b) Noturthstanding any other provision of law all suits 
of a civil nature at common law or in equity to which any corporation 
under the laws of the United States shall ba a party, arising out of trans- 
actions involving international or foreign banking, or banking in a 
dependency or insular possession of the United States, or out of other 
international or foreign financial operations, either directly or through 
the agency, ownership, or control of branches or local institutions in 
dependencies or insular possessions of the United States or in foreign 
countries, shall be deemed to arise under the laws of the United States, 
and the district courts of the United States shall have original jurisdiction 
of all such suits; and any defendant in any such suit may, at any time 
before the trial thereof, remove such suits from a State court into the district 
court of the United States for the proper district by following the pro- 
cedure for the removal of causes otherurse rovided by law. Such 
removal shall not cause undue delay in the trial of such case and a case 
so removed shall have a place on the calendar of the United States court 
to which it is removed relaaiie to that which it held on the State court from 
which it was removed. 

“ Notwithstanding any other provision of law, all suits of a civil nature 
at common law or in equity to which any Federal Reserve bank shall be a 
party shall be deemed to arise under the laws of the United States, and 
the district courts of the United States shall have original jurisdiction 
of all such suits; and any Federal Reserve bank which is a defendant 
in any such suit may, at any time before the trial thereof, remove such 
suit from a State court into the district court of the United States for the 
proper district by following the procedure for the removal of causes other- 
wise provided by law. No attachment or execution shall be issued against 
any Federal Reserve bank or us property before final judgment in any 


suit, action, or proceeding in any State, county, municipal, or United 
States court.”’ 
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Sec. 16. Paragraph ‘‘Seventh”’ of section 5136 of the Revised Statutes, 
as amended (U.S.C., title 12, sec. 24; supp. VI, title 12, sec. 24), is 
amended to read as follows: 

“Seventh. To exercise by its board of directors or duly authorized 
officers or agents, subject to law, all such incidental powers as shall be 
necessary to carry on the business of banking; by discounting and nego- 
tiating prom issory notes, drafts, bills of exchange, and other evidences of 
debt; by receiving deposits; by buying and selling exchange, coin, and 
bullion; by loaning money on personal secur ity; and by obtaining, issuing, 
and circulating notes according to the provisions of this title. The busi- 
ness of dealing in investment securities by the association shall be limited 
to purchasing and selling such securities without recourse, solely upon the 
order, and for the account of, customers, and in no case for its own 
account, and the association shall not underwrite any issue of securities: 
Provided, That the association may purchase for its own account invest- 
ment securities under such limitations and restrictions as the Comp- 
troller of the Currency may by regulation prescribe, but in no event (1) 
shall the total amount of any issue of investment securities of any one 
obligor or maker purchased after this section as amended takes effect 
and held by the association for its own account exceed at any time 10 
per centum of t he total amount t of such issue outstandi ng, but this limita- 
tion shall not apply to any such issue the total amount of which does not 
exceed $100,000 and does not exceed 50 per centum of the capital of the 
association, nor (2) shall the total amount of the investment securities of 
any one obligor or maker purchased after this section as amended takes 
effect and held by the association for its own account exceed at any time 
15 per centum of the amount of the capital stock of the association actually 
paid in and unimpaired and 25 per centum of its unimpaired surplus 
fund. As used in this section the term ‘investment securities’ shall 
mean marketable obligations evidencing indebtedness of any person, 
copartnership, association, or corporation in the form of bonds, notes 
and/or debentures commonly known as investment securities under such 
Juriher definition of the term ‘investment securities’ as may by regulation 
be prescribed by the Comptroller of the Currency. Except as hereinafter 
provided or otherwise ey itted by law, nothing herein contained shall 

authorize the purchase by the association of any shares of stock of any 
corporation. The limitations and restrictions herein contained as to 
dealing in, underwriiing and purchasing for its own account, investment 
securities shall not apply to obligations of the United States, or general 
obligations of any State or of any political subdivision thereof, or obliga- 
tions issued under authority of the Federal Farm Loan Act, as ame nded 
or issued by the Federal Home Loan Banks or the Home Owners’ Loan 
Corporation: Provided, That in carrying on the business commonly 
known as the safe-deposit business the association shall not invest in 
the capital stock of a corporation organized under the law of any State 
to conduct a safe-deposit business 1n an amount in excess of 16 per 
centum of the capital stock of the association actually paid in and unim- 
paired and 15 per centum of its unimpaired surplus ”’ 

The restrictions of this section as to dealing in investment securities 
shall take effect one year after the date of the approval of this Act. 

Sec. 17. (a) Section 5138 of the Revised Statutes, as amended 
(U.S.C., title 12, sec. 51; Supp. VI, title 12, sec. 51), is amended to 
read as follows: 
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“Sec. 5138. After this section as amended takes effect, no national 
banking association shall be organized with a less capital than $100,000, 
except that such associations with a capital of not less than $50,000 may 
be organized in any place the population of which does not exceed siz 
thousand inhabitants. No such association shall be organized in a 
city the population of which exceeds fifty thousand persons with a capital 
of less than $200,000, except that in the outlying districts of such a city 
where the State laws permit the organization of State banks with a capital 
of $100,000 or less, national banking associations now organized or here- 
after organized may, with the approval of the Comptroller of the Currency, 
have a capital of not less than $100,000.” 

(b) The tenth paragraph of section 9 of the Federal Reserve Act, as 
amended (U.S.C., title 12, sec. 329), is amended to read as follows: 

‘No applying ‘bank shall be admitted to membership in a Federal 
reserve bank unless it possesses a paid-up unimpaired capital sufficient 
to entitle it to become a national banking association in the place where 
it is situated under the provisions of the National Bank Act, as amended: 
Provided, That this paragraph shall not apply to State banks and trust 
companies organized prior to the date this paragraph as amended takes 
effect and situated in a place the population of which does not exceed 
three thousand inhabitants and having a capital of not less than $25,000, 
nor to any State bank or trust company which is so situated and which, 
while it is entitled to the benefits of i insurance under section 12B of this 

Act, increases its capital to not less than $25,000.” 

Sec. 18. Section 5139 of the Revised Statutes, as amended (U.S.C., 
title 12, sec. 52; Supp. VI, title 12, sec. 52), 1s amended by adding at 
the end thereof the following new paragraph: 

‘After one year from the date of the enactment of the Banking Act of 
1933, no certificate representing the stock of any such association shall 
represent the stock of any other corporation, except a member bank or a 
corporation existing on the date this paragraph takes effect engaged solely 
in holding the bank premises of such association, nor shall the ownership, 
sale, or transfer of any certificate representing the stock of any such 
association be conditioned in any manner whatsoever wpon the ownership, 
sale, or transfer of a certi ificate representing the stock of any other corpora- 
tion, except a member bank.’ 

Sec. 19. Section 5144 of the Revised Statutes, as amended (U.S.C., 
title 12, sec. 61 ), is amended to read as follows: 

“Sec. 5144. In all elections of directors, each shareholder shall have 
the right to vote ihe number of shares owned by him for as many persons 
as there are directors to be elected, or to cumulate such shares and give 
one candidate as many votes as the number of directors multiplied by the 
number of his shares shall equal, or to distribute them on the same prin- 
ciple among as many candidates as he shall think fit; and in deciding 
all other questions at meetings of shareholders, each shareholder shall be 
entitled to one vote on each share of stock held by him; except (1) that 
shares of its own stock held by a national bank as sole trustee shall not 
be voted, and shares of its own stock held by a national bank and one or 
more persons as trustees may be voted by such other person or persons, 
as trustees, in the same manner as if he or they were the sole trustee, and 
(2) shares controll d by any holding company affiliate of a national bank 
shall not be voted unless such holding company affiliate shall have first 
obtained a voting permit as hereinafter provided, which permit is in 
force at the time such shares are voted. Shareholders may vote by proxies 
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duly authorized in writing; but no officer, clerk, teller, or bookkeeper of 
such bank shall act as prory; and no shareholder whose liability is past 
due and unpaid shall be allowed to vote. 

‘‘ For the purposes of this section shares shall be deemed to be controlled 
by a holding company affiliate if they are owned or controlled directly or 
indirectly by such holding company affiliate, or held by any trustee for 
the benefit of the shareholders or members thereof. 

“Any such holding company affiliate may make application to the 
Federal Reserve Board for a voting permit entitling it to cast one vote at 
all elections of directors and in deciding all questions at meetings of 
shareholders of such bank on each share of stock controlled by it or authoriz- 
wg the trustee or trustees hol« ling the stock for its benefit or for the benefit 
of its shareholde rs so to vote the same. The Federal Re Serve Board may, 
un its discretion, grant or withhold such pe rmit as the public interest may 
require. In acting upon such application, the Board shall consider th 
financial condition of the applicant, the ge neral character of its manage- 
ment, and the probable effect of the granting of such permit wpon thi 
affairs of such bank, but no such permit shall be granted except upon the 
followi ing con ditions: 

(a) Every such holding company affiliate shall, in making the applica- 
tion for such permit, agree (1) to receive, on dates identical with those 
fixed for the examination of banks with which it is affiliated, examiners 
duly authorized to examine such banks, who shall make such examina- 
tions of such holding company affiliate as shall be necessary to disclose 
fully the relations between such banks and such holding company affiliate 
and the effect of such relations upon the affairs of such banks, such 
examinations to be at the expense of the holding company affiliate so 
examined; (2) that the reports of such examiners shall contain such 
information as shall be necessary to disclose fully the relations between 
such affiliate and such banks and the effect of such relations upon the 
affairs of such banks; (3) that such examiners may examine each bank 
owned or controlled by the holding company affiliate, both individually 
and in conjunction with other banks owned or controlled by such holding 
company affilic ite; and (4) that pu hlication of individual or consolidated 
statements of condi tion of such b bank s may be eared 

““(h) After five years after the enactment of the Banking Aet of 1933, 
every such hol a ompany affiliate (1): shall possess, and shall continue 
to possess during the life of such permit, free and clear of any lien, 
pledge, or hypothecation of any nature, readily marketable assets other 
than bank stock in an amount not less than 12 per centum of the aggregate 
par value of all bank stocks controlled by such holding company affiliate, 
which amount shall be increased by not less than 2 per centum per annum 
of such aggregate par value until such assets shall amount to 25 per 
centum of the aggrejate par value of such bank stocks; and (2) shall 
reinvest in readily marketable assets other than bank stock all net earnings 
over and above 6 per centum per annum on the book value of its own 
shares outstanding until such assets shall amount to such 25 per centum 
of the aggregate par value of all bank stocks controlled by it; 

“(c) Notwithstanding the foregoing provisions of this section, after 
five years after the enactment of the Ranking Act of 1933, (1) any such 
holding company affiliate the shareholders or members of which shall be 
andividually and severally liable in proportion to the number of shares 
of such holding company affiliate held by them respectively, in addition 
to amounts invested therein, for all statutory liability imposed on such 
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holding company affiliate by reason of its control of shares of stock of 
banks, shall be required only to establish and maintain out of net earnings 
over and above 6 per centum per annum on the book value of its own 
shares outstanding a reserve of readily marketable assets in an amount of 
not less than 12 per centum of the aggregate par value of bank stocks con- 
trolled by it, and (2) the assets required by this section to be possessed by 
such holding company affiliate may be used by it for replacement t of 
capital in banks affiliated with it and for losses incurred in such banks 
but any de ficienc y wm such assets resulting from such use shall be wiads 
up within such period as the Federal Reserve Board may by regulation 
pre scribe “ 

“(d) Every officer, director, agent, and employee of every such holding 
company affiliate : en be subject to the same penalties for false entries in 
any book, report, or statement of such holding company affiliate as are 
ay plicable to cicae: directors, agents. and employees of member banks 
under section D209 oj the Re vised Statute Ss, ds amel dee l S.C : title 12, 
sec. 592): and 

‘““(e) Every such holding company affiliate shall, in its application for 
such voting permit, (1) show that it does not own. control, or have any 
interest in, and is not participating in the management or direction of, 
any corporation, business trust, association, or other similar organiza- 
tion formed for the pur pose of, or engaged principally in, the issue, 
eatin underwriting, public sale, or distribution, at wholesale -or retail 

r through syndicate aad ipation, of stocks, bonds, deben ture s, notes, or 
ol ae securities of any sort (hereinafter referred to as ‘securities company’); 

agree that during the period that the permit remains in force it will 
not acquire any ow wirelite, control, or interest in any such securities 
company or Po tae in the management or direction thereof; (3) agree 
that if, at the time of filing the ap yplication | for such permit, it owns, con- 
trols, or has an interest in, or is participating in the management or 
dracon of, any such securities company, it will, within five years after 
the fili ng of such ap yplication, divest itself of its ow nership, control, and 
interest in such securities company and will cease partic ipating in the 
management or direction thereof, and will not thereafter, during the period 
that the permit remains in force, acquire any further ownership, control, 
or untere fa mn any such securities compan y or participate in the m anage- 
ment or di ee thereof; and (4) agree that thenceforth it will declare 
dw idends only out of actual net earnings. 

“Tf at any time it shall appear to the Federal Reserve Board that any 
holdina company affiliate has violated any of the provisions of the Bank- 
ing Act of 1933 or of any agreement made pursuant to this section, the 
Federal Reserve Board may, in its discretion, revoke any such voting 
permit after giving sixty days’ notice by registered mail of its intention 
to the holding company affiliate and affording it an opportunity to be 
heard. Whenever the Federal Reserve Board shall have revoked any such 
voting permit, no national bank whose stock is controlled by the holding 
company affiliate whose permit is so revoked shall receive deposits of 
public moneys of the United States, nor shall any such national bank 
pay any further dividend to such holding company affiliate upon any 
share s of such bank controlled by such holding company affiliate. 

‘Whenever the Federal Reserve Board shall have revoked any voting 
permit as hereinbefore provided, the rights, privileges, and franchises of 
any or all national banks the stock of w hich Ls controlled by such holding 
company affiliate shall, in the discretion of the, Federal Reserve Board, 





: 
: 
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be subject to Forfeiture un accordance with section 2 of the Federal Reserve 
Act, as amended.”’ 

Sec. 20. After one year from the date of the enactment of this Act, no 
member bank shall be affiliated in any manner described in section 2 (b) 
hereof with any corporation, association, business trust, or other similar 
organization engaged principally in the issue, flotation, underwriting, 
public sale, or distribution at wholesale or retail or through syndicate 
participation of stocks, bonds, debentures, notes, or other securities. 

For every violation of this section the member bank involved shall be 
subject to a penalty not exceeding $1,000 per day for each day during 
which such violation continues. Such penalty may be assessed by the 
Federal Reserve Board, in its discretion, and, when so assessed, may be 
collected by the Federal reserve bank by suit or otherwise. 

If any such violation shall continue for six calendar months after the 
member bank shall have been warned by the Federal Reserve Board to 
discontinue the same, (a) in the case of a national bank, all the rights, 
privileges, and franchises granted to it under the National Bank Act may 
be forfeited in the manner prescribed in section 2 of the Federal Reserve 
Act, as amended (U.S.C., title 12, secs. 141, 222-225, 281-286, and 
502), or, (b) in the case of a State member bank, all of its rights and 
privileges of membership in the Federal Reserve System may be forfeited 
an the manner prescribed in section 9 of the Federal Reserve Act, as 
amended (U.S.C., title 12, secs. 321-332 ). 

Sec. 21. (a) After the expiration of one year after the date of enact- 
ment of this Act it shall be unlauful— 

(1) For any person, firm, corporation, association, business trust, or 
other similar organization, engaged in the business of issuing, under- 
writing, selling, or distributing, at wholesale or retail, or through syndicate 
participation, stocks, bonds, debentures, notes, or other securities, to 
engage at the same time to any extent whetever in the business of receiving 
deposits subject to check or to repayment wpon presentation of a passhook, 
certificate of deposit, or other evidence of debt, or upon request of the depos- 
wor; or 

(2) For any person, firm, corporation, association, business trust, or 
other similar organization, other than a financial wstitution or private 
banker subject to examination and regulation under State or Federal 
law, to engage to any extent whatever in the business of receiving deposits 
subject to check or to repayment upon presentation of a passbook, cer- 
tificate of deposit, or other evidence of debt, or upon request of the depositor, 
unless such person, firm, corporation, association, business trust, or 
other similar organization shall submit to periodic examination by the 
Comptroller of the Currency or by the Federal Reserve bank of the dis- 
trict and shall make and publish periodic reports of its condition, ex- 
hibiting in detail its resources and liabilities, such examination and 
reports to be made and published at the same times and in the same 
manner and with like effect and penalties as are now provided by law in 
respect of national banking associations transacting business in the same 
locality. 

(b) Whoever shall willfully violate any of the provisions of this section 
shall upon conviction be fined not more than $5,000 or smprisoned not 
more than five years, or both, and any officer, director, employee, or 
agent of any person, firm, corporation, association, business trust, or 
other similar organization who knowingly participates in any such vio- 
lation shall be punished by a like fine or imprisonment or both. 
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Szc. 22. The additional liability imposed upon shareholders in 
national banking associations by the provisions of section 5151 of the 
Revised Statutes, as amended, and section 23 of the Federal Reserve 
Act, as amended (U.S.C., title 12, secs. 63 and 64), shall not apply with 
respect to shares in any such association issued after the date of enact- 
ment of this Act. 

Src. 23. Paragraph (c) of section 5155 of the Revised Statutes, as 
amended (U.S.C., title 12, sec. 36), is amended to read as follows: 

“(e){A national banking association may, with the approval of the 
Comptroller of the Currency, establish and operate new Sencha (1) 
Within the limits of the city, town or village in which said association is 
situated, if such establishment and operation are at the time expressly 
authorized to State banks by the law of the State in question; and (2) at 
any point within the State in which said association is situated, if such 
establishment and operation are at the time authorized to State banks by 
the statute law of the State in question by language specifically granting 
such authority affirmatively and not merely by implication or recognition, 
and subject to the restrictions as to location imposed by the law of the 
State on State banks77 No such association shall establish a branch 
outside of the city, toum, or village in which it is situated unless it has a 
paid-in and unimpaired capital stock of not less than $500,000: Pro- 
vided, That in States with a population of less than one million, and 
which have no cities located therein with a population exceeding one 
hundred thousand, the capital shall be not less than $250,000: Provided, 
That in States with a population of less than one-half million, and which 
have no cities located therein with a population exceeding fifty thousand, 
the capital shall not be less than $100,000.” 

Paragraph (d) of section 5155 of the Revised Statutes, as amended 
(U.S.C., title 12, sec. 36), is amended to read as follows: 

‘““(d) The aggregate capital of every national banking association and 
its branches shall at no time be less than the aggregate minimum capital 
required by law for the establishment of an equal number of national bank- 
ing associations situated in the various places where such association and 
its branches are situated.”’ 

Sec. 24. (a) Sections 1 and 8 of the Act entitled “An Act to provide 
for the consolidation of national banking associations”, approved Novem- 
ber 7, 1918, as amended (U.S.C., title 12, secs. 33, 84, and 34a), are 
amended by striking out the words ‘‘county, city, town, or village’’ where- 
ever they occur in each such section, and inserting in lieu thereof the words 
“State, county, city, town, or village.” 

(b) Section 3 of such Act of November 7, 1918, as amended, is further 
amended by striking out the second sentence thereof and inserting in lieu 
thereof the following: ‘“‘The capital stock of such consolidated association 
shall not be less than that required under existing law for the organization 
of a national banking association in the place in which such consolidated 
association is located. Upon such a consolidation, or wpon a consolida- 
tion of two or more national banking associations under section 1 of this 
Act, the corporate existence of each of the constituent banks and national 
banking associations participating in such consolidation shall be merged 
into and continued in the consolidated national banking association and 
the consolidated association shall be deemed to be the same corporation as 
each of the constituent institutions. All the rights, franchises, and inter- 
ests of each of such constituent banks and national banking associations 
in and to every species of property, real, personal, and mized, and choses 
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in action thereto belonging, shall be deemed to be transferred to and vested 
in such consolidated national banking association without any deed or 
other transfer; and such consolidated national banking association, by 
virtue of such consolidation and without any order or other action on the 
part of any court or otherwise, shall hold and enjoy the same and all 
rights of property, franchises, and interests, including appointments 
designations, and nominations and all other rights and interests as trustee, 
e.recutor, administrator, registrar of stocks and bonds, guardian of estates, 
assignee, receiver, committee of estates of lunatics and in every other 
fiduciary capacity, in the same manner and to the same extent as such 
rights, franchises, and interests were held or enjoyed by any such constit- 
uent institution at the time of such consolidation: Provided, however, 
That where any such constituent institution at the time of such consolida- 
tion was acting under appointment of any court as trustee, executor, 
administrator, registrar of stocks and bonds, guardian of estates, assignee, 
receiver, committee of estates of lunatics or in any other fiduciary capacity, 
the consolidated national banking association shall be subject to removal 
by a court of competent jurisdiction in the same manner and to the same 
extent as was such constituent corporation prior to the consolidation, and 
nothing herein contained shall be construed to impair in any manner the 
right of any court to remove such a consolidated national banking associa- 
tion and to appoint in lieu thereof a substitute trustee, executor, or other 
fiduciary, except that such right shall not be exercised in such a manner 
as to discriminate against national banking associations, nor shall any 
such consolidated association be removed solely because of the fact that it 
is a national banking association.” 

Src. 25. The first two sentences of section 5197 of the Revised Statutes 
(U S.C., title 12, sec. 85) are amended to read as follows: 

“Any association may take, receive, reserve, and charge on any loan 
or discount made, or upon any notes, bills of exchange, or other evidences 
of debt, interest at the rate allowed by the laws of the State, Territory, or 
District where the bank is located, or at a rate of 1 per centum in excess 
of the discount rate on ninety-day commercial paper in effect at the Federal 
Reserve bank in the Federal Reserve district where the bank is located, 
whichever may be the greater, and no more, except that where by the laws 
of any State a different rate is limited for banks organized under State 
laws, the rate so limited shall be allowed for associations organized or 
existing in any such State under this title. When no rate is fixed by the 
laws of the State, or Territory, or District, the bank may take, receive, 
reserve, or charge a rate not exceeding 7 per centum, or 1 per centum in 
EXCESS of the discount rate on ninety-day commercial paper in effect at 
the Federal Reserve bank in the Federal Reserve district where the bank 
is located, whichever may be the greater, and such interest may be taken 
in advance, reckoning the days for which the note, bill, or other evidence 
of debt has to run.” 

Sec. 26. (a) The second sentence of the first paragraph of section 
5200 of the Revised Statutes, as amended (U.S.C., title 12, sec. 84; Supp. 
VI, title 12, sec. 84), is amended by inserting before the period at the 
end thereof the following: ‘‘and shall include in the case of obligations 
of a corporation all obligations of all subsidiaries thereof in which such 
corporation owns or controls a majority interest.’ 

(6) The amendment made by this section shall not apply to such 
obligations of subsidiaries held by such association on the date this sec- 
tion takes effect. 
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Src. 27. Section 5211 of the Revised Statutes, as amended (U.S.C., 
title 12, sec. 161; Supp. VI, title 12, sec. 161), is amended by adding 
at the end thereof the following new paragraph: 

‘Each national banking association shall obtain from each of its 
affiliates other than member banks and furnish to the Comptroller of 
the Currency not less than three reports during each year, in such form 
as the Comptroller may prescribe, verified by the oath or affirmation of 
the president or such other officer as may be designated by the board of 
directors of such affiliate to verify such reports, disclosing the informa- 
tion hereinafter provided for as of dates identical with those for which 
the Comptroller shall during such year require the reports of the condi- 
tion of the association. For the purpose of this section the term ‘affiliate’ 
shall include holding company affiliates as well as other affiliates. Each 
such report of an affiliate shall We transmitted to the Comptroller at the 
same time us the corresponding report of the association, except that the 
Comptroller may, in his discreiion, extend such time for good cause 
shown. Each such report shall contain such information as in the 
judgment of the Comptroller of the Currency shall be necessary to dis- 
close fully the relations between such affiliate and such bank and to 
enable the Comptroller to inform himself as to the effect of such relations 
upon the affairs of such bank. The reports of such affiliaes shall be 
published by the association under the same conditions as govern its 
own condition reports. The Comptroller shall also have power to call 
for additional reports with respect to any such affiliate whenever in his 
judgment the same are necessary in order to obtain a full and complete 
‘:nowledge of the conditions of the association with which it is affiliated. 
Such additional reports shall be transmitted io the Comptroller of the 
Currency in such form as he may prescribe. Any such affiliated bank 
which fails to obtain and furnish any report required under this section 
shall be subject to a penalty of $100 for each day during which such 
failure continues.”’ 

Sec. 28. (a) The first paragraph of section 5240 «¢ = the Revised 
Statutes, as amended (U.S.C., title 12, sec. 481 ), is amended by inserting 
before the period at the end thereof a colon and the following proviso: 
‘Provided, That in making the examination of any national bank the 
examiners shall include such an examination of the affairs of all its 
affiliates other than member banks as shall be necessary to disclose fully 
the relations between such bank and such affiliates and the effect of such 
relations upon the affairs of such bank; and in the event of the refusal to 
give any information required in the course of the examination of any 
such affiliate, or in the event of the refusal to permit such examination, 
all the rights, privileges, and franchises of the bank shall be subject to 
forfeiture in accordance with section 2 of the Federal Reserve Act, as 
amended (U.S.C., title 12, secs. 141, 222-225, 281-286, and 502). 
The Comptroller of the Currency shall have power, and he is hereby 
authorized, to publish the report of his examination of any national 
banking association or affiliate which shall not within one hundred and 
twenty days after notification of the recommendations or suggestions of the 
Comptroller, based on said examination, have complied with the same to 
his satisfaction. Ninety days’ notice prior to such publicity shall be 
given to the bank or affiliate.”’ 

(b) Section 5240 of the Revised Statutes, as amended (U.S.C., title 12, 
sec. 481), is further amended by adding after the first paragraph thereof 
the following new paragraph: 
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“The examiner making the examination of any affiliate of a national 
bank shall have power to make a thorough examination of all the affairs 
of the affiliate, and in doing so he shall have power to administer oaths 
and to examine any of the officers, directors, employees, and agents 
thereof under oath and to make a report of his findings to the Comptroller 
of the Currency. The expense of examinations of such affiliates may be 
assessed by the Comptroller of the Currency wpon the affiliates examined 
in proportion to assets or resources held by the affiliates wpon the dates 
of examination of the various affiliates. If any such affiliate s shall refuse 
to pay such expenses or shall fail to do so within siaty days after the ‘date 
of such assessment, then such expenses may be assessed against the 
affiliated national bank and, when SO assessed, shall be paid by such 
national bank: Provide d, howeve + That, if the affiliation is with two or 
more national banks, such expenses may be assessed against, and col- 
lected from, any or all of such national banks in such proportions as the 
Comptroller of the Currency may prescribe. The examiners and assistant 
examiners making the examinations of national banking associations and 
affiliates thereof herein provided for and the chief examiners, reviewing 
examiners and other persons whose services may be required in connection 
with such examinations or the reports thereof, shall be employed by the 
Comptroller of the Currency with the approval of the Secretary of the 
Treasury; the employment and compensation of examiners, chief exami- 
ners, reviewing examiners, assistant examiners, and of the other employee 8 
of the office of the Comptroller of the Curre ney Ww hose com pensation ws par id 
from assessments on banks or affiliates thereof shall be without regard to 
the provisions of other laws applicable to officers or employees of the 
United States. The funds ee from such assessments may be 
deposited by the Con pirolle of the Currency in accordance with the pro- 
visions of section 5234 of the peteed Statutes (U.S.C., title 12, sec. 192) 
and shall not be construed to be Government funds « or secramaaiel 
monies; and the Comptroller of the Currency 1s authoriz zed and em- 
powered to prescribe regulations governing the computation and assess- 
ment of the expenses of examinations herein provided for and the collec- 
tion of such assessments from the banks and/or affiliate s exa mined. 
If any affiliate of a national bank shall refuse to permit an examiner to 
make an examination of the affiliate or shall refuse to give any information 
required in the course of any such examination, the national bank with 
which it is affiliated shall be subject to a penalty of not more than $100 
for each day that any such refusal shall continue. Such penalty may be 
assessed by the Comptroller of the Currency and collected in the same 
manner as expenses of examinations.” 

Sec. 29. In any case in which, in the opinion of the Comptroller of 
the Currency, it would be to the advantage of the depositors and unsecured 
creditors of any national banking association whose business has been 
closed, for such association to resume business upon the retention by the 
association, for a reasonable period to be prescribed by the Comptroller, 
of all or any part of its deposits, the Comptroller is authorized, in his 
discretion, to permit the association to resume business if depositors and 
unsecured creditors of the association represe nting at least 75 per centum 
of its total deposit and unsecured credit liabilities consent in writing to 
such retention of deposits. Nothing in this section shall be construed 
to affect in any manner any powers of the Comptroller under the provisions 
of law in force on the date of enactment of this Act with respect to the 
reorganization of national banking associations. 
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Sec. 80. Whenever, in the opinion of the Comptroller of the Currency, 
any director or officer of a national bank, or of a bank or trust company 
doing business in the District of Columbia, or whenever, in the opinion 
of a Federal Reserve agent, any director or officer of a State member 
bank in his district shall have continued to violate any law relating to 
such bank or trust company or shall have continued unsafe or unsound 

ractices in conducting the business of such bank or trust comvany, after 

aving been warned by the Comptroller of the Currency or the Federal 
Reserve agent, as the case may be, to discontinue such violations of law 
or such unsafe or unsound practices, the Comptroller of the Currency or 
the Federal Reserve agent, as the case may be, may certify the facts to the Fed- 
eral Reserve Board. Inany such case the Federal Reserve Board may cause 
notice to be served upon such director or officer to appear before such Board 
to show cause why he should not be removed from office. A copy a 
order shall be sent to each director of the bank affected, by registered mail. 
If after granting the accused director or officer a reasonable opportunity 
to be heard, the Federal Reserve Board finds that he has continued to 
violate any law relating to such bank or trust company or has continued 
unsafe or unsound practices in conducting the business 4 such bank or 
trust company after having been warned 4 the Comptroller of the Cur- 
rency or the Federal Reserve agent to discontinue such violation of law 
or such unsafe or unsound practices, the Federal Reserve Board, in its 
discretion, may order that such director or officer be removed from office. 
A copy of such order shall be served upon such director or officer. A 
copy of such order shall also be served upon the bank of which he is a director 
or officer, whereupon such director or officer shall cease to be a director 
or officer of such bank: Provided, That such order and the findings of 
fact upon which it is based shall not be made public or disclosed to anyone 
except the director or officer involved and the directors of the bank involved, 
otherwise than in connection with proceedings for a violation of this 
section. Any such director or officer removed from office as herein pro- 
vided who thereafter participates in any manner in the management of 
such bank shall be fined not more than $5,000, or imprisoned for not more 
than five years, or both, in the discretion of the court. 

Sec. 31. After one year from the date of enactment of this Act, not- 
withstanding any other provision of law, the board of directors, board of 
trustees, or other similar governing body of every national banking asso- 
ciation and of every State bank or trust company which is a member of 
the Federal Reserve System shall consist of not less than five nor more than 
twenty-five members; and every director, trustee, or other member of 
such governing body shall be the bona fide owner in his own right of 
shares of stock of such banking association, State bank or trust company 
having a par value in the aggregate of not less than $2,500, unless the 
capital of the bank shall not exceed $50,000, in which case he must own 
in his own right shares having a par value in the aggregate of not less 
than $1,500, or unless the capital of the bank shall not exceed $25,000, 
in which case he must own in his own right shares having a par value in 
the aggregate of not less than $1,000. If any national banking associa- 
tion violates the provisions of this section and continues such violation 
after thirty days’ notice from the Comptroller of the Currency, the said 
Comptroller may appoint a receiver or conservator therefor, in accordance 
with the provisions of existing law. If any State bank or trust company 
which is a member of the Federal Reserve System violates the provisions 
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of this section and continues such violation after thirty days’ notice from 
the Federal Reserve Board, it shall be subject to the forfeiture of its 
membership in the Federal Reserve System in accordance with the pro- 
visions of section 9 of the Federal Reserve Act, as amended. 

Sec. 32. From and after January 1, 1934, no officer or director of 
any member bank shall be an officer, direc tor, or manager of any corpora- 
tion, partnership, or unincorporated association engaged primarily in 
the business of purchasing, selling, or negotiating securities, and no 
member bank shall perform the functions of a correspondent bank on 
behalf of any such individual, partnership, corporation, or unincorpo- 
rated association, and no such individual, partnership, corporation, or 
unincorporated association shall perfrom the functions of a correspond- 
ent for any member bank or hold on deposit any. funds on behalf of any 
member bank, unless in any such case there is a permit therefor issued 
by the Federal Reserve Board; and the Board is authorized to issue such 
permit if in its judgment it is not incompatible with the public interest, 
and to revoke any such permit whenever it finds after reasonable notice 
and opportunity to be heard, that the public interest requires such 
revocation. 

Sec. 33. The Act entitled “An Act to supplement existing laws 
against unlawful restraints and monopolies, and for other purposes”’, 
approved October 15, 1914, as amended (U.S.C., title 15, sec. 19), is 
hereby amended by adding after section 8 thereof the following new 
Section: 

“Sec. 8A. That from and after the 1st day of January 1934, no 
director, officer, or employee of any bank, banking association, or trust 
company, organized or operating under the laws of the United States 
shall be at the same time q director, officer, or employee of a corporation 
(other than a mutual savings bank) or a member of a partnership 
organized for any purpose whatsoever which shall make loans secured 
by stock or bond collateral to any individual, association, partnership, 
or corporation other than its own subsidiaries.’ 

Sec. 34. The right to alter, amend, or repeal this Act is hereby ex- 
pressly reserved. If any provision of this Act, or the application thereof 
to any person or circumstances, is held invalid, the remavnder of the Act, 
and the application of such provision to other persons or circumstances, 
shall not 5 affected thereby. 

And the Senate agree to the same. 


Henry B. STEAGALL 
T. ALAN GOLDSBOROUGH 
Rosert Luce 

Managers of the part of the House. 
CaRTER GLASS 
Rosert J. BULKLEY 
W. G. McApoo 

Managers on the part of the Senate. 
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AN ACT 


To provide for the safer and more effective use of the assets of banks, to regulate 
interbank control, to prevent the undue diversion of funds into speculative 
operations, and for other purposes. 


Be it enacted by the Senate and House of Representatives of the 
United States of America in Congress assembled, That the short 
title of this Act shall be the “ Banking Act of 1933.” 

Sec. 2. As used in this Act and in any provision of law amended 
by this Act— 

(a) The terms “banks”, “national bank”, “national banking 
association ”, “ member bank”, “ board ”, “ district ”, and “ reserve 
bank “shall have the meanings assigned to them in section 1 of the 
Federal Reserve Act, as amended. 

(b) Except where otherwise specifically provided, the term “ affili- 
ate” shall include any corporation, business trust, association, or 
other similar organization— 

(1) Of which a member bank, directly or indirectly, owns or 
controls either a majority of. the voting shares or more than 50 

er centum of the number of shares voted for the election of its 

irectors, trustees, or other persons exercising similar functions at 
the preceding election, or controls in any manner the election of a 
majority of its directors, trustees, or other persons exercising similar 
functions; or 

(2) Of which control is held, directly or indirectly, through 
stock ownership or in any other manner, by the shareholders of a 
member bank who own or control either a majority of the shares 
of such bank or more than 50 per centum of the number of shares 
voted for the election of directors of such bank at the preceding 
election, or by trustees for the benefit of the shareholders of any 
such bank; or 

(3) Of which a majority of its directors, trustees, or other persons 
exercising similar functions are directors of any one member bank. 

(c) The term “ holding company affiliate ” shall include any cor- 
poration, business trust, association, or other similar organization— 

(1) Which owns or controls, directly or indirectly, either a 
majority of the shares of capital stock of a member bank or more 
than 50 per centum of the number of shares voted for the election 
of directors of any one bank at the preceding election, or controls 
in any manner the election of a majority of the directors of any one 
bank; or 

(2) For the benefit of whose shareholders or members all or 
substantially all the capital stock of a member bank is held by 
trustees. 
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Sec. 3. (a) The fourth paragraph after paragraph “ Eighth” of 
section 4 of the Federal Reserve Act, as amended (U.S.C., title 12, 
sec. 301), is amended to read as follows: 

“ Said board of directors shall administer the affairs of said bank 
fairly and impartially and without discrimination in favor of or 
against any member bank or banks and may, subject to the provi- 
sions of law and the orders of the Federal Reserve Board, extend 
to each member bank such discounts, advancements, and accommoda- 
tions as may be safely and reasonably made with due regard for 
the claims and demands of other member banks, the maintenance of 
sound credit conditions, and the accommodation of commerce, indus- 
try, and agriculture. The Federal Reserve Board may prescribe 
regulations further defining within the limitations of this Act the 
conditions under which discounts, advancements, and the accommo- 
dations may be extended to member banks. Each Federal reserve 
bank shall keep itself informed of the general character and amount 
of the loans and investments of its member banks with a view to 
ascertaining whether undue use is being made of bank credit for 
the speculative carrying of or trading in securities, real estate, or 
commodities, or for any other purpose inconsistent with the mainte- 
nance of sound credit conditions; and, in determining whether to 
grant or refuse advances, rediscounts or other credit accommodations, 
the Federal reserve bank shall give consideration to such informa- 
tion. The chairman of the Federal reserve bank shall report to 
the Federal Reserve Board any such undue use of bank credit by 
any member bank, together with his recommendation. Whenever, 
in the judgment of the Federal Reserve Board, any member bank 
is making such undue use of bank credit, the Board may, in its 
discretion, after reasonable notice and an opportunity for a hearing, 
suspend such bank from the use of the credit facilities of the Federal 
Reserve System and may terminate such suspension or may renew 
it from time to time.” 

(b) The paragraph of section 4 of the Federal Reserve Act, as 
amended (U.S.C., title 12, sec. 304), which commences with the words 
“The Federal Reserve Board shall classify ” is amended by inserting 
before the period at the end thereof a colon and the following: 
“ Provided, That whenever any two or more member banks within 
the same Federal reserve district are affiliated with the same holding 
company affiliate, participation by such member banks in any such 
nomination or election shall be confined to one of such banks, which 
may be designated for the purpose by such holding company affiliate.” 

Sec. 4. The first paragraph of section 7 of the Federal Reserve 
Act, as amended (U.S.C., title 12, sec. 289), is amended, effective 
July 1, 1932, to read as follows: 

“After all necessary expenses of a Federal reserve bank shall have 
been paid or provided for, the stockholders shall be entitled to receive 


an annual dividend of 6 per centum on the paid-in capital stock, 


which dividend shall be cumulative. After the aforesaid dividend 
claims have been fully met, the net earnings shall be paid into the 
we fund of the Federal reserve bank.” 

Sec. 5. (a). The first paragraph of section 9 of the Federal Reserve 
Act, as amended (U.S.C., title 12, sec. 321; Supp. VI, title 12, sec. 
321), is amended by inserting immediately after the words “ United 
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States ” a comma and the following: “ including Morris Plan banks 
and other incorporated banking institutions engaged in similar 
business.” 

(b) The second paragraph of section 9 of the Federal Reserve Act, 
as amended, is amended by adding at the end thereof the following: 
“ Provided, however, That nothing herein contained shall prevent 
any State member bank from establishing and operating branches in 
the United States or any dependency or insular possession thereof or 
in any foreign country, on the same terms and conditions and subject 
to the same limitations and restrictions as are applicable to the 
establishment of branches by national -banks.” 

(c) Section 9 of the Federal Reserve Act, as amended (U.S.C., 
title 12, secs. 321-331; Supp. VI, title 12, secs. 321-332), is further 
amended by adding at the end thereof the following new paragraphs: 

“Any mutual savings bank having no capital stock (including any 
other banking institution the capital of which consists of weekly or 
other time deposits which are segregated from all other deposits and 
are regarded as capital stock for the purposes of taxation and the 
declaration of dividends), but having surplus and undivided profits 
not less than the amount of capital required for the organization of a 
national bank in the same place, may apply for and be admitted to 
membership in the Federal Reserve System in the same manner and 
subject to the same provisions of law as State banks and trust com- 
panies, except that any such savings bank shall subscribe for capital 

jstock of the Federal reserve bank in an amount equal to six-tenths of 
1 per centum of its total deposit liabilities as shown by the most recent 
report of examination of such savings bank preceding its admission 
to membership. Thereafter such subscription shall be adjusted 
semiannually on the same percentage basis in accordance with rules 
and regulations prescribed by the Federal Reserve Board. If any such 
mutual savings aril applying for membership is not permitted by 
the laws under which it was organized to purchase stock in a Federal 
reserve bank, it shall, upon admission to the system, deposit with 
the Federal reserve bank an amount equal to the amount which it 
would have been required to pay in on account of a subscription to 
capital stock. Thereafter such deposit shall be adjusted semi- 
annually in the same manner as subscriptions for stock. Such 
deposits shall be subject to the same conditions with respect to repay- 
ment as amounts paid upon subscriptions to capital stock by other 
member banks and the Federal reserve bank shall pay interest 
thereon at the same rate as dividends are actually paid on outstand- 
ing shares of stock of such Federal reserve bank. If the laws under 
which any such savings bank was organized be amended so as to 
authorize mutual savings banks to subscribe for Federal reserve bank 
stock, such savings bank shall thereupon subscribe for the appropriate 
amount of stock in the Federal reserve bank, and the deposit here- 
inbefore provided for in lieu of payment upon capital stock shall be 
applied upon such subscription. If the laws under which any such 
savings bank was organized be not amended at the next session of 
the legislature following the admission of such savings bank to 
membership so as to authorize mutual savings banks to purchase 
Federal reserve bank stock, or if such laws be so amended and such 
bank fail within six months thereafter to purchase such stock, all 
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of its rights and privileges as a member bank shall be forfeited and 
its membership in the Federal Reserve System shall be terminated 
in the manner prescribed elsewhere in this section with respect to 
State member banks and trust companies. Each such mutual savings 
bank shall comply with all the provisions of law applicable to State 
member banks and trust companies, with the regulations of the Fed- 
eral Reserve Board and with the conditions of membership prescribed 
for such savings bank at the time of admission to membership, except 
as otherwise hereinbefore provided with respect to capital stock. 

“Each bank admitted to membership under this section shall 
obtain from each of its affiliates other than member banks and 
furnish to the Federal reserve bank of its district and to the Federal 
Reserve Board not less than three reports during each year. Such 
reports shall be in such form as the Federal Reserve Board may 
prescribe, shall be verified by the oath or affirmation of the president 
or such other officer as may be designated by the board of directors 
of such affiliate to yerify such reports, and shall disclose the infor- 
mation hereinafter provided for as of dates identical with those 
fixed by the Federal Reserve Board for reports of the condition of 
the affiliated member bank. Each such report of an affiliate shall 
be transmitted as herein provided at the same time as the corre- 
sponding report of the affiliated member bank, except that the 
Federal Reserve Board may, in its discretion, extend such time for 
good cause shown. Each such report shall contain such information 
as in the judgment of the Federal Reserve Board shall be necessary 
to disclose fully the relations between such affiliate and such bank* 
and to enable the Board to inform itself as to the effect of such 
relations upon the affairs of such bank. The reports of such affiliates 
shall be published by the bank under the same conditions as govern 
its own condition reports. 

“ Any such affiliated member bank may be required to obtain from 
any such affiliate such additional reports as in the opinion of its 
Federal reserve bank or the Federal Reserve Board may be necessary 
in order to obtain a full and complete knowledge of the condition 
of the affiliated member bank. Such additional reports shall be 
transmitted to the Federal reserve bank and the Federal Reserve 
Board and shall be in such form as the Federal Reserve Board may 
prescribe. 

“Any such affiliated member bank which fails to obtain from any 
of its affiliates and furnish any report provided for by the two 
preceding paragraphs of this section shall be subject to a penalty of 
$100 for each day during which such failure continues, which, by 
direction of the Federal Reserve Board, may be collected, by suit or 
otherwise, by the Federal reserve bank of the district in which such 
member bank is located. For the purposes of this paragraph and 
the two preceding paragraphs of this section, the term ‘ affiliate’ 
shall include holding company affiliates as well as other affiliates. 

“State member banks shall be subject to the same limitations and 
conditions with respect to the purchasing, selling, underwriting, and 
holding of investment securities and stock as are applicable in the 
case of national banks under paragraph ‘ Seventh’ of section 5136 
of the Revised Statutes, as amended. 

“After one year from the date of the enactment of the Banking 
Act of 1933, no certificate representing the stock of any State member 
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bank shall represent the stock of any other corporation, except a 
member bank or a corporation existing on the date this paragraph 
takes effect engaged solely in holding the bank premises of such State 
member bank, nor shall the ow nership, s sale, or transfer of any 
certificate representing the stock of any such bank be conditioned in 
any manner whatsoever upon the ownership, sale, or transfer of a 
certificate representing the stock of any other corporation, except a 
member bank. 

“Each State member bank affiliated with a holding company 
affiliate shall obtain from such holding company affiliate, within 
such time as the Federal Reserve Board shall prescribe, an agree- 
ment that such holding company affiliate shall be subject to the same 
conditions and limitations as are applicable under section 5144 of 
the Revised Statutes, as amended, in the case of holding company 
affiliates of national banks. A copy of each such agreement shall be 
filed with the Federal Reserve Board. Upon the failure of a State 
member bank affiliated with a holding company affiliate to obtain 
such an agreement within the time so prescribed, the Federal Reserve 
Board shall require such bank to surrender its stock in the Federal 
reserve bank and to forfeit all rights and privileges of membership 
in the Federal Reserve System as provided in this section. When- 
ever the Federal Reserve Board shall have revoked the voting permit 
of any such holding company affiliate, the Federal Reserve Board 
may, in its discretion, require any or all State member banks 
affiliated with such holding company affiliate to surrender their 
stock in the Federal-reserve bank and to forfeit all rights and 
privileges of membership in the Federal Reserve System as provided 
in this section. 

“In connection with examinations of State member banks, exam- 
iners selected or approved by the Federal Reserve Board shall make 
such examinations of the affairs of all affiliates of such banks as 
shall be necessary to disclose fully the relations between such banks 
and their affiliates and the effect of such relations upon the affairs 
of such banks. The expense of examination of affiliates of any State 
member bank may, in the discretion of the Federal Reserve Board, 
be assessed against such bank and, when so assessed, shall be paid 
by such bank. In the event of the refusal to give any information 
requested in the course of the examination of any such affiliate, or in 
the event of the refusal to permit such examination, or in the event 
of the refusal to pay any expense so assessed, the Federal Reserve 
Board may, in its discretion, require any or all State member banks 
affiliated with such afhlate to surrender their sto k in the Federal 
reserve bank and to forfeit all rights and privileges of membership 
in the Federal Reserve System, as provided in this section.” 

Sec. 6. (a) The second paragraph of section 10 of the Federal 
Reserve Act, as amended (U.S.C., title 12, sec. 242), is amended to 
read as follows: 

“The Secretary of the Treasury and the Comptroller of the Cur- 
rency shall be ineligible during the time they are in office and for two 
years thereafter to hold any office, position, or employment in any 
member bank. The appointive members of the Federal Reserve 
Board shall be ineligible during the time they are in office and for 
two years thereafter to hold any office, position, or employment in 
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any member bank, except that this restriction shall not apply to a 
member who has served the full term for which he was appointed. 
Upon the expiration of the term of any appointive member of the 
Federal Reserve Board in office when this paragraph as amended 
takes effect, the President shall fix the term of the successor to such 
member at not to exceed twelve years, as designated by the President 
at the time of nomination, but in such manner as to provide for the 
expiration of the term of not more than one appointive member in 
any two-year period, and thereafter each appointive member shall 
hold office for a term of twelve years from the expiration of the term 
of his predecessor. Of the six persons thus appointed, one shall be 
designated by the President as governor and one as vice governor of 
the Federal Reserve Board. The governor of the Federal Reserve 
Board, subject to its supervision, shall be its active executive officer. 
Each member of the Federal Reserve Board shall within fifteen days 
after notice of appointment make and subscribe to the oath of office.” 

(b) The fourth paragraph of section 10 of the Federal Reserve 
Act, as amended (U.S.C., title 12, sec. 244), is amended to read as 
follows: 

“The principal offices of the Board shall be in the District of 
Columbia. At meetings of the Board the Secretary of the Treasury 
shall preside as chairman, and, in his absence, the governor shall 
preside. In the absence of both the Secretary of the Treasury and 
the governor the vice governor shall preside. In the absence of the 
Secretary of the Treasury, the governor, and the vice governor the 
Board shall elect a member to act as chairman pro tempore. The 
Board shall determine and prescribe the manner in which its obli- 
gations shall be incurred and its disbursements and expenses allowed 
and paid, and may leave on deposit in the Federal Reserve banks the 
proceeds of assessments levied upon them to defray its estimated 
expenses and the salaries of its members and employees, whose 
employment, compensation, leave, and expenses shall be governed 
solely by the provisions of this Act, specific amendments thereof, and 
rules and regulations of the Board not inconsistent therewith; and 
funds derived from such assessments shall not be construed to be 
Government funds or appropriated moneys. No member of the Fed- 
eral Reserve Board shall be an officer or director of any bank, bank- 
ing institution, trust company, or Federal Reserve bank or hold stock 
in any bank, banking institution, or trust company; and before 
entering upon his duties as a member of the Federal Reserve Board 
he shall certify under oath that he has complied with this require- 
ment, and such certification shall be filed with the secretary of the 
Board. Whenever a vacancy shall occur, other than by expiration 
of term, among the six members of the Federal Reserve Board 
appointed by the President as above provided, a successor shall be 
appointed by the President, by and with the advice and consent of 
the Senate, to fill such vacancy, and when appointed he shall hold 
office for the unexpired term of his predecessor.” 

Sec. 7. Paragraph (m) of section 11 of the Federal Reserve Act, as 
amended (U.S.C., title 12, sec. 248), is amended to read as follows: 

“(m) Upon the affirmative vote of not less than six of its mem- 
bers the Federal Reserve Board shall have power to fix from time 
to time for each Federal reserve district the percentage of indi- 
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vidual bank capital and surplus which may be represented by loans 
secured by stock or bond collateral made by member banks within 
such district, but no such loan shall be made by any such bank to 
any person in an amount in excess of 10 per centum of the unim- 
paired capital and surplus of such bank. Any percentage so fixed 
by the Federal Reserve Board shall be subject to change from time 
to time upon ten days’ notice, and it shall be the duty of the Board 
to establish such percentages with a view to preventing the undue 
use of bank loans for the speculative carrying of securities. The 
Federal Reserve Board shall have power to direct any member bank 
to refrain from further increase of its loans secured by stock or 
bond collateral for any period up to one year under penalty of 
suspension of all rediscount privileges at Federal reserve banks.” 

Sec. 8. The Federal Reserve Act, as amended, is amended by insert- 
ing between sections 12 and 13 (U.S.C., title 12, secs. 261, 262, and 
342) , thereof the following new sec tions: 

“Src. 12A. (a) There is hereby created a Federal Open Market 
Committee (hereinafter referred to as the ‘ committee’), which 
shall consist of as many members as there are Federal reserve dis- 
tricts. Each Federal reserve bank by its board of directors shall 
annually select one member of said committee. The meetings of 
said committee shall be held at Washington, District of Columbia, 
at least four times each year, upon the call of the governor of the 
Federal Reserve Board or at the request of any three members of 
the committee, and, in the discretion of the Board, may be attended 
by the members of the Board. 

“(b) No Federal reserve bank shall engage in open-market opera- 
tions under section 14 of this Act except in accordance with regu- 
lations adopted by the Federal Reserve Board. The Board shall 
consider, adopt, and transmit to the committee and to the several 
Federal reserve banks regulations relating to the open-market trans- 
actions of such banks and the relations of the Federal Reserve System 
with foreign central or other foreign banks. 

“(c) The time, character, and volume of all purchases and sales 
of paper described in section 14 of this Act as eligible for open- 
market operations shall be governed with a view to accommodating 
commerce and business and with regard to their bearing upon the 
general credit situation of the country. 

“(d) If any Federal reserve bank shall decide not to participate 
in open-market operations recommended and approved as provided 
in paragraph (b) hereof, it shall file with the chairman of the 
committee within thirty days a notice of its decision, and transmit 
a copy thereof to the F ‘ederal Reserve Board. 

“Sec. 12B. (a) There is hereby created a Federal Deposit Insur- 
ance Corporation (hereinafter referred to as the ‘ Corporation’), 
whose duty it shall be to purchase, hold, and liquidate, as hereinafter 
provided, ‘the assets of national banks which have been closed by 
action of the Comptroller of the Currency, or by vote of their direc- 
tors, and the assets of State member banks which have been closed 
by action of the appropriate State authorities, or by vote of their 
directors; and to insure, as hereinafter provided, the deposits of all 


banks which are entitled to the benefits of insurance under this 
section. 
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“(b) The management of the Corporation shall be vested in a 
board of directors consisting of three members, one of whom shall 
be the Comptroller of the Currency, and two of whom shall be 
citizens of the United States to be appointed by the President, by 
and with the advice and consent of the Senate. One of the appoin- 
tive members shall be the chairman of the board of directors of the 
Corporation and not more than two of the members of such board 
of directors shall be members of the same political party. Each 
such appointive member shall hold office for a term of six years and 
shall receive compensation at the rate of $10,000 per annum, payable 
monthly out of the funds of the Corporation, but the Comptroller 
of the Currency shall not receive additional compensation for his 
services as such member. 

“(c) There is hereby authorized to be appropriated, out of any 
money in the Treasury not otherwise appropriated, the sum of 
$150,000,000, which shall be available for payment by the Secretary 
of the Treasury for capital stock of the Corporation in an equal 
amount, which shall be subscribed for by him on behalf of the United 
States. Payments upon such subscription shall be subject to call in 
whole or in part by the board of directors of the Corporation. Such 
stock shall be in addition to the amount of capital.stock required to 
be subscribed for by Federal reserve banks and member and nonmem- 
ber banks as hereinafter provided, and the United States shall be 
entitled to the payment of dividends on such stock to the same extent 
as member and nonmember banks are entitled to such payment on the 
class A stock of the Corporation held by them. Receipts for pay- 
ments by the United States for or on account of such stock shall be 
issued by the Corporation to the Secretary of the Treasury and shall 
be evidence of the stock.ownership of the United States. 

“(d) The capital stock of the Corporation shall be divided into 
shares of $100 each. Certificates of stock of the Corporation shall 
be of two classes—class A and class B. Class A stock shall be held 
by member and nonmember banks as hereinafter provided and they 
shall be entitled to payment of dividends out of net earnings at the 
rate of 6 per centum per annum on the capital stock paid in by them, 
which dividends shall be cumulative, or to the extent of 30 per centum 
of such net earnings in any one year, whichever amount shall be the 
greater, but such stock shall have no vote at meetings of stockholders. 
Class B stock shall be held by Federal reserve banks only and shall 
not be entitled to the payment of dividends. Every Federal reserve 
bank shall subscribe to shares of class B stock in the Corporation to 
an amount equal to one half of the surplus of such bank on January 
1, 1933, and its subscriptions shall be accompanied by a certified check 
payable to the Corporation in an amount equal to one half of such 
subscription. The remainder of such subscription shall be subject to 
call from time to time by the board of directors upon ninety days’ 
notice. 

“ (e) Every bank which is or which becomes a member of the Fed- 
eral Reserve System on or before July 1, 1934, shall take all steps 
necessary to enable it to become a class A stockholder of the Corpora- 
tion on or before July 1, 1934; and thereafter no State bank or 
trust company or mutual savings bank shall be admitted to mem- 
bership in the Federal Reserve System until it becomes a class A 
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stockholder of the Corporation, no national bank in the continental 
United States shall be granted a certificate by the Comptroller of 
the Currency authorizing it to commence the business of banking 
until it becomes a member of the Federal Reserve System and a 
class A stockholder of the Corporation, and no national bank in 
the continental United States for which a receiver or conservator 
has been appointed shall be permitted to resume the transaction 
of its banking business until it becomes a class A stockholder of the 
Corporation. Every member bank shall apply to the Corporation 
for class A stock of the Corporation in an amount equal to one half 
of 1 per centum of its total deposit liabilities as computed in accord- 
ance with regulations prescribed by the Federal Reserve Board; 
except that in the case of a member bank organized after the date this 
section takes effect, the amount of such class A stock applied for by 
such member bank during the first twelve months after its organiza- 
tion shall equal 5 per centum of its paid-up capital and surplus, and 
beginning after the expiration of such twelve months’ period the 
amount of such class A stock of such member bank shall be adjusted 
annually in the same manner as in the case of other member banks. 
Upon receipt of such application the Corporation shall request the 
Federal Reserve Board, in the case of a State member bank, or the 
Comptroller of the Currency, in the case of a national bank, to cer- 
tify upon the basis of a thorough examination of such bank whether 
or not the assets of the applying bank are adequate to enable it to 
meet all of its liabilities to depositors and other creditors as shown 
by the books of the bank; and the Federal Reserve Board or the 
Comptroller of the Currency shall make such certification as soon as 
practicable. If such certification be in the affirmative, the Corpora- 
tion shall grant such application and the applying bank shall pay one 
half of its subscription in full and shall thereupon become a class A 
stockholder of the Corporation: Provided, That no member bank 
shall be required to make such payment or become a class A stock- 
holder of the Corporation before July 1, 1934. The remainder of 
such subscription shall be subject to call from time to time by the 
board of directors of the Corporation. If such certification be in the 
negative, the Corporation shall deny such application. If any 
national bank shall not have become a class A stockholder of the 
Corporation on or before July 1, 1984, the Comptroller of the Cur- 
rency shall appoint a receiver or conservator therefor in accordance 
with the provisions of existing law. Except as provided in subsec- 
tion (g) of this section, if any State member bank shall not have 
become a class A stockholder of the Corporation on or before July 1, 
1934, the Federal Reserve Board shall terminate its membership in 
the Federal Reserve System in accordance with the provisions of 
section 9 of this Act. 

“(f) Any State bank or trust company or mutual savings bank 
which applies for membership in the Federal Reserve System or for 
conversion into a national banking association on or after July 1, 
1936, may, with the consent of the Corporation, obtain the benefits 
of this section, pending action on such application, by subscribing 
and paying for the same amount of stock of the Corporation as it 
would be required to subscribe and pay for upon becoming a member 








10 [Pvus. 66.] 


bank. Thereupon the provisions of this section applicable to member 
banks shall be applicable to such State bank or trust company or 
mutual savings bank to the same extent as if it were already a 
member bank: Provided, That if the application of such State bank 
or trust company or mutual savings bank for membership in the 
Federal Reserve System or for conversion into a national banking 
association be approved and it shall not complete its membership in 
the Federal Reserve System or its conversion into a national banking 
association within a reasonable time, or if such application shall be 
disapproved, then the amount paid by such State bank or trust 
company or mutual savings bank on account of its subscription to the 
capital stock of the Corporation shall be repaid to it and it shall no 
longer be subject to the provisions or entitled to the privileges of this 
section. 

“(g) If any State bank or trust company, or mutual savings bank 
(referred to in this subsection as ‘ State bank’) which is or which 
becomes a member of the Federal Reserve System is not permitted by 
the laws under which it was organized to purchase stock in the 
Corporation, it shall apply to the Corporation for admission to the 
benefits of this section and, if such application be granted after 
appropriate certification in accordance with this section, it shall 
deposit with the Corporation an amount equal to the amount which 
it would have been required to pay in on account of a subscription 
to capital stock of the Corporation. Thereafter such deposit shall 
be adjusted in the same manner as subscriptions for stock by 
class A stockholders. Such deposit shall be subject to the same 
conditions with respect to repayment as amounts paid on subscrip- 
tions to class A stock by other member banks and the Corporation 
shall pay interest thereon at the same rate as dividends are actually 
paid on outstanding shares of class A stock. As long as such 
deposit is maintained with the Corporation, such State bank shall, 
for the purposes of this section, be deemed to be a class A stockholder 
of the Corporation. If the laws under which such State bank was 
organized be amended so as to authorize State banks to subscribe 
for class A stock of the Corporation, such State bank shall within 
six months thereafter doin for an appropriate amount of such 
class A stock and the deposit hereinafter provided for in lieu of 
payment upon class A stock shall be applied upon such subscription. 
If the law under which such State bank was organized be not 
amended at the next session of the State legislature following the 
admission of such State bank to the benefits of this section so as to 
authorize State banks to purchase such class A stock, or, if the law 
be so amended and such State bank shall fail within six months 
thereafter to purchase such class A stock, the deposit previously made 
with the Corporation shall be returned to such State bank and it 
shall no longer be entitled to the benefits of this section, unless it 
shall have been closed in the meantime on account of inability to 
meet the demands of its depositors. 

“(h) The amount of the outstanding class A stock of the Corpo- 
ration held by member banks shall be annually adjusted as here- 
inafter provided as of the last preceding call date as member banks 
increase their time and demand deposits or as additional banks 
become members or subscribe to the stock of the Corporation, and 
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such stock may be decreased in amount as member banks reduce 
their time and demand deposits or cease to be members. Shares of 
the capital stock of the Corporation owned by member banks shall 
not be transferred or hypothecated. When a member bank increases 
its time and demand deposits it shall, at the beginning of each 
calendar year, subscribe for an additional amount of ‘apital stock of 
the Corporation equal to one half of 1 per centum of such increase 
in deposits. One half of the amount of such additional stock shall 
be paid for at the time of the subscription therefor, and the bal- 
ance shall be subject to call by the board of directors of the Corpora- 
tion. A bank organized on or before the date this section takes 
effect and admitted to membership in the Federal Reserve System 
at any time after the organization of the Corporation shall be 
required to subscribe for an amount of class A capital stock equal 
to one half of 1 per centum of the time and demand deposits of the 
applicant bank as of the date of such admission, paying therefor 
its par value plus one half of 1 per centum a month from the period 
of the last dividend on the class A stock of the Corporation. When 
a member bank reduces its time and demand deposits it shall sur- 
render, not later than the lst day of January thereafter, a propor- 
tionate amount of its holdings in the capital stock of the Corpora- 
tion, and when a member bank voluntarily liquidates it shall 
surrender all its holdings of the capital stock of the Corporation 
and be released from its stock subscription not previously called. 
The shares so surrendered shall be canceled and the member bank 
shall receive in payment therefor, under regulations to be pre- 
scribed by the Corporation, a sum equal to its cash-paid subscriptions 
on the shares surrendered and its proportionate share of dividends 
not to exceed one half of 1 per centum a month, from the period of 
the last dividend on such stock, less any liability of such member 
bank to the Corporation. 

“(i) If any member or nonmember bank shall be declared insolvent, 
or shall cease to be a member bank (or in the case of a nonmember 
bank, shall cease to be entitled to the benefits of insurance under this 
section), the stock held by it in the Corporation shall be canceled, 
without impairment of the liability of such bank, and all cash-paid 
subscriptions on such stock, with its proportionate share of dividends 
not to exceed one half of 1 per centum per month from the period of 
last dividend on such stock shall be first applied to all debts of the 
insolvent bank or the receiver thereof to the Corporation, and the 
balance, if any, shall be paid to the receiver of the insolvent bank. 

“(j) Upon ‘the date of enactment of the B: inking Act of 1933, the 
Corporation shall become a body corporate and as such shall have 
power— 

“First. To adopt and use a corporate seal. 

“Second. To have succession until dissolved by an Act of 
Congress. 

“Third. To make contracts. 

“Fourth. To sue and be sued, complain and defend, in any court 
of law or equity, State or Federal. 

“Fifth. To appoint by its board of directors such officers and 
employees as are not otherwise provided for in this section, to define 
their duties, fix their compensation, require bonds of them and fix 
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the penalty thereof, and to dismiss at pleasure such officers or em- 
ployees. Nothing in this or any other Act shall be construed to 
prevent the appointment and compensation as an officer or employee 
of the Corporation of any officer or employee of the United States 
in any board, commission, independent establishment, or executive 
department thereof. 

“Sixth. To prescribe by its board of directors, bylaws not in- 
consistent with law, regulating the manner in which its general 
business may be conducted, and the privileges granted to it by law 
may be exercised and enjoyed. 

“Seventh. To exercise by its board of directors, or duly authorized 
officers or agents, all powers specifically granted by the provisions 
of this section and such incidental powers as shall be necessary to 
carry out the powers so granted. 

“(k) The board of directors shall administer the affairs of the 
Corporation fairly and impartially and without discrimination. The 
board of directors of the Corporation shall determine and prescribe 
the manner in which its obligations shall be incurred and its ex- 
penses allowed and paid. ‘The Corporation shall be entitled to the 
free use of the United States mails in the same manner as the 
executive departments of the Government. The Corporation with 
the consent of any Federal reserve bank or of any board, commis- 
sion, independent establishment, or executive department of the Goy- 
ernment, including any field service thereof, may avail itself of the 
use of information, services, and facilities thereof in carrying out 
the provisions of this section. 

“(1) Effective on and after July 1, 1934 (thus affording ample 
time for examination and preparation), unless the President shall by 
proclamation fix an earlier date, the Corporation shall insure as 
hereinafter provided the deposits of all member banks, and on and 
after such date and until July 1, 1936, of all nonmember banks, 
which are class A stockholders of the Corporation. Notwith- 
standing any other provision of law, whenever any national bank 
which is a class A stockholder of the Corporation shall have been 
closed by action of its board of directors or by the Comptroller of 
the Currency, as the case may be, on account of inability to meet the 
demands of its depositors, the Comptroller of the Currency shall 
appoint the Corporation receiver for such bank. As soon as possi- 
ble thereafter the Corporation shall organize a new national bank 
to assume the insured deposit liabilities of such closed bank, to 
receive new deposits and otherwise to perform temporarily the func- 
tions provided for it in this paragraph. For the purposes of this 
subsection, the term ‘insured deposit liability’ shall mean with 
respect to the owner of any claim arising out of a deposit liability 
of such closed bank the following percentages of the net amount 
due to such owner by such closed bank on account of deposit lia- 
bilities: 100 per centum of such net amount not exceeding $10,000; 
and 75 per centum of the amount, if any, by which such net amount 
exceeds $10,000 but does not exceed $50,000; and 50 per centum of 
the amount, if any, by which such net amount exceeds $50,000: 
Provided, That, in determining the amount due to such owner for 
the purpose of fixing such percentage, there shall be added together 
all net amounts due to such owner in the same capacity or the same 
right, on account of deposits, regardless of whether such deposits 
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be maintained in his name or in the names of others for his benefit. 
For the purposes of this subsection, the term ‘insured deposit lia- 
bilities’ shall mean the aggregate amount of all such insured deposit 
liabilities of such closed bank. The Corporation shall determine as 
expeditiously as possible the net amounts due to depositors of the 
closed bank and shall make available to the new bank an amount 
equal to the insured deposit liabilities of such closed bank, where- 
upon such new bank shall assume the insured deposit liability of such 
closed bank to each of its depositors, and the Corporation shall be 
subrogated to all rights against the closed bank of the owners of 
such deposits and shall be entitled to receive the same dividends from 
the proceeds of the assets of such closed bank as would have been 
payable to each such depositor until such dividends shall equal the 
insured deposit liability to such depositor assumed by the new bank, 
whereupon all further dividends shall be payable to such depositor. 
Of the amount thus made available by the Corporation to the new 
bank, such portion shall be paid to it in cash as may be necessary to 
enable it to meet immediate cash demands and the remainder shall 
be credited to it on the books of the Corporation subject to with- 
drawal on demand and shall bear interest at the rate of 3 per centum 
per annum until withdrawn. The new bank may, with the 
approval of the Corporation, accept new deposits, which, together 
with all amounts made available to the new bank by the Corporation, 
shall be kept on hand in cash, invested in direct obligations of the 
United States, or deposited with the Corporation or with a Federal 
reserve bank. Such new bank shall maintain on deposit with the 
Federal reserve bank of its district the reserves required by law of 
member banks but shall not be required to subscribe for stock of the 
Federal reserve bank until its own capital stock has been subscribed 
and paid for in the manner hereinafter provided. The articles of 
association and organization certificate of such new bank may be 
executed by such representatives of the Corporation as it may desig- 
nate; the new bank shall not be required to have any directors at 
the time of its organization, but shall be managed by an executive 
officer to be designated by the Corporation; and no capital stock need 
be paid in by the Corporation; but in other respects such bank shall 
be organized in accordance with the existing provisions of law relat- 
ing to the organization of national banks; and, until the requisite 
amount of capital stock for such bank has been subscribed and paid 
for in the manner hereinafter provided, such bank shall transact 
no business except that authorized by this subsection and such busi- 
ness as may be incidental to its organization. When in the judg- 
ment of the Corporation it is desirable to do so, the Corporation shall 
offer capital stock of the new bank for sale on such terms and condi- 
tions as the Corporation shall deem advisable, in an amount suffi- 
cient in the opinion of the Corporation to make possible the conduct 
of the business of the new bank on a sound basis, but in no event less 
than that required by section 5138 of the Revised Statutes, as amended 
(U.S.C., title 12, sec. 51), for the organization of a national bank in 
the place where such new bank is located, giving the stockholders of 
the closed bank the first opportunity to purchase such stock. Upon 
proof that an adequate amount of capital stock of the new bank has 
been subscribed and paid for in cash by subscribers satisfactory to the 
Comptroller of the a tea he shall issue to such bank a certificate 
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of authority to commence business and thereafter it shall be managed 
by directors elected by its own shareholders and may exercise all of the 
powers granted by law to national banking associations. If an ade- 
quate amount of capital for such new bank is not subscribed and paid 
in, the Corporation may offer to transfer its business to any other 
banking institution in the same place which will take over its assets, 
assume its liabilities, and pay to the Corporation for such business 
such amount as the Corporation may deem adequate. Unless the 
capital stock of the new bank is sold or its assets acquired and its 
liabilities assumed by another banking institution, in the manner 
herein prescribed, within two years from the date of its organization, 
the Corporation shall place the new bank in voluntary liquidation 
and wind up its affairs. The Corporation shall open on its books a 
deposit insurance account and, as soon as possible after taking pos- 
session of any closed national bank, the Corporation shall make an 
estimate of the amount which will be available from all sources for 
application in satisfaction of the portion of the claims of depositors 
to which it has been subrogated and shall debit to such deposit insur- 
ance account the excess, if any, of the amount made available by the 
Corporation to the new bank for depositors over and above the 
amount of such estimate. It shall be the duty of the Corporation 
to realize upon the assets of such closed bank, having due regard 
to the condition of credit in the district in which such closed bank 
is located; to enforce the individual lability of the stockholders 
and directors thereof; and to wind up the affairs of such closed 
bank in conformity with the provisions of law relating to the 
liquidation of closed national banks, except as herein otherwise 
provided, retaining for its own account such portion of the amount 
realized from such liquidation as it shall be entitled to receive on 
account of its subrogation to the claims of depositors and paying 
to depositors and other creditors the amount available for distribu- 
tion to them, after deducting therefrom their share of the costs of the 
liquidation of the closed bank. If the total amount realized by the 
Corporation on account of its subrogation to the claims of depositors 
be less than the amount of the estimate hereinabove provided for, the 
deposit insurance account shall be charged with the deficiency and, 
if the total amount so realized shall exceed the amount of such esti- 
mate, such account shall be credited with such excess. With respect 
to such closed national banks, the Corporation shall have all the 
rights, powers, and privileges now possessed by or hereafter given 
receivers of insolvent national banks and shall be subject to the 
obligations and penalties not inconsistent with the provisions of this 
paragraph to which such receivers are now or may hereafter become 
subject. 

“ Whenever any State member bank which is a class A stockholder 
of the Corporation shall have been closed by action of its board of 
directors or by the appropriate State authority, as the case may be, 
on account of inability to meet the demands of its depositors, the 
Corporation shall accept appointment as receiver thereof, if such 
appointment be tendered by the appropriate State authority and be 
authorized or permitted by State law. ‘Thereupon the Corporation 
shall organize a new national bank, in accordance with the provisions 
of this subsection, to assume the insured deposit liabilities of such 
closed State member bank, to receive new deposits and otherwise to 
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perform temporarily the functions provided for in this subsection. 
Upon satisfactory recognition of the right of the Corporation to 
receive dividends on the same basis as in the case of a closed national 
bank under this subsection, such recognition being accorded by State 
law, by allowance of claims by the appropriate State authority, by 
assignment of claims by depositors, or by any other effective method, 
the Corporation shall make available to such new national bank, in 
the manner prescribed by this subsection, an amount equal to the 
insured deposit liabilities of such closed State member bank; and the 
Corporation and such new national bank shall perform all of the 
functions and duties and shall have all the rights and privileges with 
respect to such State member bank and the depositors thereof which 
are prescribed by this subsection with respect to closed national banks 
holding class A stock in the Corporation: Provided, That the rights 
of depositors and other creditors of such State member bank shall be 
determined in accordance with the applicable provisions of State 
law: And provided further, That, with respect to such State member 
bank, the Corporation shall possess the powers and privileges pro- 
vided by State law with respect to a receiver of such State member 
bank, except in so far as the same are in conflict with the provisions 
of this subsection. 

“ Whenever any State member bank which is a class A stockholder 
of the Corporation shall have been closed by action of its board of 
directors or by the appropriate State authority, as the case may be, 
on account of inability to meet the demands of its depositors, and 
the applicable State law does not permit the appointment of the 
Corporation as receiver of such bank, the Corporation shall organize 
a new national bank, in accordance with the provisions of this sub- 
section, to assume the insured deposit liabilities of such closed State 
member bank, to receive new deposits, and otherwise to perform tem- 
porarily the functions provided for in this subsection. Upon satis- 
factory recognition of the right of the Corporation to receive divi- 
dends on the same basis as in the case of a closed national bank under 
this subsection, such recognition being accorded by State law, by 
allowance of claims by the appropriate State authority, by assign- 
ment of claims by depositors, or by any other effective method, the 
Corporation shall make available to such new bank, in accordance 
with the provisions of this subsection, the amount of insured deposit 
liabilities as to which such recognition has been accorded; and such 
new bank shall assume such insured deposit labilities and shall in 
other respects comply with the provisions of this subsection respect- 
ing new banks organized to assume insured deposit liabilities of 
closed national banks. In so far as possible in view of the applicable 
provisions of State law, the Corporation shall proceed with respect 
to the receiver of such closed bank and with respect to the new bank 
organized to assume its insured deposit liabilities in the manner 
prescribed by this subsection with respect to closed national banks 
and new banks organized to assume their insured deposit liabilities; 
except that the Corporation shall have none of the powers, duties, 
or responsibilities of a receiver with respect to the winding up of 
the affairs of such closed State member bank. The Corporation, in 
its discretion, however, may purchase and liquidate any or all of the 
assets of such bank. 
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“Whenever the net debit balance of the deposit insurance account 
of the Corporation shall equal or exceed one fourth of 1 per centum 
of the total deposit liabilities of all class A stockholders as of the 
date of the last preceding call report, the Corporation shall levy 
upon such stockholders an assessment equal to one fourth of 1 per 
centum of their total deposit liabilities and shall credit the amount 
collected from such assessment to such deposit insurance account. 
No bank which is a holder of class A stock shall pay any dividends 
until all assessments levied upon it by the Corporation shall have 
been paid in full; and any director or officer of any such bank who 
participates in the dec laration or payment of any such dividend may, 
upon conviction, be fined not more than $1,000, or imprisoned for not 
more than one year, or both. 

“The term ‘ receiver’ as used in this section shall mean a receiver, 
liquidating agent, or conservator of a national bank, and a receiver, 
liquidating agent, conservator, commission, person, or other agency 
charged by State law with the responsibility and the duty of winding 
up the affairs of an insolvent State member bank. 

“For the purposes of this section only, the term ‘ national bank’ 
shall include all national banking associations and all banks, banking 
associations, trust companies, savings banks, and other banking insti- 
tutions located in the District of Columbia which are members of 
the Federal Reserve System; and the term ‘State member bank’ 
shall include all State banks, banking associations, trust companies, 
savings banks, and other banking institutions organized under the 
laws of any State, which are members of the Federal Reserve System. 

“In any determination of the insured deposit liabilities of any 
closed bank or of the total deposit liabilities of any bank which is 
a holder of class A stock of the Corporation, or a member of the 
Fund provided for in subsection (y), for the purposes of this 
section, there shall be excluded the amounts of all deposits of such 
bank which are payable only at an office thereof located in a foreign 
country. 

“The Corporation may make such rules, regulations, and contracts 
as it may deem necessary in order to carry out the provisions of this 
section. 

“Money of the Corporation not otherwise employed shall be 
invested in securities of the Government of the United States, 
except that for temporary periods, in the discretion of the board 
of directors, funds of the Corporation may be deposited in any 
Federal reserve bank or with the Treasurer of the United States. 
When designated for that purpose by the Secretary of the Treasury, 
the Corporation shall be a depositary of public moneys, except 
receipts from customs, under such regulations as may be prescribed 
by the said Secretary, and may also be employed as a financial agent 
of the Government. It shall perform all such reasonable duties as 
depositary of public moneys and financial agent of the Government 
as may be required of it. 

“(m) Nothing herein contained shall be construed to prevent the 
Corporation from making loans to national banks closed by action 
of the Comptroller of the Currency, or by vote of their directors, 
or to State member banks closed by action of the appropriate State 
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authorities, or by vote of their directors, or from entering into nego- 
tiations to secure the reopening of such banks. 

“(n) Receivers or liquidators of member banks which are now 
or may hereafter become insolvent or suspended shall be entitled 
to offer the assets of such banks for sale to the Corporation or as 
security for loans from the Corporation, upon receiving permission 
from the appropriate State authority in accordance with express pro- 
visions of State law in the case of State member banks, or from the 
Comptroller of the Currency in the case of national banks. The 
proceeds of every such sale or loan shall be utilized for the same 
purposes and in the same manner as other funds realized from the 
liquidation of the assets of such banks. The Comptroller of the 
Currency may, in his discretion, pay dividends on proved claims at 
any time after the expiration of the period of advertisement made 
pursuant to section 5235 of the Revised Statutes (U.S.C., title 12, 
sec. 193), and no lability shall attach to the Comptroller of the 
Currency or to the receiver of any national bank by reason of any 
such payment for failure to pay dividends to a claimant whose claim 
is not proved at the time of any such payment. 

“(o) The Corporation is authorized and empowered to issue and 
to have outstanding at any one time in an amount aggregating not 
more than three times the amount of its capital, its notes, debentures, 
bonds, or other such obligations, to be redeemable at the option of the 
Corporation before maturity in such manner as may be stipulated in 
such obligations, and to bear such rate or rates of interest, and to 
mature at such time or times as may be determined by the Cor- 
poration: Provided, That the Corporation may sell on a discount 
basis short-term obligations payable at maturity without interest. 
The notes, debentures, bonds, and other such obligations of the Cor- 
poration may be secured by assets of the Corporation in such manner 
as shall be prescribed by its board of directors. Such obligations 
may be offered for sale at such price or prices as the Corporation 
may determine. 

“(p) All notes, debentures, bonds, or other such obligations issued 
by the Corporation shall be exempt, both as to principal and interest, 
from all taxation (except estate and inheritance taxes) now or here- 
after imposed by the United States, by any Territory, dependency, 
or possession thereof, or by any State, county, municipality, or local 
taxing authority. The Corporation, including its franchise, its capi- 
tal, reserves, and surplus, and its income, shall be exempt from all 
taxation now or hereafter imposed by the United States, by any 
Territory, dependency, or possession thereof, or by any State, county, 
municipality, or local taxing authority, except that any real prop- 
erty of the Corporation shall be subject to State, Territorial, county, 
municipal or local taxation to the same extent according to its value 
as other real property is taxed. 

“(q) In order that the Corporation may be supplied with such 
forms of notes, debentures, ipemaie or other such obligations as it may 
need for issuance under this Act, the Secretary of the Treasury is 
authorized to prepare such forms as shall be suitable and approved by 
the a to be held in the Treasury subject to delivery, upon 
order of the Corporation. The engraved plates, dies, bed pieces, and 
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other material executed in connection therewith shall remain in the 
custody of the Secretary of the Treasury. The Corporation shall 
reimburse the Secretary of the Treasury for any expenses incurred 
in the preparation, custody, and delivery of such notes, debentures, 
bonds, or other such obligations. 

“(r) The Corporation shall annually make a report of its opera- 
tions to the Congress as soon as practicable after the 1st day of 
January in each year. 


“(s) Whoever, for the purpose of obtaining any loan from the 


Corporation, or any extension or renewal oe or the acceptance, 


release, or substitution of security therefor, or for the purpose of 
inducing the Corporation to pure ‘hase any asse os or for the purpose of 
influencing in any way the action of the Corporation under this sec- 
tion, makes any statement, knowing it to be false, or willfully over- 
values any security, shall be punished by a fine of not more than 
$5,000, or by imprisonment for not more than two years, or both. 

“(t) Whoever (1) falsely makes, forges, or counterfeits any obli- 
gation or coupon, in imitation of or purporting to be an a 
or coupon issued by the Corporation, or (2) passes, utters, or pub- 
lishes, or attempts to pass, utter, or publish, any false, toreed, or 
counterfeited obligation or coupon purporting to have been issued 
by the ee knowing the same to be false, forged, or coun- 
terfeited, or (3) falsely alters any obligation or coupon issued or 
shienialines to have been issued by the be mcg. or (4) passes, 
utters, or publishes, or attempts to pass, utter, or publish, as true, 
any falsely altered or spurious obligation or coupon, issued or pur- 
porting to have been issued by the Corporation, knowing the same 
to be falsely altered or spurious, shall be punished by a fine of not 
more than $10,000, or by imprisonment for not more than five years, 
or both. 

“(u) Whoever, being connected in any capacity with the Corpo- 
ration, (1) embezzles, abstracts, purloins, or willfully misapplies 
any moneys, funds, ee or other things of —_ whether 
belonging to it or pledged, or otherwise intrusted to it, or (2) with 
intent to defraud the Corporation or any other bode, politic or 
corporate, or any individual, or to deceive any officer, auditor, or 
examiner of the Corporation, ‘sans any false entry in any book, 
report, or statement of or to the Corporation, or without being duly 
jethemteed draws any order or issues, puts forth, or assigns any 
note, debenture, bond, or other such obligation, or draft, bill of 
exchange, mortgage, judgment, or decree thereof, shall be punished 
by a fine of not more than $10,000, or by imprisonment for not 
more than five years, or both. 

“(v) No individual, association, partnership, or corporation shall 
use the words ‘ Federal Deposit Insurance Corporation’, or a com- 
bination or any three of these four words, as the name or a part 
thereof under which he or it shall do business. No individual, asso- 
ciation, partnership, or corporation shall advertise or otherwise 
represent falsely by any device whatsoever that his or its deposit 
liabilities are insured or jn anywise guaranteed by the Federal 
aaneeee eee Corporation, or by the Government of the United 
States, or by any instrumentality thereof; and no class A  stock- 
holder ‘of the Federal Deposit Insurance Corporation — shall 
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advertise or otherwise represent falsely by any device whatsoever 
the extent to which or the manner in ahiah its deposit liabilities are 
insured by the Federal Deposit Insurance Corporation. Every 
individual, partnership, association, or corporation violating this 
subsection shall be punished by a fine of not exceeding $1,000, or 
bysmprisonment not exceeding one year, or both. 

# (w) The provisions of sections 112, 113, 114, 115, 116, and 117 
of the Criminal Code of the United States (U.S.C., title 18, ch. 5, 
secs. 202 to 207, inclusive), in so far as applicable, are extended to 
apply to contracts or agreements with the Corporation under this 
section, which for the purposes hereof shall be held to include loans, 
advances, extensions, and renewals thereof, and acceptances, releases, 
and substitutions of security therefor, purchases or sales of assets, 
and all contracts and agreements pertaining to the same. 

“(x) The Secret Service Division of the Treasury Department is 
authorized to detect, arrest, and deliver into the custody of the 
United States marshal having jurisdiction any person committing 
any of the offenses punishable under this section. 

“(y) The Corporation shall open on its books a Temporary Federal 
Deposit Insurance Fund (hereinafter referred to as the ‘ Fund’), 
which shall become operative on January 1, 1934, unless the Presi- 
dent shall by proclamation fix an earlier date, and it shall be the 
duty of the Corporation to insure deposits as hereinafter provided 
until July 1, 1934. 

“ Each member bank licensed before January 1, 1934, by the Secre- 
tary of the Treasury pursuant to the authority vested in him by the 
Executive order of the President issued March 10, 1933, shall, on or 
before January 1, 1934, become a member of the Fund; each member 
bank so licensed after such date, and each State bank trust company or 
mutual savings bank (referred to in this subsection as ‘ State bank’, 
which term shall also include all banking institutions located in 
the District of Columbia) which becomes a member of the Federal 
Reserve System on or after such date, shall, upon being so licensed 
or so admitted to membership, become a member of the Fund; and 
any State bank which is not a member of the Federal Reserve 
System, with the approval of the authority having supervision of 
such State bank and certification to the Corporation by such author- 
ity that such State bank is in solvent condition, shall, after exam- 
ination by, and with the approval of, the Corporation, be entitled 
to become a member of the Fund and to the privileges of this sub- 
section upon agreeing to comply with the requirements thereof and 
upon paying to the Corporation an amount equal to the amount that 
would be required of it under this subsection if it were a member 
bank. The Corporation is authorized to prescribe rules and regu- 
lations for the further examination of such State bank, and to fix 
the compensation of examiners employed to make examinations of 
State banks. 

“ Each member of the Fund shall file with the Corporation on or 
before the date of its admission a certified statement under oath 
showing, as of the fifteenth day of the month preceding the month 
in which it was so admitted, the number of its depositors and the 
total amount of its deposits which are eligible for insurance under 
this subsection, and shall pay to the Corporation an amount equal 











20 (Pus. 66.] 


to one-half of 1 per centum of the total amount of the deposits so 
certified. One-half of such payment shall be paid in full at the 
time of the admission of such member to the Fund, and the remainder 
of such payment shall be subject to call from time to time by the 
board of directors of the Corporation. Within a reasonable time 
fixed by the Corporation each such member shall file a similar 
statement showing, as of June 15, 1934, the number of its depositors 
and the total amount of its deposits which are eligible for such 
insurance and shall pay to the Corporation in the same manner an 
amount equal to one-half of 1 per centum of the increase, if any, 
in the total amount of such deposits since the date covered by the 
statement filed upon its admission to membership in the fund. 

“If at any time prior to July 1, 1934, the Corporation requires 
additional funds with which to meet its obligations under this 
subsection, each member of the Fund shall be subject to one addi- 
tional assessment only in an amount not exceeding the total amount 
theretofore paid to the Corporation by such member. 

“Tf any member of the Fund shall be closed on or before June 30, 
1934, on account of inability to meet its deposit liabilities, the Corpo- 
ration shall proceed in accordance with the provisions of subsection 
(1) of this section to pay the insured deposit liabilities of such mem- 
ber; except that the Corporation shall pay not more than $2,500 
on account of the net approved claim of the owner of any deposit. 
The provisions of such subsection (1) relating to State member banks 
shall be extended for the purposes of this subsection to members of 
the Fund which are not members of the Federal Reserve System; 
and the provisions of this subsection shall apply only to deposits 
of members of the Fund which have been made available since 
March 10, 1933, for withdrawal in the usual course of the banking 
business. 

“ Before July 1, 1934, the Corporation shall make an estimate of 
the balance, if any, which will remain in the Fund after providing 
for all liabilities ot the Fund, including expenses of operation 
thereof under this subsection and allowing for anticipated recoveries. 
The Corporation shall refund such estimated balance, on such basis 
as the Corporation shall find to be equitable, to the members of the 
Fund other than those which have been closed prior to July 1, 1934. 

“Each State bank which is a member of the Fund, in order to 
obtain the benefits of this section after July 1, 1934, shall, on or 
before such date, subscribe and pay for the same amount of class A 
stock of the Corporation as it would be required to subscribe and 
pay for upon becoming a member bank, or if such State bank is 
not permitted by the laws under which it was organized to pur- 
chase such stock, it shall deposit with the Corporation an amount 
~_ to the amount it would have been required to pay in on account 
of a subscription to such stock; and thereafter such State bank shall 
be entitled to such benefits until July 1, 1936. 

“It is not the purpose of this section to discriminate, in any 
manner, against State nonmember, and in favor of, national or 
member banks; but the purpose is to provide all banks with the 
same opportunity to obtain and enjoy the benefits of this section. No 
bank shall be discriminated against because its capital stock is less 
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than the amount required for eligibility for admission into the 
Federal Reserve System.” 

Sec. 9. The eighth paragraph of section 13 of the Federal Reserve 
Act, as amended (U.S.C., title 12, sec. 347; Supp. VI, title 12, sec. 
347), is amended to read as follows: 

“Any Federal reserve bank may make advances for periods not 
exceeding fifteen days to its member banks on their promissory 
notes secured by the deposit or pledge of bonds, notes, certificates of 
indebtedness, or Treasury bills of the United States, or by the 
deposit or pledge of debentures or other such obligations of Federal 
intermediate credit banks which are eligible for purchase by Fed- 
eral reserve banks under section 13 (a) of this Act; and any 
Federal reserve bank may make advances for periods not exceedin 
ninety days to its member banks on their promissory notes csemmel 
by such notes, drafts, bills of exchange, or bankers’ acceptances as are 
eligible for rediscount or for purchase by Federal reserve banks under 
the provisions of this Act. All such advances shall be made at rates 
to be established by such Federal reserve banks, such rates to be sub- 
ject to the review and determination of the Federal Reserve Board. 
If any member bank to which any such advance has been made 
shall, during the life or continuance of such advance, and despite 
an official warning of the reserve bank of the district or of the 
Federal Reserve Board to the contrary, increase its outstanding 
loans secured by collateral in the form of stocks, bonds, debentures, 
or other such obligations, or loans made to members of any organized 
stock exchange, investment house, or dealer in securities, upon any 
obligation, note, or bill, secured or unsecured, for the purpose of 
purchasing and/or carrying stocks, bonds, or other investment 
securities (except obligations of the United States). such advance 
shall be deemed immediately due and payable, and such member 
bank shall be ineligible as a borrower at the reserve bank of the 
district under the provisions of this paragraph for such period as 
the Federal Reserve Board shall determine: Provided, That no 
temporary carrying or clearance loans made solely for the purpose 
of facilitating the purchase or delivery of securities offered for 
public subscription shall be included in the loans referred to in 
this paragraph.” 

Sec. 10. Section 14 of the Federal Reserve Act, as amended (U.S.C., 
title 12, secs. 353-358), is amended by adding at the end thereof the 
following new paragraph: 

“(¢) The Federal Reserve Board shall exercise special supervision 
over all relationships and transactions of any kind entered into by 
any Federal reserve bank with any foreign bank or banker, or with 
any group of foreign banks or bankers, and all such relationships 
and transactions shall be subject to such regulations, conditions, and 
limitations as the Board may prescribe. No officer or other represen- 
tative of any Federal reserve bank shall conduct negotiations of 
any kind with the officers or representatives of any foreign bank 
or banker without first obtaining the permission of the Federal 
Reserve Board. The Federal Reserve Board shall have the right, in 
its discretion, to be represented in any conference or negotiations by 
such representative or representatives as the Board may designate. 
A full report of all conferences or negotiations, and all understand- 
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ings or agreements arrived at or transaetions agreed upon, and all 
other material facts appertaining to such conferences or negotiations, 
shall be filed with the Federal hiectes Board in writing by a duly 
authorized officer of each Federal reserve bank which shall have 
participated in such conferences or negotiations.” 

Sec. 11. (a) Section 19 of the Federal Reserve Act, as amended 
(U.S.C., title 12, secs. 142, 374, 461-466; Supp. VI, title 12, sec. 462a), 
is amended by inserting after the sixth paragraph thereof the follow- 
ing new paragraph: 

“No member bank shall act as the medium or agent of any non- 
banking corporation, partnership, association, business trust, or indi- 
vidual in making loans on the security of stocks, bonds, and other 
investment securities to brokers or dealers in stocks, bonds, and other 
investment securities. Every violation of this provision by any 
member bank shall be satnicoliin by a fine of not more than $100 
per day during the continuance of such violation; and such fine 
may be collected, by suit or otherwise, by the Federal reserve bank 
of the district in which such member bank is located.” 

(b) Such section 19 of the Federal Reserve Act, as amended, is 
further amended by adding at the end thereof the following new 
paragraphs: 

“ No member bank shall, directly or indirectly by any device what- 
soever, pay any interest on any deposit which is payable on demand: 
Provided, That nothing herein contained shall be construed as pro- 
hibiting the payment of interest in accordance with the terms of any 
certificate of deposit or other contract heretofore entered into in 
good faith which is in force on the date of the enactment of this 
paragraph; but no such certificate of deposit or other contract shall 
be renewed or extended unless it shall be modified to conform to this 
paragraph, and every member bank shall take such action as may be 
necessary to conform to this paragraph as soon as possible consist- 
ently with its contractual obligations: Provided, however, That this 
paragraph shall not apply to any deposit of such bank which is 
payable only at an office thereof located in a foreign country, and 
shall not apply to any deposit made by a mutual savings bank, nor 
to any deposit of public funds made by or on behalf of any State, 
county, school district, or other subdivision or municipality, with 
respect to which payment of interest is required under State law. 

“The Federal Reserve Board shall from time to time limit» by 
regulation the rate of interest which may be paid by member banks 
on time deposits, and may faci different rates for such pay- 
ment on time and savings deposits having different maturities or 
subject to different conditions respecting withdrawal or repay- 
ment or subject to different conditions by reason of different loca- 
tions. No member bank shall pay any time deposit before its ma- 
turity, or waive any requirement of notice before payment of any 
savings deposit except as to all savings deposits having the same 
requirement.” 

(c) Section 8 of the Act entitled “An Act to establish postal 
savings depositories for depositing savings at interest with the 
security of the Government for repayment thereof, and for other 
purposes ”, approved June 25, 1910, as amended (U.S.C., title 39, 
sec. 758), is amended by striking out the first sentence thereof and 
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inserting in lieu thereof the following: “Any depositor may with- 
draw the whole or any part of the funds deposited to his or her 
credit with the accrued interest only on notice given sixty days in 
advance and under such regulations as the Postmaster General 
may prescribe; but withdrawal of any part of such funds may be 
made upon demand, but no interest shall be paid on any funds so 
withdrawn except interest accrued to the date of enactment of the 
Banking Act of 1933: Provided, That Postal Savings depositories 
may deposit funds in member banks on time under regulations to be 
prescribed by the Postmaster General.” 

(d) The second sentence of section 9 of the Act entitled “An Act to 
establish postal savings depositories for depositing savings at interest 
with the security of the Government for repayment thereof, and for 
other purposes ” approved June 25, 1910, as amended (U.S.C., title 
39, sec. 759), is amended by striking out the period at the end thereof 
and inserting in lieu thereof a colon and the following: “Provided, 
That no such security shall be required in case of such part of the 
deposits as are insured under section 12B of the Federal Reserve Act, 
as amended.” 

Sec. 12. Section 22 of the Federal Reserve Act, as amended (U.S.C., 
title 12, sees. 375, 376, 503, 593-595; Supp. VI, title 12, sec. 593), is 
further amended by adding at the end thereof the following new 
paragraph : 

“(g) No executive officer of any member bank shall borrow from 
or otherwise become indebted to any member bank of which he is 
an executive officer, and no member bank shall make any loan or 
extend credit in any other manner to any of its own executive officers: 
Provided, That loans heretofore made to any such officer may be 
renewed or extended not more than two years from the date this 
paragraph takes effect, if in accord with sound banking practice. 
If any executive officer of any member bank borrow from or if 
he be or become indebted to any bank other than a member bank 
of which he is an executive officer, he shall make a written report to 
the chairman of the board of directors of the member bank of which 
he is an executive officer, stating the date and amount of such loan 
or indebtedness, the security therefor, and the purpose for which 
the proceeds have been or are to be used. Any executive officer of 
any member bank violating the provisions of this paragraph shall 
be deemed guilty of a misdemeanor and shall be imprisoned not 
exceeding one year, or fined not more than $5,000, or both; and any 
member bank ‘violating the provisions of this paragraph shall be 
fined not more than $10,000, and may be fined a further sum equal 
to the amount so loaned or credit so extended.” 

Sec. 13. The Federal Reserve Act, as amended, is amended by 
inserting between sections 23 and 24 thereof (U.S.C., title 12, sees. 
64 and 371; Supp. VI, title 12, sec. 371) the following new section: 

“Sec. 283A. No member bank shall (1) make any loan or any 
extension of credit to, or purchase securities under repurchase agree- 
ment from, any of its affiliates, or (2) invest any of its funds in the 

capital stock, ‘bonds, debentures, or other such obligations of any 
such affiliate, or (3) accept the capital stock, bonds, debentures, or 
other such obligations of any such affiliate as collateral security for 
advances made to any person, partnership, association, or corpora- 
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tion, if, in the case of any such affiliate, the aggregate amount of 
such loans, extensions of credit, repurchase agreements, investments, 
and advances against such collateral security will exceed 10 per 
centum of the capital stock and surplus of such member bank, or 
if, in the case of all such affiliates, the aggregate amount of such 
loans, extensions of credits, repurchase agreements, investments, and 
advances against such collateral security will exceed 20 per centum 
of the capital stock and surplus of such member bank. 

“Within the foregoing limitations, each loan or extension of credit 
of any kind or character to an affiliate shall be secured by collateral 
in the form of stocks, bonds, debentures, or other such obligations 
having a market value at the time of making the loan or extension 
of credit of at least 20 per centum more than the amount of the 
loan or extension of credit, or of at least 10 per centum more than 
the amount of the loan or extension of credit if it is secured by 
obligations of any State, or of any political subdivision or agency 
thereof: Provided, That the provisions of this paragraph shall not 
apply to loans or extensions of credit secured by obligations of the 
United States Government, the Federal intermediate credit banks, 
the Federal land banks, the Federal Home Loan Banks, or the Home 
Owners’ Loan Corporation, or by such notes, drafts, bills of exchange, 
or bankers’ acceptances as are eligible for rediscount or for purchase 
by Federal reserve banks. A loan or extension of credit to a 
director officer, clerk, or other employee or any representative of 
any such affiliate shall be deemed a loan to the affiliate to the extent 
that the proceeds of such loan are used for the benefit of, or trans- 
ferred to, the affiliate. 

“For the purposes of this section the term ‘ affiliate’ shall include 
holding company affiliates as well as other affiliates, and the pro- 
visions of this section shall not apply to any affiliate (1) engaged 
solely in holding the bank premises of the member bank with which 
it is affiliated, (2) engaged solely in conducting a safe-deposit busi- 
ness or the business of an agricultural credit corporation or livestock 
loan company, (3) in the capital stock of which a national banking 
association is authorized to invest pursuant to section 25 of the 
Federal Reserve Act, as amended, (4) organized under section 
25 (a) of the Federal Reserve Act, as amended, or (5) engaged 
solely in holding obligations of the United States Government, the 
Federal intermediate credit banks, the Federal land banks, the Fed- 
eral Home Loan Banks, or the Home Owners’ Loan Corporation; 
but as to any such affiliate, member banks shall continue to be subject 
to other provisions of law applicable to loans by such banks and 
investments by such banks in stocks, bonds, debentures, or other such 
obligations.” 

Src. 14. The Federal Reserve Act, as amended, is amended by 
inserting between section 24 and section 25 thereof (U.S.C., title 12, 
secs. 871 and 601-605; Supp. VI, title 12, sec. 371) the following 
new section: 

“Src. 24A. Hereafter no national bank, without the approval 
of the Comptroller of the Currency, and no State member bank, 
without the approval of the Federal Reserve Board, shall (1) invest 
in bank premises, or in the stock, bonds, debentures, or other such 
obligations of any corporation holding the premises of such bank 
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or (2) make loans to or upon the security of the stock of any such 
corporation, if the aggregate of all such investments and loans will 
exceed the amount of the capital stock of such bank.” 

Sec. 15. The Federal Reserve Act, as amended, is further amended 
by inserting after section 25 (a) thereof (U.S.C., title 12, sec. 
611-631) the following new section : 

“ Sec. 25. (b) Notwithstanding any other provision of law all suits 
of a civil nature at common law or in equity to which any corporation 
organized under the laws of the United States shall be a party, aris- 
ing out of transactions involving international or foreign banking, or 
banking in a dependency or insular possession of the United States, 
or out of other international or foreign financial operations, either 
directly or through the agency, ownership, or control of branches or 
local institutions in dependencies or insular possessions of the United 
States or in foreign countries, shall be deemed to arise under the laws 
of the United States, and the district courts of the United States 
shall have original jurisdietion of all such suits; and any defendant 
in any such suit may, at any time before the trial thereof, remove 
such suits from a State court into the district court of the United 
States for the proper district by following the procedure for the 
removal of causes otherwise provided by law. Such removal shall 
not cause undue delay in the trial of such case and a case so removed 
shall have a place on the calendar of the United States court to 
which it is removed relative to that which it held on the State court 
from which it was removed. 

‘“ Notwithstanding any other provision of law, all suits of a civil 
nature at common law or in equity to which any Federal Reserve 
bank shall be a party shall be deemed to arise under the laws of the 
United States, and the district courts of the United States shall have 
original jurisdiction of all such suits; and any Federal Reserve bank 
which is a defendant in any such suit may, at any time before the 
trial thereof, remove such suit from a State court into the district 
court of the United States for the proper district by following the 
procedure for the removal of causes otherwise provided by law. No 
attachment or execution shall be issued against any Federal Reserve 
bank or its property before final judgment in any suit, action, or 
proceeding in any State, county, municipal, or United States court.” 

Sec. 16. Paragraph “Seventh” of section 5136 of the Revised 
Statutes, as amended (U.S.C., title 12, sec. 24; Supp. VI, title 12, sec. 
24), is amended to read as follows: 

“Seventh. To exercise by its board of directors or duly authorized 
officers or agents, subject to law, all such incidental powers as shall be 
necessary to carry on the business of banking; by discounting and 
negotiating promissory notes, drafts, bills of exchange, and other 
evidences of debt; by receiving deposits; by buying and selling 
exchange, coin, and bullion; by loaning money on personal security ; 
and by obtaining, issuing, and circulating notes according to the 
provisions of this title. The business of dealing in investment securi- 
ties by the association shall be limited to purchasing and selling such 
securities without recourse, solely upon the order, and for the account 
of, customers, and in no case for its own account, and the association 
shall not underwrite any issue of securities: Provided, That the asso- 
ciation may purchase for its own account investment securities under 
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such limitations and restrictions as the Comptroller of the Currency 
may by regulation prescribe, but in no event (1) shall the total 
amount of any issue of investment securities of any one obligor or 
maker purchased after this section as amended takes effect and held 
by the association for its own account exceed at any time 10 per centum 
of the total amount of such issue outstanding, but this limitation shall 
not apply to any such issue the total amount of which does not exceed 
$100,000 and does not exceed 50 per centum of the capital of the asso- 
ciation, nor (2) shall the total amount of the investment securities of 
any one obligor or maker purchased after this section as amended 
takes effect and held by the association for its own account exceed at 
any time 15 per centum of the amount of the capital stock of the 
association actually paid in and unimpaired and 25 per centum of its 
unimpaired surplus fund. As used in this section the term ‘ invest- 
ment securities’ shall mean marketable obligations evidencing indebt- 
edness of any person, copartnership, association, or corporation in the 
form of bonds, notes and/or debentures commonly known as invest- 
ment securities under such further definition of the term ‘ investment 
securities’ as may by regulation be prescribed by the Comptroller of 
the Currency. Except as hereinafter provided or otherwise per- 
mitted by law, nothing herein contained shall authorize the purchase 
by the association of any shares of stock of any corporation. The 
limitations and restrictions herein contained as to dealing in, under- 
writing and purchasing for its own account, investment securities 
shall not apply to obligations of the United States, or general obliga- 
tions of any State or of any political subdivision thereof, or obliga- 
tions issued under authority of the Federal Farm Loan Act, as 
amended, or issued by the Federal Home Loan Banks or the Home 
Owners’ Loan Corporation: Provided, That in carrying on the busi- 
ness commonly known as the safe-deposit business the association 
shall not invest in the capital stock of a corporation organized under 
the law of any State to conduct a safe-deposit business in an amount 
in excess of 15 per centum of the capital stock of the association 
actually paid in and unimpaired and 15 per centum of its unimpaired 
surplus.” 

The restrictions of this section as to dealing in investment securi- 
ties shall take effect one year after the date of the approval of 
this Act. 

Sec. 17. (a) Section 5138 of the Revised Statutes, as amended 
(U.S.C., title 12, sec. 51; Supp. VI, title 12, sec. 51), is amended to 
read as follows: 

“ Sec. 5138. After this section as amended takes effect, no national 
banking association shall be organized with a less capital than 
$100,000, except that such associations with a capital of not less than 

$50,000 may be organized in any place the population of which does 
not exceed six thousand inhabitants. No such association shall be 
organized in a city the population of which exceeds fifty thousand 
persons with a capital of less than $200,000, except that in the out- 
lying districts of such a city where the State laws permit the organi- 
zation of State banks with a capital of $100,000 or less, national 
banking associations now organized or hereafter organized may, with 
the approval of the ¢ ‘omptroller of the Currency, have a capital of 
not less than $100,000.’ 
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(b) The tenth paragraph of section 9 of the Federal Reserve Act, 
as amended (U.S.C., title 12, sec. 329), is amended to read as follows: 

“ No applying bank shall be admitted to membership in a Federal 
reserve bank unless it possesses a paid-up unimpaired capital suffi- 
cient to entitle it to become a national fomielnny association in the 
place where it is situated under the provisions of the National 
Bank Act, as amended: Provided, That this paragraph shall not 
apply to State banks and trust companies organized prior to the 
date this paragraph as amended takes effect and situated in a place 
the population of which does not exceed three thousand inhabitants 
and having a capital of not less than $25,000, nor to any State bank 
or trust company which is so situated and which, while it is entitled 
to the benefits of insurance under section 12B of this Act, increases 
its capital to not less than $25,000.” 

Sec. 18. Section 5139 of the Revised Statutes, as amended (U.S.C., 
title 12, sec. 52; Supp. VI, title 12, sec. 52), is amended by adding at 
the end thereof the Jedtonving new paragraph: 

“After one year from the date of the enactment of the Banking Act 
of 1933, no certificate representing the stock of any such association 
shall represent the stock of any other corporation, except a member 
bank or a corporation existing on the date this paragraph takes effect 
engaged solely in holding the bank premises o such association, nor 
shall the ownership, sale, or transfer of any certificate representing 
the stock of any such association be conditioned in any manner 
whatsoever upon the ownership, sale, or transfer of a certificate rep- 
resenting the stock of any other corporation, except a member bank.” 

Sec. 19. Section 5144 of the Revised Statutes, as amended (U.S.C., 
title 12, sec. 61), is amended to read as follows: 

“Sec. 5144. In all elections of directors, each shareholder shall 
have the right to vote the number of shares owned by him for as 
many persons as there are directors to be elected, or to cumulate 
such shares and give one candidate as many votes as the number of 
directors multiplied by the number of his shares shall equal, or to 
distribute them on the same principle among as many candidates as 
he shall think fit; and in deciding all other questions at meetings of 
shareholders, each shareholder shall be entitled to one vote on each 
share of stock held by him; except (1) that shares of its own stock 
held by a national bank as sole trustee shall not be voted, and shares 
of its own stock held by a national bank and one or more persons as 
trustees may be voted by such other person or persons, as trustee 
in the same manner as if he or they were the sole trustee, an 
(2) shares controlled by any holding company affiliate of a national 
bank shall not be voted inieds such holding company affiliate shall 
have first obtained a voting permit as hereinafter provided, which 
permit is in force at the time such shares are voted. Shareholders 
may vote by proxies duly authorized in writing; but no officer, clerk, 
teller, or bookkeeper of such bank shall act as proxy; and no share- 
holder whose liability is past due and unpaid shall be allowed to vote. 

“For the purposes of this section shares shall be deemed to be 
controlled by a holding company affiliate if they are owned or con- 
trolled directly or indirectly by such holding company affiliate, or 
held by any trustee for the benefit of the shareholders or members 
thereof. 
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“Any such holding company affiliate may make application to the 
Federal Reserve Board for a voting permit entitling it to cast one 
vote at all elections of directors and in deciding all questions at 
meetings of shareholders of such bank on each share of stock con- 
trolled by it or authorizing the trustee or trustees holding the stock 
for its benefit or for the benefit of its shareholders so to vote the same. 
The Federal Reserve Board may, in its discretion, grant or with- 
hold such permit as the public interest may require. In acting upon 
such application, the Board shall consider the financial condition of 
the applicant, the general character of its management, and the prob- 
able effect of the granting of such permit upon the affairs of such 
bank, but no such permit shall be granted except upon the following 
conditions: 

“ (a) Every such holding company affiliate shall, in making the 
application for such permit, agree (1) to receive, on dates identical 
with those fixed for the examination of banks with which it is 
affiliated, examiners duly authorized to examine such banks, who 
shall make such examinations of such holding company affiliate as 
shall be necessary to disclose fully the relations between such banks 
and such holding company affiliate and the effect of such relations 
upon the affairs of such banks, such examinations to be at the 
expense of the holding company affiliate so examined; (2) that the 
reports of such examiners shall contain such information as shall be 
necessary to disclose fully the relations between such affiliate and 
such banks and the effect of such relations upon the affairs of such 
banks; (3) that such examiners may examine each bank owned or 
controlled by the holding company affiliate, both individually and in 
conjunction with other banks owned or controlled by such holding 
company affiliate; and (4) that publication of individual or con- 
solidated statements of condition of such banks may be required; 

“(b) After five years after the enactment of the Banking Act 
of 1933, every such holding company affiliate (1) shall possess, and 
shall continue to possess during the life of such permit, free and 
clear of any lien, pledge, or hypothecation of any nature, readily 
marketable assets other than bank stock in an amount not less than 
12 per centum of the aggregate par value of all bank stocks con- 
trolled by such holding company affiliate, which amount shall be 
increased by not less than 2 per centum per annum of such aggregate 
par value until such assets shall amount to 25 per centum of the 
aggregate par value of such bank stocks; and (2) shall reinvest in 
readily marketable assets other than bank stock all net earnings 
over and above 6 per centum per annum on the book value of its 
own shares outstanding until such assets shall amount to such 25 
per centum of the aggregate par value of all bank stocks controlled 
by it; 

“(c) Notwithstanding the foregoing provisions of this section, 
after five years after the enactment of the Banking Act of 1933, (1) 
any such holding company affiliate the shareholders or members of 
which shall be individually and severally liable in proportion to the 
number of shares of such holding company affiliate held by them 
respectively, in addition to amounts invested therein, for all statutory 
liability imposed on such holding company affiliate by reason of its 
control of shares of stock of banks, shall be required only to 
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establish and maintain out of net earnings over and above 6 per 
centum per annum on the book value of its own shares outstanding 
a reserve of readily marketable assets in an amount of not less than 
12 per centum of the aggregate par value of bank stocks controlled 
by it, and (2) the assets required by this section to be possessed by 
such holding company affiliate may be used by it for replacement of 
capital in banks affiliated with it and for losses incurred in such 
banks, but any deficiency in such assets resulting from such use shall 
be made up within such period as the Federal Reserve Board may 
by regulation prescribe; 

“(d) Every officer, director, agent, and employee of every such 
holding company affiliate shall be subject to the same penalties for 
false entries in any book, report, or statement of such holding com- 
patty affiliate as are applicable to officers, directors, agents, and 
employees of member banks under section 5209 of the Revised 
Statutes, as amended (U.S.C., title 12, sec. 592) ; and 

“(e) Every such holding company affiliate shall, in its application 
for such voting permit, (1) show that it does not own, control, or 
have any interest in, and is not participating in the management or 
direction of, any corporation, business trust, association, or other 
similar organization formed for the purpose of, or engaged prin- 
cipally in, the issue, flotation, underwriting, public sale, or 
distribution, at wholesale or retail or through cules participa- 
tion, of stocks, bonds, debentures, notes, or other securities of any 
sort (hereinafter referred to as ‘securities company’); (2) agree 
that during the period that the permit remains in force it will not 
acquire any ownership, control, or interest in any such securities 
company or participate in the management or direction thereof; 
(3) agree that if, at the time of filing the application for such permit, 
it owns, controls, or has an interest in, or is participating in the 
management or direction of, any such securities company, it will, 
within five years after the filing of such application, divest itself 
of its ownership, control, and interest in such securities compan 
and will cease participating in the management or direction n'a | 
and will not thereafter, during the period that the permit remains 
in force, acquire any further ownership, control, or interest in any 
such securities company or participate in the management or direc- 
tion thereof; and (4) agree that thenceforth it will declare dividends 
only out of actual net earnings. 

“If at any time it shall appear to the Federal Reserve Board that 
any holding company affiliate has violated any of the provisions of 
the Banking Act of 1933 or of any agreement made pursuant to this 
section, the Federal Reserve Board may, in its discretion, revoke any 
such voting permit after giving sixty days’ notice by registered mail 
of its intention to the holding company affiliate and affording it an 
opportunity to be heard. Whenever the Federal Reserve Board shall 
have revoked any such voting permit, no national bank whose stock 
is controlled by the holding company affiliate whose permit is so 
revoked shall receive deposits of public moneys of the United States, 
nor shall any such national bank pay any further dividend to such 
holding company affiliate upon any shares of such bank controlled 
by such holding company affiliate. 
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“Whenever the Federal Reserve Board shall have revoked an 
voting permit as hereinbefore provided, the rights, privileges, an 
franchises of any or all national banks the stock of which is con- 
trolled by such holding company affiliate shall, in the discretion of 
the Federal Reserve Board, be subject to forfeiture in accordance 
with section 2 of the Federal Reserve Act, as amended.” 

Sec. 20. After one year from the date of the enactment of this Act, 
no member bank shall be affiliated in any manner described in sec- 
tion 2 (b) hereof with any corporation, association, business trust, or 
other similar organization engaged principally in the issue, flotation, 
underwriting, public sale, or distribution at wholesale or retail or 
through syndicate participation of stocks, bonds, debentures, notes, 
or other securities. 

For every violation of this section the member bank involved shall 
be subject to a penalty not exceeding $1,000 per day for each day 
during which such violation continues. Such penalty may be assessed 
by the Federal Reserve Board, in its discretion, and, when so 
assessed, may be collected by the Federal reserve bank by suit or 
otherwise. 

If any such violation shall continue for six calendar months after 
the member bank shall have been warned by the Federal Reserve 
Board to discontinue the same, (a) in the case of a national bank, all 
the rights, privileges, and franchises granted to it under the National 
Bank Act may be forfeited in the manner prescribed in section 2 of 
the Federal Reserve Act, as amended (U.S.C., title 12, secs. 141, 222- 
225, 281-286, and 502), or, (b) in the case of a State member bank, 
all of its rights and privileges of membership in the Federal Reserve 
System may be forfeited in the manner prescribed in section 9 of the 
Federal Reserve Act, as amended (U.S.C., title 12, secs. 321-332). 

Sec. 21. (a) After the expiration of one year after the date of 
enactment of this Act it shall be unlawful— 

(1) For any person, firm, corporation, association, business trust, 
or other similar organization, engaged in the business of issuing, 
underwriting, selling, or distributing, at wholesale or retail, or 
through syndicate participation, stocks, bonds, debentures, notes, or 
other securities, to engage at the same time to any extent whatever 
in the business of receiving deposits subject to check or to repayment 
upon presentation of a reales certificate of deposit, or other 
evidence of debt, or upon request of the depositor; or 

(2) For any person, firm, corporation, association, business trust, 
or other siegilat organization, other than a financial institution or 
private banker subject to examination and regulation under State 
or Federal law, to engage to any extent whatever in the business of 
receiving deposits subject to check or to repayment upon presentation 
of a passbook, certificate of deposit, or other evidence of debt, or upon 
request of the depositor, unless such person, firm, corporation, asso- 
ciation, business trust, or other similar organization shall submit 
to periodic examination by the Comptroller of the Currency or by 
the Federal reserve bank of the district and shall make and publish 
periodic reports of its condition, exhibiting in detail its resources 
and liabilities, such examination and reports to be made and pub- 
lished at the same times and in the same manner and with lke effect 
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and penalties as are now provided by law in respect of national 
banking associations transacting business in the same locality. 

(b) Whoever shall willfully violate any of the provisions of this 
section shall upon conviction be fined not more than $5,000 or impris- 
oned not more than five years, or both, and any officer, director, 
employee, or agent of any a firm, corporation, association, 
business trust, or other similar organization who knowingly par- 
ticipates in any such violation shall be punished by a like fine or 
imprisonment or both. 

bee, 22. The additional liability imposed upon shareholders in 
national banking associations by the provisions of section 5151 of the 
Revised Statutes, as amended, and section 23 of the Federal Reserve 
Act, as amended (U.S.C., title 12, secs. 63 and 64), shall not apply 
with respect to shares in any such association issued after the date 
of enactment of this Act. 

Sec. 23. Paragraph (c) of section 5155 of the Revised Statutes, as 
amended (U.S.C., title 12, sec. 36), is amended to read as follows: 

“(c) A national banking association may, with the approval of the 
Comptroller of the Currency, establish and operate new branches: 
(1) Within the limits of the city, town or village in which said 
association is situated, if such establishment and operation are at the 
time expressly authorized to State banks by the law of the State in 
question; and (2) at any point within the State in which said associa- 
tion is situated, if such establishment and operation are at the time 
authorized to State banks by the statute law of the State in question 
by language specifically granting such authority affirmatively and 
not merely by implication or recognition, and subject to the restric- 
tions as to location imposed by the law of the State on State banks. 
No such association shall establish a branch outside of the city, town, 
or village in which it is situated unless it has a paid-in and unim- 
paired capital stock of not less than $500,000: Provided, That in 
States with a population of less than one million, and which have no 
cities located therein with a population exceeding one hundred 
thousand, the capital shall be not less than $250,000: Provided, That 
in States with a population of less than one-half million, and which 
have no cities located therein with a population exceeding fifty 
thousand, the capital shall not be less than $100,000.” 

Paragraph (d) of section 5155 of the Revised Statutes, as amended 
(U.S.C., title 12, sec. 36), is amended to read as follows: 

“(d) The aggregate capital of every national banking association 
and its branches shall at no time be less than the aggregate minimum 
capital required by law for the establishment of an equal number 
of national banking associations situated in the various places where 
such association and its branches are situated.” 

Src. 24. (a) Sections 1 and 3 of the Act entitled “An Act to pro- 
vide for the consolidation of national banking associations”, ap- 
proved November 7, 1918, as amended (U.S.C., title 12, sees. 38, 34, 
and 34a), are amended by striking out the words “ county, city, town, 
or Village” wherever they occur in each such section, and inserting 
in lieu thereof the words “ State, county, city, town, or village.” 

(b) Section 3 of such Act of November 7, 1918, as amended, is 
further amended by striking out the second sentence thereof and 
inserting in lieu thereof the following: “ The capital stock of such 
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consolidated association shall not be less than that required under 
existing law for the organization of a national banking association 
in the place in which such consolidated association is located. 
Upon such a consolidation, or upon a consolidation of two or 
more national banking associations under section 1 of this Act, the 
corporate existence of each of the constituent banks and national 
banking associations participating in such consolidation shall be 
merged into and continued in the consolidated national banking 
association and the consolidated association shall be deemed to be 
the same corporation as each of the constituent institutions. All the 
rights, franchises, and interests of each of such constituent banks 
and national banking associations in and to every species of prop- 
erty, real, personal, and mixed, and choses in action thereto belonging, 
shall be deemed to be transferred to and vested in such consolidated 
national banking association without any deed or other transfer ; and 
such consolidated national banking association, by virtue of such 
consolidation and without any order or other action on the part of 
any court or otherwise, shall hold and enjoy the same and all rights 
of property, franchises, and interests, including appointments, desig- 
nations, and nominations and all other rights and interests as trustee, 
executor, administrator, registrar of stocks and bonds, guardian of 
estates, assignee, receiver, committee of estates of lunatics and in 
every other fiduciary capacity, in the same manner and to the same 
extent as such rights, franchises, and interests were held or enjoyed 
by any such constituent institution at the time of such consolidation: 
Provided, however, That where any such constituent institution at the 
time of such consolidation was acting under appointment of any court 
as trustee, executor, administrator, registrar of stocks and bonds, 
guardian of estates, assignee, receiver, committee of estates of lunatics 
or in any other fiduciary capacity, the consolidated national banking 
association shall be subject to removal by a court of competent juris- 
diction in the same manner and to the same extent as was such 
constituent corporation prior to the consolidation, and nothing herein 
contained shall be construed to impair in any manner the right of 
any court to remove such a consolidated national banking association 
and to appoint in lieu thereof a substitute trustee, executor, or other 
fiduciary, except that such right shall not be exercised in such a 
manner as to discriminate against national banking associations, nor 
shall any such consolidated association be removed solely because 
of the fact that it is a national banking association.” 

Sec. 25. The first two sentences of section 5197 of the Revised 
Statutes (U.S.C., title 12, sec. 85) are amended to read as follows: 

“Any association may take, receive, reserve, and charge on any 
loan or discount made, or upon any notes, bills of exchange, or other 
evidences of debt, interest at the rate allowed by the laws of the State, 
Territory, or District where the bank is located, or at a rate of 1 
per centum in excess of the discount rate on ninety-day commercial 
paper in effect at the Federal reserve bank in the Federal reserve 
district where the bank is located, whichever may be the greater, and 
no more, except that where by the laws of any State a different rate 
is limited for banks organized under State laws, the rate so limited 
shall be allowed for associations organized or existing in any such 
State under this title. When no rate is fixed by the laws of the 
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State, or Territory, or District, the bank may take, receive, reserve, 
or charge a rate not exceeding 7 per centum, or 1 per centum in excess 
of the discount rate on ninety-day commercial paper in effect at the 
Federal reserve bank in the Federal reserve district where the bank 
is located, whichever may be the greater, and such interest may be 
taken in advance, reckoning the days for which the note, bill, or other 
evidence of debt has to run.” 

Sec. 26. (a) The second sentence of the first paragraph of section 
5200 of the Revised Statutes, as amended (U.S.C., title 12, sec. 84; 
Supp. VI, title 12, sec. 84), is amended by inserting before the period 
at the end thereof the following: “and shall include in the case of 
obligations of a corporation all obligations of all subsidiaries thereof 
in which such corporation owns or controls a majority interest.” 

(b) The amendment made by this section shall not apply to such 
obligations of subsidiaries held by such association on the date this 
section takes effect. 

Sec. 27. Section 5211 of the Revised Statutes, as amended (U.S.C., 
title 12, sec. 161; Supp. VI, title 12, sec. 161), is amended by adding 
at the end thereof the following new paragraph: 

“Each national banking association shall obtain from each of its 
affiliates other than member banks and furnish to the Comptroller of 
the Currency not less than three reports during each year, in such 
form as the Comptroller may prescribe, verified by the oath or affir- 
mation of the president or such other officer as may be designated by 
the board of directors of such affiliate to verify such reports, dis- 
closing the information hereinafter provided for as of dates identical 
with those for which the Comptroller shall during such year require 
the reports of the condition of the association. For the purpose of 
this section the term ‘ affiliate’ shall include holding company affil- 
iates as well as other affiliates. Each such report of an affiliate shall 
be transmitted to the Comptroller at the same time as the correspond- 
ing report of the association, except that the Comptroller may, in his 
discretion, extend such time for good cause shown. Each wade report 
shall contain such information as in the judgment of the Comptroller 
of the Currency shall be necessary to disclose fully the relations 
between such affiliate and such bank and to enable the Comptroller 
to inform himself as to the effect of such relations upon the affairs of 
such bank. The reports of such affiliates shall be published by the 
association under the same conditions as govern its own condition re- 
ports. The Comptroller shall also have power to call for additional 
reports with respect to any such affiliate whenever in his judgment 
the same are necessary in order to obtain a full and complete knowl- 
edge of the conditions of the association with which it is affiliated. 
Such additional reports shall be transmitted to the Comptroller of 
the Currency in such form as he may prescribe. Any such affiliated 
bank which fails to obtain and furnish any report required under 
this section shall be subject to a penalty of $100 for each day during 
which such failure continues.” 

Sec. 28. (a) The first paragraph of section 5240 of the Revised 
Statutes, as amended (U.S.C., title 12, sec. 481), is amended by 
inserting before the period at the end thereof a colon and the fol- 
lowing proviso: “ Provided, That in making the examination of any 
national bank the examiners shall include such an examination of 
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the affairs of all its affiliates other than member banks as shall be 
necessary to disclose fully the relations between such bank and such 
affiliates and the effect of such relations upon the affairs of such 
bank; and in the event of the refusal to give any information 
required in the course of the examination of any such affiliate, or in 
the event of the refusal to permit such examination, all the rights, 
privileges, and franchises of the bank shall be subject to forfeiture 
in accordance with section 2 of the Federal Reserve Act, as amended 
(U.S.C., title 12, secs. 141, 222-295, 281-286, and 502). The Comp- 
troller of the Currency shall have power, and he is hereby author- 
ized, to publish the report of his examination of any national banking 
association or affiliate which shall not within one hundred and twenty 
days after notification of the recommendations or suggestions of the 
Comptroller, based on said examination, have complied with the same 
to his satisfaction. Ninety days’ notice prior to such publicity shall 
be given to the bank or affiliate.” 

(b) Section 5240 of the Revised Statutes, as amended (U.S.C., title 
12, sec. 481), is further amended by adding after the first paragraph 
thereof the following new paragraph: 

“The examiner making the examination of any affiliate of a 
national bank shall have power to make a thorough examination of 
all the affairs of the affiliate, and in doing so he shall have power 
to administer oaths and to examine any of the officers, directors, 
employees, and agents thereof under oath and to make a report of 
his findings to the Comptroller of the Currency. The expense of 
examinations of such affiliates may be assessed by the Comptroller 
of the Currency upon the affiliates examined in proportion to assets 
or resources held by the affiliates upon the dates of examination of 
the various affiliates. If any such affiliate shall refuse to pay such 
expenses or shall fail to do so within sixty days after the date of 
such assessment, then such expenses may be assessed against the 
affiliated national bank and, when so assessed, shall be paid by such 
national bank: Provided, however, That, if the affiliation is with two 
or more national banks, such expenses may be assessed against, and 
collected from, any or all of such national banks in such proportions 
as the Comptroller of the Currency may prescribe. The examiners 
and assistant examiners making the examinations of national bank- 
ing associations and affiliates thereof herein provided for and the 
chief examiners, reviewing examiners and other persons whose serv- 
ices may be required in connection with such examinations or the 
reports thereof, shall be employed by the Comptroller of the Cur- 
nary with the approval of the Secretary of the Treasury; the 
employment and compensation of examiners, chief examiners, review- 
ing examiners, assistant examiners, and of the other employees of the 
office of the Comptroller of the Currency whose compensation is paid 
from assessments on banks or affiliates thereof shall be without regard 
to the provisions of other laws applicable to officers or employees of 
the United States. The funds derived from such assessments may be 
deposited by the Comptroller of the Currency in accordance with the 
provisions of section 5234 of the Revised Statutes (U.S.C., title 12, 
sec. 192) and shall not be construed to be Government funds or 
appropriated monies; and the Comptroller of the Currency is 
authorized and empowered to prescribe regulations governing the 
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computation and assessment of the expenses of examinations herein 
provided for and the collection of such assessments from the banks 
and/or affiliates examined. If any affiliate of a national bank shall 
refuse to permit an examiner to make an examination of the affiliate 
or shall refuse to give any information required in the course of any 
such examination, the national bank with which it is affiliated shall 
be subject to a penalty of not more than $100 for each day that any 
such refusal shall continue. Such penalty may be assessed by the 
Comptroller of the Currency and collected in the same manner as 
expenses of examinations.” 

Sec. 29. In any case in which, in the opinion of the Comptroller 
of the Currency, it would be to the advantage of the depositors and 
unsecured creditors of any national banking association whose busi- 
ness has been closed, for such association to resume business upon the 
retention by the association, for a reasonable period to be prescribed 
by the Comptroller, of all or any part of its deposits, the Comp- 
troller is authorized, in his discretion, to permit the association to 
resume business if depositors and unsecured creditors of the associa- 
tion representing at least 75 per centum of its total deposit and 
unsecured credit liabilities consent in writing to such retention of 
deposits. Nothing in this section shall be construed to affect in any 
manner any powers of the Comptroller under the provisions of law 
in force on the date of enactment of this Act with respect to the 
reorganization of national banking associations. 

Sec.'30. Whenever, in the opinion of the Comptroller of the Cur- 
rency, any director or officer of a national bank, or of a bank or 
trust company doing business in the District of Columbia, or when- 
ever, in the opinion of a Federal reserve agent, any director or officer 
of a State member bank in his district shall have continued to vio- 
late any law relating to such bank or trust company or shall have 
continued unsafe or unsound practices in conducting the business 
of such bank or trust company, after having been warned by the 
Comptroller of the Currency or the Federal reserve agent, as the 
case may be, to discontinue such violations of law or such unsafe 
or unsound practices, the Comptroller of the Currency or the Federal 
reserve agent, as the case may be, may certify the facts to the Fed- 
eral Reserve Board. In any such case the Federal Reserve Board 
may cause notice to be served upon such director or officer to appear 
before such Board to show cause why he should not be removed 
from office. A copy of such order shall be sent to each director of 
the bank affected, by registered mail. If after granting the accused 
director or officer a reasonable opportunity to be heard, the Federal 
Reserve Board finds that he has continued to violate any law relating 
to such bank or trust company or has continued unsafe or unsound 
practices in conducting the business of such bank or trust company 
after having been warned by the Comptroller of the Currency or 
the Federal reserve agent to discontinue such violation of law or 
such unsafe or unsound practices, the Federal Reserve Board, in its 
discretion, may order that such director or officer be removed from 
office. A copy of such order shall be served upon such director or 
officer. A copy of such order shall also be served upon the bank of 
which he is a director or officer, whereupon such director or officer 
shall cease to be a director or officer of such bank: Provided, That 
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such order and the findings of fact upon which it is based shall not 
be made public or disclosed to anyone except the director or officer 
involved and the directors of the bank involved, otherwise than in 
connection with proceedings for a violation of this section. Any 
such director or officer removed from office as herein provided who 
thereafter participates in any manner in the management of such 
bank shall be fined not more than $5,000, or imprisoned for not more 
than five years, or both, in the discretion of the court. 

Sec. 31. After one year from the date of enactment of this Act, 
notwithstanding any other provision of law, the board of directors 
board of trustees, or other similar governing body of every national 
banking association and of every State bank or trust company which 
is a member of the Federal Reserve System shall consist of not less 
than five nor more than twenty-five members; and every director, 
trustee, or other member of such governing body shall be the bona 
fide owner in his own right of shares of stock of such banking asso- 
ciation, State bank or trust company having a par value in the 
aggregate of not less than $2,500, unless the capital of the bank 
shall not exceed $50,000, in which case he must own in his own right 
shares having a par value in the aggregate of not less than $1,500, 
or unless the capital of the bank shall not exceed $25,000, in which 
case he must own in his own right shares having a par value in the 
aggregate of not less than $1,000. If any national banking associa- 
tion violates the provisions of this section and continues such viola- 
tion after thirty days’ notice from the Comptroller of the Currency, 
the said Comptroller may appoint a receiver or conservator therefor, 
in accordance with the provisions of existing law. If any State bank 
or trust company which is a member of the Federal Reserve System 
violates the provisions of this section and continues such violation 
after thirty days’ notice from the Federal Reserve Board, it shall be 
subject to the forfeiture of its membership in the Federal Reserve 
System in accordance with the provisions of section 9 of the Federal 
Reserve Act, as amended. 

Sec. 32. From and after January 1, 1934, no officer or director 
of any member bank shall be an officer, director, or manager of any 
corporation, partnership, or unincorporated association engaged pri- 
marily in the business of purchasing, selling, or negotiating securi- 
ties, and no member bank shall perform the functions of a corre- 
spondent bank on behalf of any such individual, partnership, 
corporation, or unincorporated association and no such individual, 
partnership, ores: or unincorporated association shall perform 
the functions of a correspondent for any member bank or hold on 
deposit any funds on behalf of any member bank, unless in any 
such case there is a permit therefor issued by the Federal Reserve 
Board; and the Board is authorized to issue such permit if in its 
judgment it is not incompatible with the public interest, and to 
revoke any such permit whenever it finds after reasonable notice 
and opportunity to be heard, that the public interest requires such 
revocation. 

Sec. 33. The Act entitled “An Act to supplement existing laws 
against unlawful restraints and monopolies, and for other purposes ”, 
approved October 15, 1914, as amended (U.S.C., title 15, sec. 19), is 
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hereby amended by adding after section 8 thereof the following new 
section : 

“Sec. 8A. That from and after the 1st day of January 1934, no 
director, officer, or employee of any bank, banking association, or 
trust company, organized or operating under the laws of the United 
States shall be at the same time a director, officer, or employee of a 
corporation (other than a mutual savings bank) or a member of a 
partnership organized for any purpose whatsoever which shall make 
loans secured by stock or bond collateral to any individual, associa- 
tion, partnership, or corporation other than its own subsidiaries.” 

Sec. 34. The right to alter, amend, or repeal this Act is hereby 
expressly reserved. If any provision of this Act, or the application 
thereof to any person or circumstances, is held invalid, the remainder 
of the Act, and the application of such provision to other persons 
or circumstances, shall not be affected thereby. 


Approved, June 16, 1933, 11.45 a.m. 
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Apri. 19, 1935.—Committed to the Committee of the Whole House on the state 
of the Union and ordered to be printed 


Mr. STeaGALL, from the Committee on Banking and Currency, sub- 
mitted the following 


REPORT 


[To accompany H. R. 7617] 


The Committee on Banking and Currency, to whom was referred 
the bill (H. R. 7617) to provide for the sound, effective, and uninter- 
rupted operation of the banking system, and for other purposes 
having considered the same, report favorably thereon and recommend 
that the bill do pass. 

GENERAL STATEMENT 


Title I of the bill deals with Federal deposit insurance and places 
it on a permanent basis by consolidating the temporary Federal 
deposit insurance fund and the fund for mutuals into the permanent 
insurance fund for deposits, operative immediately upon enactment 
of the title. 

Title II contains certain amendments to the Federal Reserve Act. 
The fundamental purposes of these améndments are as follows: 

1. To increase the ability of the banking system to promote stability 
of employment and business, insofar as this is possible within the 
scope of monetary action and credit administration. 

2. To concentrate the authority and responsibility for the formula- 
tion of national monetary policy in a body representing the general 
public interest. 

3. To modify the structure of the Federal Reserve System to the 
extent necessary for the accomplishment of these purposes, but 
without interfering with regional autonomy in matters of local concern. 

4. To relieve the banks of the country of unnecessary and hamper- 
ing restrictions, and thus enable them to meet the credit needs of 
their communities more adequately and contribute more effectively 
to the acceleration of recovery. 

Title III consists of a number of technical amendments to the 
National Bank Act, the Federal Reserve Act, the Banking Act of 
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1933, and related statutes. These amendments make no fundamental 
changes in the existing banking laws but are designed to improve and 
facilitate the administration of these laws by eliminating unnecessary 
inconveniences and hardships and by revising certain provisions 
which have been found difficult to administer in their present form. 
There follows a summary of the bill by titles. 


TITLE I. FEDERAL DEPOSIT INSURANCE 


Through the existing insurance in more than 14,000 of our 15,000 
banks, there is universal justified confidence among the depositors in 
insured banks and the provisions in title I will place Federal deposit 
insurance on a permanent basis by consolidating the temporary 
Federal deposit insurance fund and the fund for mutuals into the per- 
manent insurance fund for deposits, operative immediately upon the 
enactment of the title (subdivision 12). 

It has now been reliably determined that the $5,000 maximum 
insurance protection to each depositor insures in full the deposits of 
more than 98 percent of the depositors in insured banks and the 
committee has been impressed that it is neither necessary nor expedi- 
ent at this time to increase the insured deposit liability carried by the 
Federal Deposit Insurance Corporation to give added protection to the 
remaining one and a fraction percent of the bank depositors. Con- 
sequently, the provisions of title I (subdivision 12) continue hereafter 
the present maximum insurance pretection of $5,000 to each depositor 
and repeal the existing provisions of law which call for insurance of 
larger amounts after July 1, 1935. 

It has also been determined by the committee that insurance assess- 
ments, based upon the insured deposit liability alone, place too large 
a burden upon small banking institutions, especially when reasonable 
regard is given to the necessity for general safety in the banking 
structure and to the comparative benefits. Adequate funds can 
be supplied to provide sound insurance with a lower original rate of 
levy than that provided in the Banking Act of 1933, and without 
subjecting the insured banks-to unlimited lability for assessments. 
Title I (subdivision 8) therefore provides that msured banks shall 
pay an annual assessment of one-eighth of 1 percent payable in two 
installments, upon total deposit liabilities, without liability for added 
assessments, and repeals the provision of existing law requiring an 
assessment on July 1, 1935, of one-fourth of 1 percent upon total 
deposit liabilities as the purchase price of class A stock, with unlimited 
liability for subsequent assessments as needed. Under the annual 
assessment plan of title I a reserve fund will be gradually amassed to 
provide against periods when the Corporation might be called upon 
to pay large amounts of insured deposit liabilities. 

The Corporation has received as capital funds approximately 
$290,000,000 from the sale of its stock to the United States and to the 
Federal Reserve banks. The C orporation is relieved of all require- 
ments calling for the paying of dividends on any stock issued by it. 
In addition to these capital funds and the annual assessments to be 
paid by insured banks, provision is made, in case of need, for making 


available to the Corporation added funds from the sale of its obliga- 
tions up to the extent of more than a billion dollars. These obliga- 
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tions to be sold by the Corporation may be guaranteed as to principal 
and interest by the Government of the United States. 

Title I continues the feature of the Banking Act of 1933 that it is 
compulsory for all member banks of the Federal Reserve System to be 
insured banks. 

The right of nonmember banks, which voluntarily had their 
deposits insured for the temporary period, to terminate their relation- 
ship with the Corporation as of July 1, 1935, is preserved, but non- 
member banks seeking to so terminate their insurance are required to 
give notice to their depositors, to the Corporation and, in certain 
instances, to the Reconstruction Finance Corporation (subdivision 9), 
This is required in the interest of fairness to their depositors, as well as 
to the Corporation and the Reconstruction Finance Corporation, 

Title I makes it possible for the Corporation to be advised at all 
times of the elements affecting its insurance hazard and gives means 
to reasonably protect the funds against the consequences of unsound 
or dangerous practices on the part of insured ecile Title I makes 
available to the Corporation all of the reports of examinations made to 
the Comptroller of the Currency and to the Federal Reserve Board 
and it requires the Corporation to examine nonmember insured banks. 
With the consent of the Comptroller of the Currency or the Federal 
Reserve Board, the examiners of the Corporation may examine 
National or State member banks. The Corporation is authorized to 
terminate the insurance in any bank which persists in unsound prac- 
tices, giving adequate protection to the depositors, however, for a 
reasonable time thereafter. No bank is permitted to continue as a 
member bank of the Federal Reserve System after its insurance has 
been terminated. 

Under the existing law, every bank must become or apply to become 
a member bank of the Federal Reserve System by July 1, 1937, in 
order to continue as an insured bank after that date. More than 
7,500 insured banks are not now members of the Federal Reserve 
System. The committee, after careful consideration of the factors 
involved, has come to the conclusion that membership in the Federa} 
Reserve System, however desirable it may be from the viewpoint of 
bringing about a unified banking system, should not be rendered 
practically compulsory by requiring insured banks to either join the 
System or terminate their insurance. The committee has therefore 
eliminated this requirement of existing law. 

Under the present law, where the Corporation makes an insurance 
payment to a depositor in a closed bank, it is subrogated to the entire 
claim of the depositor, even though he has more than $5,000, and it 
is given the right to collect dividends up to $5,000, after which the 
residue is paid over to the depositor. Under title 1 the subrogation 
right of the Corporation would extend only to such dividends as 
would have been payable to the depositor on a claim for the insured 
deposit. The Corporation is given authority to regulate interest pay- 
able by nonmember insured banks on deposits similar to the authority 
the Federal Reserve Board now exercises in regulating interest pay- 
able by member banks on deposits. The Corporation may prescribe 
different rates for different classes of banks or different Nias of 
deposits, subject to the requirement that the rates fixed must be 
reasonable. 
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Under the existing law the Corporation may make loans to or 
purchase assets from closed member banks. This power is changed 
so that the Corporation is authorized to make loans to and purchase 
assets from insured banks closed on account of inability to meet the 
demands of depositors. 

For a limited time the Corporation is given power to make loans 
to and purchase assets from closed or open insured banks, in connec- 
tion with consolidations or mergers, to facilitate stabilization of such 
banks. In like manner the Corporation may, for a limited time, 
guarantee other banks against loss which assume the liabilities and 
purchase the assets of insured banks. 

Provision is made in title I for appointing in each State, Territory, 
and jurisdiction where insured banks are located, an agent for the 
service of summons in suits against the Corporation. 

Under the provisions of title I, Federal courts have jurisdiction over 
suits to which the Corporation is a party where the amount involved 
exceeds $3,000, but an exception is made where the Corporation is a 
party in its capacity as receiver of a State bank. 

Members of the board of directors, who become such after the enact- 
ment of title I, are restricted from being financially interested in 
insured banks by similar restrictions to those imposed upon members 
of the Federal Reserve Board, with respect to member banks, by the 
Federal Reserve Act. 

Further, the Corporation is given the right to require insured banks 
to maintain adequate fidelity and burglary insurance. The Corpora- 
tion’s approval is required before a merger or consolidation of any 
insured bank with a noninsured bank, or before reduction of capital of 
a nonmember takes place and nonmember insured banks are required 
to make reports of condition which the Corporation may order to be 
published. 

In accordance with the policy established in the Banking Act of 
1933 of relaxing, to the extent of insurance protection, statutory 
requirements of giving security in case of certain deposits which are 
insured and also required under law to be secured, sections 338 and 
339 in title III eliminate the double protection to deposits in insured 
banks of bankruptcy funds and of funds of receivers of national banks 
by relaxing, to the extent that such deposits are protected by insur- 
ance, the statutory requirement of giving security. 


TITLE Il. AMENDMENTS TO THE FEDERAL RESERVE ACT 


There follows a section by section analysis of title II with a brief 
statement of the reasons for each section. 


SecTION 201. CONSOLIDATION OF OFFICES OF GOVERNOR AND 
CHAIRMAN OF FEDERAL RESERVE BANK 


Section 201 amends section 4 of the Federal Reserve Act so as to 
combine the offices of chairman of the board of directors and governor 
of the Federal Reserve banks and to provide for the appointment of 
the governor to the combined office to be made annually by the di- 
rectors of each bank subject to approval every 3 years by the Federal 
Reserve Board. The governor would be the chief executive officer of 
the bank, chairman of its board of directors, and a class C director. 








BANKING ACT OF 1935 5 


A vice governor would be selected in the same manner and would per- 
form the executive functions of the governor in his absence. In tke 
discretion of the Federal Reserve Board the vice governor might also 
be a class C director, and in such case might be appointed as deputy 
chairman of the board of directors. The offices of Federal Reserve 
agent and assistant Federal Reserve agent would be abolished and all 
duties prescribed by law for the Federal Reserve agent would be per- 
formed by the governor of the bank or such person as he may designate, 

Under the present law, the Federal Reserve Board appoints the 
three class C directors of each Federal Reserve bank and designates 
one of them us a Federal Reserve agent and chairman of the board of 
directors. It appears to have been the intention of the framers of 
the original Federal Reserve Act that the chairman of the board of 
directors be the principal executive officer of each bank, and the law 
makes him also the_official representative of the Federal Reserve 
Board at the bank. [Tn practice, however, the directors appoint an 
executive officer for whom they have adopted the title of governor, 
a title that is not mentioned in the law, and these governors have 
become the active heads of the Federal Reserve banks. 

The amendment recognizes the existing situation by giving tne 
governor of a Reserve bank a status in the law, and combines his 
office with that of the Federal Reserve agent and chairman of the 
board of directors. The holders of these combined offices will be 
appointed by the board of directors subject to the approval of the 
Federal Reserve Board, and their reappointment will be subject to 
approval by the Federal Reserve Board every 3 years. The Federal 
Reserve Board will no longer appoint a chairman of the board, but 
will merely have the power to approve or disapprove the appointment 
of the governor, who will also be chairman of the board. When the 
appointment of the governor is approved by the Board he will auto- 
matically become a class C director. 

This proposal merely reestablishes the original principle of the 
Federal Reserve Act that the Federal Reserve Board, which has 
responsibility for national policies and for general supervision over 
the Reserve banks, shall be a party to the selection of the active heads 
of the 12 Reserve banks. This change will work toward smoother 
cooperation between the Board and the banks. What is equally 
important, it will establish within the banks a greater unity of adminis- 
trative control than now exists. It will also result in considerable 
saving through the elimination of one of the two highest-salaried 
officers in each Federal Reserve bank. 

Section 4 of the Federal Reserve Act is also amended to provide 
that no member of the board of directors of a Federal Reserve bank, 
other than the governor and vice governor, shall serve as a director for 
more than two consecutive terms of 3 years each, but this shall not 
prevent the present incumbents from serving out the remainders of 
their present terms. 

The purpose of this provision is to prevent the crystallization in 
the directorates of the Reserve banks of the influence of any one 
individual or group of individuals. Continuity of service is provided 
for by allowing directors to serve as long as 6 years, and there is 
nothing to prevent directors who have served for 6 years from again 
becoming directors after the lapse of a year or more. 
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Section 202. Apmiss1Ion oF INsuRED NONMEMBER BANKS 


Section 202 would amend section 9 of the Federal Reserve Act so 
as to authorize the Federal Reserve Board, in its discretion, to waive 
any requirements imposed by statute or otherwise as a condition ‘te 
admitting insured nonmember banks to membership in the Federal 
Reserve System. 

The purpose of this amendment is to facilitate the admission of 
thousands of small banks into the Federal Reserve System. There 
are now about 2,000 State banks and trust companies which have 
been admitted to deposit insurance by the Federal Deposit Insurance 
Corporation but which have capital insufficient to make them eligible 
for membership in the Federal Reserve System. About 1,500 of 
these banks are located in towns with a population of less than 3,000 
inhabitants. 

In some States, numerous banks have been reorganized since the 
banking holiday under plans involving the issuance of deferred cer- 
tificates of beneficial interest to depositors who have waived portions 
of their deposits. In these cases, the condition of the banks has been 
materially improved and new deposits are fully protected; but the 
banks in many instances are not technically eligible for membership 
in the Federal Reserve System because they are under absolute 
liability to pay the amounts stated in the deferred certificates issued 
to waiving depositors, although such liabilities are subordinated to 
the liabilities of the bank to depositors and other creditors. 

Other banks which the amendment would permit to join the Federal 
Reserve System are those which have sold preferred stock or capital 
notes or debentures, thereby strengthening the position of the de- 
positors, but which have not been able to eliminate losses constitut- 
ing a technical impairment of capital because of provisions of State 
laws making it impossible to reduce the common capital to the extent 
necessary to charge off the losses. 


SecTion 203(1). QuALIFICATIONS OF MEMBERS OF THE FEDERAL 
RESERVE BoarpD 


Section 203(1) would amend section 10 of the Federal Reserve 
Act by striking out the present requirement that, in selecting mem- 
bers of the Board, the President shall have due regard to a fair repre- 
sentation of the financial, agricultural, industrial, and commerical 
interests and geographical divisions of the country, and substituting 
& requirement that they shall be well qualified by education or ex- 
perience, or both, to participate in the formulation of national economic 
and monetary policies. The requirement that not more than one 
member of the Board shall be from any one Federal Reserve district 
is preserved, but it is made inapplicable to the Governor of the Board. 

his amendment is for the purpose of describing the qualifications 
of Board members in terms of the Board’s principal function, which 
is the formulation of national economic and monetary policies. It is 
important to emphasize in the law that Board action should reflect, not 
the opinion of a majority of special interests, but rather the well 
oonatated judgment of a body that takes into consideration all phases 


of the national economic life. 
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The selection of the Governor of the Federal Reserve Board should 
be as free from arbitrary limitations and restrictions as possible. If 
the President has in mind a man who in his judgment qualifies for 
the position, he ought not to be restrained from appointing him by 


the fact that he happens to live in a district which is represented by 
some other member of the Board. 


Section 203(2). RetireEMeENT oF MEMBERS OF FEDERAL RESERVE 
BoarpD 


Section 203(2) amends section 10 of the Federal Reserve Act so 
as to permit present appointive members of the Federal Reserve 
Board to retire upon reaching the age of 70 when they have served for 
as long as 5 years, and to require members hereafter appointed to 
retire upon reaching that age; but it would not prevent the President 
from reappointing any of the present members of the Board. Any 
member of the Board whose term expires and who is not reappointed 
would be eligible for retirement if he has served for as long as 5 years, 
except that, if his term expires before he reaches the age of 65 and 
he is offered and declines to accept reappointment, he would not be 
eligible for retirement. Members of the Board who have served for 
as long as 12 years would receive a maximum retirement pay of 
$12,000 per annum and members who have served for less than 12 
years but not less than 5 years would receive retirement pay at the 
rate of $1,000 per annum for each year of such service. All of the 
funds for such retirement pay would be provided by assessments on 
the Federal Reserve banks and none of it would come from appro- 
priations or from the revenues of the Government. 

This amendment is for the purpose of making the members of the 
Board more independent by eliminating the possibility of their official 
actions being influenced by the necessity of seeking positions in the 
banking world after the expiration of their terms as members of the 
Board if they are not reappointed. This is especially desirable in 
view of the increased responsibilities which will be placed upon the 
Federal Reserve Board by the other provisions of this bill. 


Section 203(3). GoveRNoR OF THE FEDERAL RESERVE Boarp 


Section 203(3) amends section 10 of the Federal Reserve Act so 
that, if the Governor of the Federal Reserve Board should resign from 
membership on the Board within 90 days after he ceases to be Gover- 
nor, he could reenter the banking business without waiting 2 years as 
now required by law. However, he could serve out his full term as a 
member of the Board if he chose to do so. 

This provision is intended to make it easier for the President to 
induce successful bankers of outstanding ability to accept the position 
of Governor of the Federal Reserve Board. Any outstanding man 
probably would resign from membership on the Board if his designa- 
tion as Governor were terminated by the President before the expira- 
tion of his term as a member of the Board; and, under existing law, a 
Governor who resigned in such circumstances would be precluded from 
reentering the banking business until 2 years after his resignation. 
This seriously discourages outstanding bankers from accepting the 








8 


BANKING ACT OF 1935 


position of Governor of the Federal Reserve Board when tendered by 
the President. This is an obstacle which should be removed. 

The amendment makes no substantive change so far athe designa- 
tion by the President of the Board’s Governor is concerned. The 
present law states that ‘‘of the six persons thus appointed, one shall be 
designated by the President as Governor.’’ This has been consistently 
interpreted to mean that the Governor serves as Governor at the pleas- 
ure of the President. The bill follows this interpretation without 
changing it, by including the additional words “‘to serve as such until 
the further order of the President.”’ 


Section 203(4). Boarp MremsBers Houpine Over 


Section 203(4) would amend section 10 of the Federal Reserve Act 
so that, upon the expiration of their terms of office, members of the 
Federal Reserve Board could continue to serve until their successors 
are appointed and have qualified. 

In view of the fact that the terms of most of the member@of the 
Board expire in August, this amendment would reduce the occasions 
when the President has to make recess appointments to the Board 
and would make it possible for members who have been confirmed by 
the Senate to continue to serve until their successors have been 
appointed and confirmed by the Senate. It would also reduce the 
chances of vacancies existing on a board which is charged with very 
heavy responsibilities and therefore ahould have its full quota of 
membership at all times. 


Section 204 (a). ASSIGNMENT OF DuTIES 


Section 204 amends section 11 of the Federal Reserve Act so as to 
authorize the Federal Reserve Board to assign to designated mem- 
bers of the Board or its representatives, under rules and regulations 

rescribed by the Board, the performance of specific duties and 
unctions. It would prohibit such assignment from including the 
determination of national or system policies, or any power to make 
rules and regulations, or any power which under the act is required 
to be exercised, by a specified number of members of the Board. 

The purpose of this provision is to relieve the Board of the neces- 
sity of handling details and to give it a better opportunity to concen- 
trate on problems of national importance. The Board should be able 
to concentrate on studies and inquiries that would enable it to reach 
decisions on matters of national importance. This is an exacting 
task and one that should not be interrupted by the necessity of giving 
attention to innumerable details. 

The assignment of specific duties to individuals would also expedite 
matters before the Board that require immediate decision. The 
Board could greatly improve its relations with the Federal Reserve 
banks and member banks through prompt and systematic disposition 
of numerous details by assigning them to individual members or officers 
of the Board or to its representatives at the Federal Reserve banks, 
to be acted upon in accordance with rules and regulations-prescribed 
by the Board and policies laid down by it. ~ 

One of the important consequences of these provi#ions would be 
that the Board would have authority to assign to the governor or 
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board of directors of a Federal Reserve bank such duties as the 
admission of banks into the system; the issuance of voting permits to 
holding companies; authority to grant acceptances up to 100 percent 
of its capital; and other matters on which the local bank is in a better 
position to have the necessary contacts and information. This would 
tend to decentralize administrative duties and to utilize to a greater 
extent the regional features of the Federal Reserve System. 


Section 204 (b). STATEMENT OF OBJECTIVES 


Section 204 (b) amends section 11 of the Federal Reserve Act in 
order to redefine and clarify the powers and duties of the Federal 
Reserve Board. The section as amended requires the Federal Re- 
serve Board— 


to exercise such powers as it possesses in such manner as to promote conditions 
conducive to business stability and to mitigate by its influence unstabilizing 
fluctuations in the general level of production, trade, prices, and employment, 


so far as may be possible within the scope of monetary action and credit admin- 
istration. 


In view of the added powers proposed to be conferred on the Federal 
Reserve Board, and to insure that these powers will be exercised in 
the public interest, it is desirable for Congress to lay down as definite 
instructions as are practicable. The present objective, the accom- 
modation of commerce, industry, and agriculture, is inadequate as 
an expression of the will of Congress. It is felt that what the people 
really expect of monetary management is that it should be directed 
toward promoting business stability. 

This objective is unequivocally specific and definite as to aims and 
yet leaves to the Federal Reserve Board discretion as to the choice 
of means. It would furnish a criterion by which the public and its 
Representatives in Congress could assess the merits of monetary 
policy. It would provide an added assurance that monetary control 
would be exercised in the interest of the Nation as a whole. 


Section 205. Open Market Po.uicies 


Section 205 of the bill amends section .12A of the Federal Reserve 
Act so as to provide for an Open Market Advisory Committee con- 
sisting of 5 representatives of the Federal Reserve banks elected 
annually by the governors of the 12 Federal Reserve banks. It will 
be the duty of the committee to consult and advise with, and make 
recommendations to, the Federal Reserve Board from time to time 
with regard to the open-market policy of the Federal Reserve System 
and to aid in the execution of open-market policies. The Federal 
Reserve Board will be required to consult the committee before mak- 
ing any changes in the open-market policy, discount rates of Federal 
Reserve banks, or in the reserves required of member banks. After 
consulting with and considering the recommendations of the com- 
mittee, however, the Federal Reserve Board will be empowered to 
prescribe the open-market policy of the Federal Reserve System, and 
this policy will be bindirrg on all Federal Reserve banks. 

Having enlarged the duties of the Federal Reserve Board with 
regard to the economic objectives of monetary action and credit 
administration, it is essential that the Board be given the same definite 
responsibility and final authority with respect to the open-market 
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policies of the Federal Reserve System as it already possesses with 
respect to the discount rates of the Federal Reserve banks and the 
reserves required of member banks. 

Under the present law, open-market policies are formulated by the 
Federal Open Market Committee, which consists of the governors of 
the 12 Federal Reserve banks. The recommendations of the com- 
mittee are subject to the approval of the Federal Reserve Board, and 
the boards of directors of each Federal Reserve bank retain the 
authority to refuse participation in the policy adopted. We have, 
therefore, an arrangement by which there is a policy-making body of 
12, which has power to formulate policies, but not to put them into 
effect. We have the Federal Reserve Board, consisting of 8 members, 
who have the authority to approve or disapprove of the recommenda- 
tions of the committee; and we have 108 directors of the Reserve 
banks, who have the final determination as to whether the policy is 
to be carried out or not. It would be difficult to conceive of an 
arrangement better calculated than this for diffusing responsibility 
and creating an elaborate system of obstructions. 

The amendment will cure this situation by placing responsibility 
for national monetary and credit policies squarely upon the Federal 
Reserve Board. It will eliminate conflicts of jurisdiction and policy 
because the final decision as to all matters affecting national policies 
would be vested in the Federal Reserve Board. The participation of 
Federal Reserve bank governors in the deliberations leading to the 
adoption of open-market policies will be preserved. Open-market 
operations may be initiated either by the committee of the governors 
or by the Board, but the ultimate responsibility for making a final 
decision and the power for adopting and carrying out national policies 
will be concentrated in a national body, as ‘they properly should be 
in the public interest. 

The Federal Reserve Board is appointed by the President and con- 
firmed by the Senate. It has a national viewpoint and has long been 
accustomed to considering matters as they affect the country as a 
whole, without regard to the special interests of any particular group 
or locality. It was created for the purpose of supervising and coordi- 
nating the activities of the 12 Federal Reserve banks ‘‘in order that 
they may pursue a banking policy which shall be uniform and har- 
monious for the country as a whole” (report of the Banking and Cur- 
rency Committee of the House of Representatives on the original 
Federal Reserve Act, Rept. No. 69, 63d Cong., Ist sess., p. 16). Itis 
for this reason that the original Federal Reserve Act gave the Federal 
Reserve Board final authority over discount rates. Since open- 
market operations have in more recent years come to be recognized 
as a much greater factor in credit policy than discount rates, it is en- 
tirely consistent with the philosophy of the original Federal Reserve 
Act to vest in the Federal Reserve Board final authority with respect 
to the open-market policies of the Federal Reserve System. 


Section 206. Exvicrpirnity ror Discount 


Section 206 amends section 13 of the Federal Reserve Act so as to 
authorize the Federal Reserve banks, subject to regulations of the 
Federal Reserve Board, to discount for member banks any commercial, 
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agricultural, or industrial paper, and to make advances to member 
banks on their promissory notes secured by any sound assets. 

The purpose of this provision is to relax or remove stringent tech- 
nical limitations on the character of paper that can be used as a basis 
of bgrrowing from the Federal Reserve banks, and thus to give member 
banks the assurance they need so that it will be possible for them to 
meet the needs of their communities for both short-time and long- 
time funds. 

Existing limitations had to be suspended during the emergency, 
but this was accomplished only after they had done a great deal of 
harm and after many banks had failed because of a lack of assets 
technically eligible for obtaining accommodation at a Federal Reserve 
bank. Since in practice existing restrictions must be relaxed when- 
ever they become really restrictive, it is best not to have them in the 
law, but to place full regulatory responsibility on the Board, which is 
always in session and in a position to take prompt action when it is 
required. 

Changes in the country’s economic life, notably in the methods 
of financing business enterprise, have materially reduced the volume 
of short-term self-liquidating paper of the classes to which the discount 
privileges of the Reserve banks are largely restricted by luw. In 
times of stress, therefore, when the help of the Federal Reserve 
System has been most urgently needed, many banks, though holding 
sound assets in their portfolios, have been devoid of the particular 
kinds of paper wreileble under the law for borrowing at the Reserve 
banks. 

This amendment, by removing many of the technical restrictions 
of the present law, will enable the Federal Reserve banks to render 
better service to their member banks in times of need. This will not 
only make membership in the Federal Reserve System much rhore 
attractive but will encourage the member banks to invest their 
savings deposits, which are essentially capital funds, in longer-term 
loans, a course that would greatly facilitate business recovery. 

This amendment will also make it possible for banks, without relax- 
ing prudence or care, to meet local needs both for short-time and for 
long-time funds, and to be assured that in case of need they can obtain 
advances from the Reserve banks on the basis of all their sound 
assets, regardless of their form or of the nature of the collateral. 
Soundness of assets (a term which is here for the first time introduced 
into the Federal Reserve Act) is a greater safeguard to the banks than 
short maturity of loans or the particular form of the underlying trans- 
action. 


Section 207. Purcuass oF Unirep States GUARANTEED OBLIGA- 
TIONS 


Section 207 amends section 14 of the Federal Reserve Act so as to 
make eligible for purchase by Federal Reserve banks all obligations 
which are fully guaranteed by the United States as to principal and 
interest, without regard to maturity. 

This is for the purpose of placing obligations fully guaranteed by 
the United States Government on the same basis with direct obliga- 
tions of the Government in respect to eligibility for purchase by the 
Federal Reserve banks. There is no logic in discriminating against 
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obligations which, being in effect obligations of the United States 
Government, differ from other such obligations only in that they are 
not issued directly by the Government. 


Section 208. CoLLATERAL FOR FEDERAL RESERVE NOTES 


This section would repeal the requirement in section 16 of the 
Federal Reserve Act that Federal Reserve notes must be secured at 
all times by the specific pledge of collateral. || 1t would also repeal the 
prohibition against one Federal Reserve bank paying out the notes of 
another and would eliminate many of the present technical provisions 
regarding the issue, redemption and retirement of Federal Reserve 
notes. It would preserve the present requirement of a 40-percent 
reserve in gold certificates, and would provide that Federal Reserve 
notes and Federal Reserve bank notes shall not be counted as reserves 
of a Federal Reserve bank. 

Federal Reserve notes, being prior liens on all the assets of the 
issuing Reserve banks as well as obligations of the United States 
Government and protected by a 40-percent gold reserve, require no 
specific pledging of collateral in order to insure their safety. 

The Reserve banks have two principal classe; of liabilities, deposits, 
and notes. Back of these are all of the assets of a Federal Reserve 
bank, including its gold and lawful money and all of its rediscounted 
paper. The volume of either notes or deposits can be increased only 
through a reduction in the other kind of liability or through the acqui- 
sition by the Reserve banks of an additional asset. For example, a 
member bank having a balance with a Federal Reserve bank can 
withdraw part of it in the form of Federal Reserve notes, with the 
consequence that the Reserve bank’s note liability will expand by the 
same amount that its deposit liability contracts; or a member bank hav- 
ing more Federal Reserve notes than it requires can taken them to the 
Federal Reserve bank and have them credited to its account, with 
the consequence that the bank’s note liability will diminish and its 
deposit liability will correspondingly increase. The combined lia- 
bility on notes and deposits can increase only through the acquisition 
by the Reserve bank of additional assets. 

It is at the time an asset is acquired that the determination is made 
that it is good enough to be held by the Federal Reserve bank; and 
this determination is made without reference to whether the asset 
is ultimately to become backing for a deposit liability or for a note 
liability. The assets of the Federal Reserve banks are the reserves 
back of all deposits of member banks. Assets that are good enough 
to constitute the backing for deposit liabilities of the Reserve banks 
are also good enough to back Federal Reserve notes. 

A holder of a deposit with a Federal Reserve bank has the right to 
withdraw it in notes at any time, and consequently the Federal 
Reserve bank should be in a position to use the asset acquired 
at the time the deposit was created as backing for the notes into which 
this deposit is convertible. 

Neither the elasticity of our currency supply nor the safety of 
Federal Reserve currency is in any way affected by the proposed 
change in the law. Its only practical effect is to el#ninate the cumber- 
some and useless requirement that certain specific collateral be segre- 
gated, and held at considerable expense and in a privileged position, 
as backing exclusively for Federal Weeser've notes. 


A y 
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The elastic character of our currency is based primarily on the 
fact that the public does not carry any more currency in its pockets 
than it needs for day-to-day use and the banks themselves do not 
carry any more than is necessary for their over-the-counter require- 
ments. Therefore, any excess of currency quickly finds its way back 
to the Federal Reserve banks. On the other hand, insufficiency of 
currency is quickly remedied by member banks borrowing at the 
Federal Reserve banks. 

The present collateral requirements caused serious difficulty in 
1931-32 when there was a foreign drain on the country’s gold. At 
that time it was necessary to pledge against Federal Reserve notes a 
billion dollars of gold over and above reserve requirements, and it 
was not possible for the Federal Reserve banks to increase the amount 
of their eligible paper to release the gold, except by the sale of Gov- 
ernment securities, which would in turn have forced more borrowing 
by member banks, thus increasing the burden of debt on these banks 
and giving an added impetus to deflation. 

In those circumstances collateral requirements prevented the Re- 
serve System from adopting a monetary policy that was clearly in 
the interests of combating the prevailing deflation. The situation 
was met by an emergency measure, which, however, was greatly 
delayed. Such a state of affairs should not be permitted to occur 
again. 


SecTIOon 209. Reservk REGUIREMENTS 


Section 209 amends section 19 of the Federal Reserve Act, as 
amended by the Thomas amendment, so as to permit the Federal 
Reserve Board, without the necessity of approval of the President 
and without declaring the existence of an emergency, to decrease the 
reserve requirements in order to prevent injurious credit contraction 
as well as to increase the reserve requirements in order to prevent 
injurious credit expansion. Changes might be made applicable to 
demand or time deposits or both and might be made different in two 
different classes of cities: (1) Reserve and central reserve cities and 
(2) nonreserve cities. 

This proposah represents a clarification and modification of a power 
which the Board now possesses under the Thomas amendment. The 
present law provides that the Board, in order to change reserve 
requirements, must obtain authority from the President. It does not 
seem desirable to require Presidential approval for action which should 
be within the competence of the Federal Reserve Board. 

It is essential to give the Board more authority in controlling credit 
conditions in view of the possibility of dangerous credit expansion on 
the basis of existing member bank reserves, and also in order to give 
the Board another instrument for easing credit conditions if at some 
time in the future that policy should become in the public interest. 

Changes in reserve requirements are similar in their effects to open- 
market operations, although they differ from those operations in the 
fact that they directly and immediately affect a wider group of banks. 
It is probable that ordinarily these powers would not be used; but, 
in view of the very large volume of available excess reserves and the 
possibility of wad expansion on these reserves, it is important to 
clarify the Federal Reserve Board’s power to arrest inflation. 
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Section 210. Reat-Estate Loans 


Section 210 would amend section 24 of the Federal Reserve Act so 
that the conditions under which real-estate loans may be made by 
national banks will be prescribed henceforth by regulations of the 
Federal Reserve Board, except that (1) the amount of any such loan 
hereafter made shall not exceed 60 percent of the appraised value of 
the real estate at the time the loan is made; and (2) the aggregate 
amount of such loans which any bank may make shall not exceed the 
capital and surplus of the bank or 60 percent of its time and savings 
deposits, whichever is the greater. 

The purposes of this amendment are to increase the ability of com- 
mercial banks to serve their communities, to provide a greater outlet 
for the banks’ funds, and to promote business recovery by opening up 
the mortgage market and reviving the construction industry. 

Few banks are purely commercial, since a large part of the deposits 
in the banks represents savings. Member banks hold in the aggregate 
as much as $10,000,000,000 of savingsfunds. Separation of commercial 
banking from savings banking in this country at the present time is an 
academic question, as it could not be accomplished now without dis- 
rupting the banking system. So long, moreover, as commercial 
banks continue to accept and hold a large amount of the people’s 
savings they should use at least a part of these funds in long-time loans 
and investments. 

In using savings funds for long-time investments, there are no out- 
lets that would serve a more useful economic purpose at the present 
time than real-estate loans. The restoration of building activity to 
something like a normal level is absolutely essential to further busi- 
ness recovery, and to this end reestablishment of an active mortgage 
market would greatly contribute. At the present time the banks of 
the country have a vast amount of funds for which they can find no 
profitable outlet. Increased activity in real-estate loans would, there- 
fore, be of importance to the banks in helping them to make reason- 
able earnings and would at the same time enable them to render the 
proper service to their communities, as well as to contribute to 
recovery. 

Member banks have an enormous volume of excess reserves, and 
at the same time they are neglecting a broad field of real-estate loans 
in which there is an opportunity to place their funds. Commercial 
banks, which are surfeited with funds, are refraining from making 
real-estate loans in any considerable volume, while building and loan 
associations, which are anxious to make such loans, lack funds for 
the purpose and are endeavoring to obtain funds from the Govern- 
ment. The Government, on the other hand, is pouring money into 
the real-estate loan field through various agencies, such as the Home 
Owners’ Loan Corporation, the Reconstruction Finance Corporation, 
and the lending agencies under the Farm Credit Administration. If 
commercial banks increased the volume of their loans on real estate, 
special Government agencies would not be under the same pressure 
to make these loans, the banks’ ability to make a living would improve, 
and their usefulness to their communities would increase. 

There is no logic in prescribing rigid limitations as to the proportion 
of a bank’s funds that can be invested in real-estate loans, when the 
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proportion of their funds that can go into bonds and other kinds of 
long-time uses is not restricted. 

‘’he record of real-estate loans during the depression has not been 
worse than that of many other classes of loans and investments. Real- 
estate loans, however, have differed from other long-time invest- 
ments, such as bonds, in that there was no organized market where they 
could be sold even at a reduced value. As compared with commercial 
loans, real-estate loans have also suffered from ineligibility as a basis 
of borrowing at a Federal Reserve bank. In consequence, real-estate 
loans which might have been good in substance, despite being tempo- 

arily uncollectible, have had to be considered entirely frozen because, 

until the emergency legis! ation of February 1932, temporary accom- 
modation could not be obtained from the Kooalve banks on these 
loans as security. The elimination by this bill of rigid eligibility 
requirements would remove from real-estate loans this serious 
disability. 


TITLE Ul. TECHNICAL AMENDMENTS TO THE BANKING 
LAWS 


There follows a statement summarizing the effect of the amend- 
ments contained in each section of title ILI. 

Section 301. ‘“AccripENTAL”” HoutpiInc Company AFFILIATES 
ELIMINATED 


Section 301 amends section 2 (c) of the Banking Act of 1933 so as 
to exclude from the very broad definition of the term “holding com- 
pany affiliate’, and hence from all provisions of law regarding such 
affiliates (except the provisions of sec. 23A of the Federal Reserve 
Act regarding loans to and investments in the securities of such affili- 
ates), every corporation wholly owned by the United States and every 
organization which, in the judgment of the Federal Reserve Board, 
“is not engaged, directly or indirectly, as a business in holding the 
stock of, or managing or controlling banks, banking associations, 
savings banks, or trust companies. 

The following actual cases illustrate the types of so-called “acci- 
dental” holding-company affiliates which the amendment would 
exclude from the broad definition contained in the present law, be- 

cause they are not believed to be within the intent of the provisions 
of law regarding holding-company affiliates: 

A corporation owning and operating large department stores in 
several cities in the United States owns the stock of a small member 
bank located on the premises of one of its stores, which bank is oper- 
ated primarily for the convenience of its customers and employees, 

An unincorporated labor union owns a majority of the stock of 4 
member bank in New York City and a subsidiary organization of 
the labor union owns the stock of a member bank located in Chic me 

A corporation organized to hold real and personal property o 
church owns or controls two member banks. 

A charitable foundation established for the purpose of aiding young 


men and women in obtaining an education owns the stock of a meme 
ber bank. 
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A large corporation engaged primarily in the lumber business, and 
having some subsidiaries in the United States and Canada, owns the 
stock of a small member bank which it operates for its own conveni- 
ence and that of its employees. 

An industrial-development company owns the stock of a small 
member bank. 

Although these organizations come within the broad definition of 
“holding-company affiliate”? contained in the existing law, it is be- 
lieved that no useful purpose is served by requiring them and similar 
organizations to obtain voting permits and to submit to examination 
and regulation by the Federal Reserve Board. 


Section 302. DivorceEMENT oF SECURITIES COMPANIES IN LIQUI- 
DATION Not REQUIRED 


Section 302 amends section 20 of the Banking Act of 1933 so as to 
make it clear, in conformity with a previous ruling of the Federal 
Reserve Board, that member banks need not go through the formality 
of divorcing securities affiliates which have been placed in formal 
liquidation. 


SecTIon 303 (a). Section 21 oF BanxinG Act CLARIFIED; INAp- 
PLICABLE TO BANKS SELLING MORTGAGES 


Section 303 (a) amends section 21 (a) (1) of the Banking Act of 
1933 so as to make it clear that it does not prohibit any financial 
institution or private banker from engaging in the securities business 
to the limited extent permitted to national banks under section 5136 
of the Revised Statutes. (Section 5136 limits national banks, in 
dealing and underwriting, to United States Government obligations, 
general obligations of States or subdivisions, and obligations issued 
under the Federal Farm Loan Act or by the Federal Home Loan 
Banks or the Home Owners’ Loan Corporation.) The amendment 
would also make it clear that section 21 (a) (1) does not prohibit a 
bank from selling, without recourse or agreement to repurchase, obli- 
gations evidencing loans on real estate. 


Section 303 (b). FepERAL EXAMINATIONS OF PRIVATE BANKERS 
ABOLISHED 


Section 303 (b) would repeal entirely paragraph (2) of section 21 (a) 
of the Banking Act of 1933, which makes it a crime for any person, 
firm, corporation, association, business trust, or other similar organi- 
gation, other than a financial institution or private banker which is 
subject to examination and regulation under State or Federal law, to 
engage to any extent whatever in the business of receiving deposits, 
unless such person, firm, corporation, association, business trust, or 
other similar organization submits to examinations and makes reports 
to the Comptroller of the Currency or the Federal Reserve bank of the 
district. Furthermore, this paragraph has given rise to many adminis- 
trative difficulties because of the division of authority between the 
Comptroller of the Currency and the Federal Reserve banks, the lack 
of any provision for defraying the costs of examinations, and the lack 
of any provision for requiring corrective actions when unsatisfactory 
conditions are discovered. 





BANKING ACT OF 1935 17 


The Comptroller of the Currency recommended some amendménts 
to this paragraph but the committee voted to repeal the paragraph 
altogether, not only because of doubts as to its constitutionality but 
because it did not appear that the paragraph could be amended in a 
practicable manner so as to eliminate difficulties inherent in the situa- 
tion. Inasmuch as dangerous conditions found to exist in such 
institutions are not subject to correction under the law, the present 
situation tends to deceive the public by causing it to have a false con- 
fidence in such institutions, based on the knowledge that they are 
subject to Federal examination, because the public will assume that 
being subject to such examination they are also subject to super- 
visory regulation and control. 


Section 304. DousLe Liasitiry oN NatTIonaL BANK Stock 
TERMINATED 


Section 22 of the Banking Act of 1933 abolished double liability of 
stockholders on national-bank stock issued after June 16, 1933, and 
section 304 of the bill would add a provision terminating on July 1, 
1937, the double liability on previously issued stock in national banks 
operating on July 1, 1937, provided the banks publish notice of such 
termination of liability 6 months before the date of termination. 


Section 305. Drrectors or NONMEMBER NATIONAL BANKS 
RELIEVED oF Stock OWNERSHIP REQUIREMENT 


Section 4 of the act of June 16, 1934, which relieved directors of 
member banks from the stock ownership requirement of section 31 of 
the Banking Act of 1933, is amended to eliminate such requirement 
also as to nonmember national banks, such as those in Alaska and 
Hawaii. 


SecTIon 306. INTERLOCKING RELATIONSHIPS BETWEEN MEMBER 
BANKS AND SECURITIES COMPANIES 


Section 306 would revise section 32 of the banking act of 1933, 
which prohibits interlocking relationships between member banks and 
securities companies, so as to extend the provisions thereof to employ- 
ees as well as officers and directors and so as to include individuals 
engaged in the securities business as well as officers, directors, and 
managers of organizations engaged in such business. The descrip- 
tion of this type of business would be revised so as to conform to 
other provisions of the Banking Act of 1933 and the prohibition 
against ‘‘correspondent relationships” between member banks and 
securities companies would be eliminated. Whereas the existing law 
authorizes the Federal Reserve Board to make exceptions by granting 
permits in individual cases, the revised section would authorize the 
Board to make exceptions only by general regulations dealing with 
limited classes of cases when, in the judgment of the Board, such 
relationships would not unduly influence the investment policies of 
such member banks or the advice they give their customers regarding 
investments. 
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Section 307 (a). CHANGE IN AmouNT OF INVESTMENT SECURITIES 
or One Osuicor THat May Be Hetp sy MemBer BANK 


Section 307 (a) amends section 5136 of the Revised Statutes so as to 
eliminate the existing prohibition against a member bank purchasing 
and holding more than 10 percent of a particular issue of securities; 
but reduces the total obligations of one obligor which may be pur- 
chased and held by a member bank from 15 percent of the bank’s 
capital and 25 percent of its surplus, to 10 percent of each. 


Section 307 (b). PurcHass or Stocks ror Account or CUSTOMERS 


Section 307 (b) would amend section 5136 of the Revised Statutes 
so as to make it clear that national banks and other member banks 
may purchase and sell stocks for the account of their customers but 
not for their own accounts. 


Section 308. SurpLus REQUIRED FOR ORGANIZATION OF NATIONAL 
BANKS 


Section 308 amends section 5138 of the Revised Statutes so as to 
require a newly organized national bank to have a paid-in surplus 
equal to 20 percent of its capital; but the Comptroller of the Currency 
would be permitted to waive this requirement as to a State bank 
eonverting into a National bank. 


SEecTION 309.—SEPARATION OF NATIONAL BANK Stock CERTIFICATES 
FROM THOSE OF OTHER CORPORATIONS 


Section 309 amends the requirement of section 5139 of the Revised 
Statutes that stock certificates of national banks may not ‘‘represent 
the stock”’ of any other corporation, except a member bank or a 
corporation existing on the date the paragraph took effect “engaged 
solely in holding the bank premises of such association”, so as to 
provide that such certificates may not ‘‘ bear any statement purporting 
to represent the stock’’ of any other corporation, except a member 
bank or a corporation existing on the date the paragraph took effect 

“engaged primarily in holding the bank premises.’’ A provision is 
also added to the effect that the section shall not operate to prevent 
the transfer of stock of another corporation being conditioned upon 
the transfer of a national bank stock certificate. 


SEcTION 310 (a). Provisions RE Voting Stock or NATIONAL Banks 


Section 310 (a) revises the first paragraph of section 5144 of the 
Revised Statutes so as to make the following changes in existing law: 

1. It makes it clear that nothing in this paragraph limits the voting 
rights of the Reconstruction Finance Corporation and other holders 
of preferred stock under the provisions of articles of association or 
amendments thereto adopted pursuant to the provisions of section 
302 (a) of the Emergency Banking Act of March 9, 1933, as amended. 

2. It permits shares of its own stock held in trust by a national bank 
to be voted when the donor or beneficiary of the trust actually directs 
how such shares shall be voted. 
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3. It eliminates the necessity for voting permits in cases where 
shares of a member bank held by holding company affiliates are to be 
voted merely in favor of placing the bank in voluntary liquidation or 
taking any other action pertaining to its voluntary liquidation. 

4. A provision is added to the effect, whenever shares of stock can- 
not be voted because they are held by the bank as sole trustee, such 
shares shall be excluded in determining whether matters voted upon 


by the shareholders were adopted by the requisite percentage of 
shares. 


SrecTION 310 (b). Limirep VotTine PERMITs AND CUMULATIVE VOTING 
CLARIFIED 


Section 310 (a) amends section 5144 of the Revised Statutes so as 
to make it clear that holding company affiliates which have obtained 
voting permits are entitled to the right of cumulative voting given 
other shareholders and also so as to make it clear that the Federal 
Reserve Board may issue limited voting permits and is not confined 
to issuing general voting permits. 


SrecTIon 311. RETENTION OF INELIGIBLE ASSETS BY CONVERTING 
BANKS 


Section 311 amends section 5154 of the Revised Statutes so as to 
authorize the Comptroller of the Currency to permit State banks 
converting into national banks to retain and carry, at a value de- 
termined by the Comptroller, assets not permitted to be acquired 
and held by national banks. 


Section 312. CompTroLtteER May DELEGATE COUNTERSIGNING 


Section 312 amends section 5162 of the Revised Statutes so as to 
authorize the Comptroller of the Currency to designate a person or 
aan to countersign on his behalf assignments and transfers of 
yonds. 


Section 313. Interest Rates CHarGeD By NATIONAL BANK 
BraNncHES OvutsipE UNITED STATES 


Section 313 amends section 5197 of the Revised Statutes so as to 
permit national bank branches located outside the States of the United 
States and the District of Columbia to charge interest at the rate 
permitted by local law. 


SecTION 314. AccUMULATION OF SuRPLUS BY NATIONAL BANK 


Section 314 amends section 5199 of the Revised Statutes so that, 
before the declaration of dividends, national banks must carry not 
less than one-tenth part of their net profits of the preceding half 
year to surplus until same is built up to an amount equal to the 
common capital instead of present requirement that same need 
equal only 20 percent of capital. This change is deemed desirable in 
connection with the provision that assessment liability be eliminated 
from bank stock and is further desirable from the standpoint of build- 
ing up a proper capital structure. 








20 BANKING ACT OF 1935 


Section 315. CriminaL Provisions Re EmsBezzLEMENTs, FALse 
Entries, Etc., EXTENDED To INsuRED BANKS 


Section 315 extends the criminal provisions of section 5209 of the 
Revised Statutes relating to embezzlements, false entries, etc. so 
as to apply to officers, directors, and employees, etc., of insured 
nonmember banks. 


Section 316. Votuntary LiquIDATION oF NATIONAL BANKS 


Section 316 adds a paragraph to section 5220 of the Revised Stat- 
utes to provide a procedure to be followed in cases of voluntary 
liquidation of national banks. Liquidation is to be accomplished by 
a liquidating agent or committee which is to be responsible to the 
bank’s directors and stockholders, and the bank is to remain subject 
to examination by the Comptroller of the Currency. 


Section 317. Pronipition or Use or Worps “Nationa”, “‘Frep- 
ERAL”’, AND‘‘ UniTED STaTEs”’ 


Section 317 amends section 5243 of the Revised Statutes, which 
now prohibits the use of the word ‘‘national”’ in certain cases, so as 
to prohibit the use of the words “‘national”’, ‘Federal’’, and ‘‘ United 
States’ as a part of the name or title of any person, firm, or corpora- 
tion doing the business of bankers, brokers, or trust or savings insti- 
tutions, unless they are organized under the laws of the United States 
or are permitted by the laws of the United States to use such names 
or are now lawfully using such names. 


SecTIon 318. RepucTION IN FEDERAL RESERVE Bank Stock To 
CoNnFORM TO REDUCTION IN MEMBER BANK’s SURPLUS 


Section 318 amends section 5 of the Federal Reserve Act so as to 
require member banks to reduce their holdings of Federal Reserve 
bank stock upon a reduction in their own surplus, just as they are 
already required to do upon a reduction in their own capital. It would 
also repeal the provisions of sections 5 and 6 of the Federal Reserve 
Act which require the board of directors of a Federal Reserve bank to 
execute a certificate to the Comptroller of the Currency showing an 
increase or decrease in the capital stock of the Federal Reserve bank. 
Inasmuch as every adjustment in Federal Reserve bank stock is ap- 
proved by the Federal Reserve Board before the stock is issued or 
canceled, the filing of such certificates with the Comptroller of the 
Currency is a useless formality involving duplication of work. 


Section 319. PuBLICATION OF CONDITION Reports oF STATE MeEm- 
BER BANKS 


Section 319 amends section 9 of the Federal Reserve Act so as to 
require State member banks to publish the reports of condition which 
the law already requires them to submit to the Federal Reserve banks. 
The amendment would also authorize the Federal Reserve Board to 
prescribe the form of such reports and the information to be contained 
therein. 
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Section 320 (a). Limitation on Loans BY MEMBER BANKS ON 
GOVERNMENT OBLIGATIONS 


Section 320 (a) amends section 11: (m) of the Federal Reserve Act 
s0 as to place State member banks on a parity with national banks in 
lending on the security of bonds, notes, certificates of indebtedness, 
and Treasury bills of the United States, by changing the limitation on 
loans to one individual on such security, from 10 percent of the bank’s 
unimpaired capital and surplus to 25 percent thereof, as provided for 
national banks in section 5200 of the Revised Statutes. 


Section 320 (b). Limitation on Loans By NaTIONAL BANKS ON 
TrEeAsURY BILLs 


Section 320 (b) amends section 5200 of the Revised Statutes so as 
to extend the eighth exception thereof, which pertains to loans secured 
by bonds, notes, and certificates of indebtedness of the United States, 


so as to apply also to loans secured by Treasury bills of the United 
States. 


SecTION 321. INDORSEMENT oR OTHER SECURITY SUFFICIENT FOR 
ReserRvVE Bank Discounts For INDIVIDUALS 


Section 321 amends section 13 of the Federal Reserve Act so as to 
require either indorsement or other security, rather than both, for 
paper discounted by Federal Reserve banks for individuals or corpora- 


tions unable to secure adequate credit accommodations from other 
banks. 


SECTION 322. CHANGES IN WORDING OF SECTION 13 (b) or FEDERAL 
Reserve Act 


This section makes certain changes in the language of section 13 (b) 
of the Federal Reserve Act, making it conform to the amendment in 
title I of the bill whereby stock of the Federal Deposit Insurance Cor- 
poration subscribed for by the Federal Reserve banks is changed to no 
par value. These changes are in form only and do not alter the effect 
of the existing law. 


Secrion 323 (a). Derinir1Ion oF Various Ciasses or Deposits 
BY FeperRaL ReEseRvVE Boarp 


Section 323 (a) amends section 19 eh mts ae sr Act = as to 
repeal the rigid statutory definitions of ‘‘demand deposits’’ and “‘ time 
deposits” aid ‘authorizes the Federal Reserve Board to define for the 
purposes of the section the terms: ‘‘ Demand deposits”’, ‘‘gross demand 
deposits’’, ‘deposits payable on demand”, “time deposits”’, “‘savings 
deposits” and “‘trist funds”, to determine what is to be deemed a 
payment of interest and to prescribe regulations to effectuate the 
purposes of the section. 


Section 323 (b). Depuction or “Amounts Dus From Banks”’ 
IN ComMPpuUTING RESERVES 


Section 323 (b) amends section 19 of the Federal Reserve Act so 
that, for purposes of computing member bank reserves, amounts due 
from other banks (including checks in process of collection) may be 
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deducted from gross demand deposits rather than from balances due 
to other banks, thus extending the benefits of this deduction to country 
banks which have no balances due to other banks. 


Section 323 (c). Boarp’s Controt Over PayMENT oF Deposits 
AND INTEREST MapgE More FLExiBLeE 


Section 323 (c) amends section 19 of the Federal Reserve Act so as 
to add to the classes of deposits exempted from the prohibition against 
the payment of interest on demand deposits the following: (1) Con- 
tracts existing when a bank joins the System; (2) deposits payable 
outside the States of the United States and the District of Columbia 
(rather than merely those payable in foreign countries); (3) deposits 
of trust funds on which interest is required by State law; and (4) 
deposits of the United States, its territories, districts or possessions 
on which interest is required by law. 

The section is also amended to make more flexible the Federal 
Reserve Board’s power to classify time and savings deposits and 
limit the rates of interest to be paid thereon. The absolute prohibi- 
tion against the payment of time deposits before maturity is relaxed 
to permit such payments under conditions prescribed by the Board; 
and deposits payable only at offices of member banks located outside 
the States of the United States, and the District of Columbia are 
exempted from all restrictions on payment before maturity and all 
restrictions on interest rates. 


Section 323 (d). Reserves ReQuirRED ON GOVERNMENT Deposits 


Section 323 (d) amends section 19 of the Federal Reserve Act 
by adding a new paragraph requiring member banks to keep the same 
reserves against deposits of the United States as against other depos- 
its, thus repealing the exemption contained in the Liberty bond acts. 


Section 324. Warver or Reports or EXAMINATIONS OF AFFILIATES 


Section 324 adds a new paragraph to section 21 of the Federal 
Reserve Act, authorizing the Federal Reserve Board or the Comp- 
troller of the Currency, as the case may be, to waive examinations of, 
or reports from, affiliates of a member bank, when they are not 
necessary to disclose fully the relations between such affiliate and 
such bank and the effect thereof upon the affairs of such bank. 


Section 325 (a). CriminaL Provisions CLARIFIED, EXTENDED TO 
INSURED Banks 


Section 325 (a) amends section 22 (a) of the Federal Reserve Act 
so as to make it clear that the prohibitions against loans or palate 
to bank examiners from member banks, and their officers and employ- 


ees, apply only to banks subject to examination by such examiners; 
and also so as to make it clear that these prohibitions and the pro- 
hibitions against thefts by examiners apply to State examiners 
examining member banks as well as to Federal examiners but not to 
private examiners. The prohibitions are extended to cover insured 
nonmember banks. 
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Section 325 (b). Freperat Depostr INsuRANCE CoRPORATION 
EXAMINERS SUBJECTED TO CRIMINAL PROVISIONS 


Section 325 (b) amends section 22 (b) of the Federal Reserve Act 
so that the prohibition against a national bank examiner receiving 
compensation from any bank, or any officer or employee thereof, is 
extended to examiners of the Federal Deposit Insurance Corporation; 
and the restrictions against examiners revealing the names of bor- 


rowers or collateral to loans is extended to cover insured nonmember 
banks. 


SECTION 325 (c). BorRowiNnGs BY EXECUTIVE OrriceRS OF MEMBER 
BaNKS—-ELIMINATION OF CRIMINAL PENALTY 


Section 325 (c) revises section 22 (g) of the Federal Reserve Act 
which forbids executive officers of member banks to borrow from 
their banks. The period permitted for renewing such loans that were 
outstanding on June 16, 1933, is extended from June 16, 1935, to 
June 16, 1938, but conditioned on a finding by the bank directors 
that such renewal is in the bank’s interest and that the officer has 
made reasonable effort to reduce his obligation must be spread on 
the bank’s minute book. An exception is made permitting any 
member bank to lend not more than $2,500 to any executive officer 
with the prior approval of a majority of its entire board of directors. 
Borrowing by a partnership in which one or more executive officers 
have individually or collectively a majority interest is stated to be 
within the prohibition, whereas the existing law is construed to pro- 
hibit loans to partnerships in which an executjve officer has any 
interest. It is made clear that, in order to aid or protect the bank, 
executive officers may endorse paper previously taken by the bank i in 
good faith, or may incur any indebtedness to the bank. The Federal 
Reserve Board is given power to define terms used in the section and 
to prescribe regulations to effect its purposes. The present criminal 


penalties are repealed and there is substituted a provision for the 
removal of offending officers. 


SecTION 326. REsTRICTIONS ON LOANS TO AFFILIATES 


‘Section 326 amends section 23A of the Federal Reserve Act, which 
limits member banks’ loans to affiliates and loans on and investments 
in the securities of affiliates, so as to add to the exemptions from its 
provisions: (1) Affiliates engaged “primarily” in holding the bank 
premises (the existing law requires them to be “solely” so engaged), 

2) affiliates primarily engaged in maintaining and operatin properties 
acquired for banking purposes prior to enactment of the bill, ¥(3) 
wholly owned subsidiaries of foreign banking corporations organized 
under the Federal Reserve Act, (4) wholly owned subsidiaries of 
similar corporations in which national banks are authorized to invest 
under section 25 of the Federal Reserve Act, (5) affiliates which 
became such through a bona fide previous debt, and (6) affiliates 
which are such because their shares are held by the bank as fiduciary 
(except when the beneficiaries are a majority of the bank’s stock- 
holders). The section is also made inapplicable (a) to affiliate 
indebtedness arising from the unpaid balance due on assets purchased 
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from the bank, and (b) to loans and extensions of credit secured by 
obligations of the United States or obligations fully guaranteed by 
the United States as to principal and interest. The latter, of course, is 
intended to apply only to loans fully secured by such obligations. 





Section 327. ‘‘Worxina CapitaL”’ Loans RELIEVED oF REAL- 
Estate RESTRICTIONS 


Section 327 amends section 24 of the Federal Reserve Act so as to 
exempt from the restrictions of that section on real-estate loans, all 
‘“‘working capital’’ loans in which the Reconstruction Finance Cor- 
poration or a Federal Reserve bank has participated or made a com- 
mitment, or which it has discounted, loaned upon, or purchased. 


Section 328. INTERLOCKING BANK DIRECTORATES 


Section 328 repeals section 8A of the Clayton Act, which restricts 
interlocking relationships between banks and trust companies organ- 
ized or operating under the laws of the United States and institutions 
which ‘“‘make loans secured by stock or bond collateral”, and revises 
section 8 of the Clayton Act. The latter is made to apply to all 
member banks rather than banks organized or operating under the 
laws of the United States; and a simple prohibition against a private 
banker, or a director, officer, or employee of any other bank, savings 
bank (other than a mutual savings bank), or trust company serving 
as officer, director, or employee of a member bank, is substituted for 
the complicated provisions of existing law that depend upon the size 
of the banks and of,the cities in which they are located. Authority 
for the Federal Reserve Board to relax this prohibition by general 
regulations in limited classes of cases, when the classes of institutions 
involved are not in substantial competition, is substituted for its 
existing power to allow the service of particular individuals to a 
limited number of institutions by issuing individual permits when 
“not incompatible with the public interest.”’ 


Section 329. NationaAL Bank CoONSOLIDATIONS 


Section 329 amends section 1 of the act of November 7, 1918, so as 
to clarify the provisions relating to consolidations of national banks, 
particularly with respect to dissenting stockholders. 


SEcTION 330. CONSOLIDATION OF STATE AND NATIONAL BANKS 


Section 330 amends section 3 of the act of November 7, 1918, so as 
to clarify the provisions relating to consolidations of State and 
National banks, particularly with respect to dissenting stockholders. 


Section 331. Limitation oN UsE or Worps ‘Deposit INsuRED”’ 


Section 2 of the act of May 24, 1926, forbidding the misleading 
use of the words ‘Federal’, ‘‘United States”, and ‘‘Reserve” by 
banks, insurance companies, and similar financial institutions, is 
amended to forbid such use of the words ‘‘ Deposit Insurance.” 
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Section 332. Rospspery or Insurep Bank PUNISHED 


The act of May 18, 1934, punishing robberies of member banks 
and of banking institutions organized or operating under Federal 


law is amended to extend such protection to insured nonmember 
banks. 


SECTION 333. DisTRIBUTION OF ASSETS UPON REDUCTION oF CAPITAL 
oF NATIONAL BANKS 


Section 333 amends section 5143 of the Revised Statutes so.as to 
make it clear that, in approving reductions of capital stock by na- 
tional banks, the Comptroller of the Currency in order to conserve 
the assets for the protection of the banks, may specify that such 
banks shall not distribute a corresponding amount of their assets to 
their shareholders. The amendment would also strike out the words 
which make it necessary for capital stock reductions to be approved 
by the Federal Reserve Board'in addition to the Comptroller of the 
Currency, thus eliminating an unnecessary duplication of work. 


SecTion 334. CertiricaTes oF NATIONAL BANK Stock 


Section 334 amends section 5139 of the Revised Statutes by 
adding a paragraph specifying certain information to be stated on 


certificates hereafter issued representing shares of stock in national 
banks. 


Section 335. CERTIFICATE OF COMPTROLLER AS TO ISSUANCE OF 
PREFERRED Stock 


Section 335 amends the last sentence of section 301 of the Emer- 
gency Banking Act of March 9, 1933, so as to require, in connection 
with the issuance of preferred stock, the same kind of a certificate 
by the Comptroller of the Currency as to the validity of such issue 
as is now required in the case of the issuance of common stock. 


Section 336. TERMINATION OF LIABILITY OF SHAREHOLDERS OF 
Banks IN District or COLUMBIA 


Section 336 would terminate the liability of shareholders of banks 
and trust companies in the District of Columbia as of July 1, 1937, 
in a manner similar to that provided elsewhere in the bill for termi- 
nating the liability of shareholders of national banks. 


Section 337. Brancues or STATE MemBer Banks 


Section 337 amends section 9 of the Federal Reserve Act so as to 
correct a technical error in the Banking Act of 1933 which results in 
State member banks being required to obtain the approval of the 
Comptroller of the Currency, instead of the Federal Reserve Board, 
before establishing out-of-town branches or retaining such branches 
upon admission to the Federal Reserve System, if they were estab- 
lished after February 25, 1927. 

The amendment would neither enlarge nor diminish the right of 
State banks to establish or retain branches but would merely require 
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them to obtain the approval of the Federal Reserve Board instead of 
the Comptroller of the Currency. 


SecTIon 338. Security FoR BANK Recerversuip Funps on Deposit 
IN INSuRED Banks 


Section 338 removes the requirement of furnishing security in case 
of bank receivership funds deposited in banks whose deposits are 
protected by insurance under section 12B of the Federal Reserve Act. 


SecTion 339. Security ror BaNKRuptTcy FuNnps oN DEPOSIT IN 
InNsuRED BANKS 


Section 339 removes the requirement of furnishing security in case 
of bankruptcy funds deposited in banks whose deposits are protected 
by insurance under section 12B of the Federal Reserve Act. 


Section 340. INTEREST ON Postat Savines Deposits 


Section 340 clarifies the amendment made in section 10 (c) of the 
Banking Act of 1933 relating to withdrawal of postal savings deposits, 
and adds provisions relating to interest on postal savings deposits 
and to deposits in member banks by postal savings depositories. 


SUPPLEMENTAL VIEWS OF MR. BROWN OF MICHIGAN 


With the general purposes of the bill (H. R. 7617) I am in accord. 
But to one familiar, in a measure, with the banking system, some 
of the sections and some of the omissions of the bill seem detrimental 
to the interests of the country. 

The adoption of this measure, as amended in committee, will tend 
to drive many banks out of the national banking system and out 
of the Federal Reserve System. This is directly contrary to the 
purpose of the bill as first introduced (H. R. 5357). Changes in com- 
mittee, certainly not in line with the desire of the administration, if 
the original bill expressed that desire, were made. No one ventured 
to assert in committee that the changes made, which will be presently 
discussed, were desired by the President, the Comptroller, or the 
Federal Deposit Insurance Corporation, but many times the com- 
mittee was informed that the bill as introduced (H. R. 5357) had the 
approval of the various agencies affected. 

A fairly well unified banking system could be brought about by 
legislation which would encourage the chartering and extension of 
national banks and inclusion of State banks in the Federal Reserve 
System. This bill, together with the existing law unaffected by it, 
will discourage national banking. It will break down and reverse the 
policy of our last two banking bills which encouraged a unified, demo- 
cratic form of banking where each bank was independent in the 
matter of local credit and at the same time was able to call on the 
system for aid in extending credit and for aid in time of financial stress. 

Under existing law the nonmember banks of the county were ad- 
mitted as insured banks in the Federal Deposit Insurance Corpora- 
tion with the understanding that in 1937 such insured banks would 
have to join the Federal Reserve System or terminate their member- 
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ship in the Federal Deposit Insurance Corporation. Under the bill 
as reported, the committee definitely abandons this policy and per- 
mits for all time nonmember banks to participate in the Federal 
Deposit Insurance Corporation without membership in the Federal 
Reserve System. Every act of Congress heretofore passed relating 
to this subject has announced the policy that insured banks must 
become members of the Federal Reserve System. In my judgment, 
if this provision is repealed as is contemplated in H. R. 7617, the 
pending bill, a unified system of banking with individual autonomy 
and control of the separate banks is gone. 

Some reasons that will drive banks out of the national system are 
now given. Why should a national bank subject itself to the some- 
what more drastic control of the Treasury Department (which I 
think is highly desirable and beneficial to the depositors) if it no 
longer has the power of issuing money to the amount of its capital, 
a right which was taken away by the recent action of the administra- 
tion? It is in competition with State banks which in most States are 
permitted to have branches—a valuable right. Small national banks 
are denied the privilege of so doing, although this right is accorded 
to national esis with a capital of a half million dollars. In other 
words the National Bank of Detroit can now establish a branch in a 
hamlet in Gogebic County, Mich., 700 miles away, but the national 
bank in the county seat cannot do so. It is a strange situation of 
law which gives a big city bank the right to establish branches at 
any place in the State and permits State banks of any size to do like- 
wise, but denies to national banks of capital under $500,000 the same 
privilege. 

In many places of 800 to 3,000 population, banks have disappeared 
and the national county-seat banks are ready and willing to establish 
offices where deposits may be made and checks cashed. They cannot 
do so under the present law. People in these towns, too small to 
establish banks, want this service. If their county-seat bank is a 
State bank they may get the service, but if a national bank they 
cannot. However, the big city bank can establish it. 

One of three results will follow: Either under-capitalized, weak 
banks will be established in these places; branches of large national 
banks will go in; or the town will have no service. Why not give to 
these people the safe service that could be provided by county branch 
banking and prevent thousands of under-capitalized small banks to 
start up. 

The following insert sets out in roman type the existing law and 
the language starting with “(3)” and ending with the words “clause 
(c) (3)” contains an amendment first adopted by the committee 
under a free vote, then rejected, under extreme pressure, on recon- 
sideration, after the lines were adroitly reformed. 

Section 5155 of the Revised Statutes, as amended (U.S. C., Supp. 
VII, title 12, sec. 36). 


(c) A national banking association may, with the approval” 
of the Comptroller of the Currency, establish and operate new 
branches: (1) Within the limits of the city, town, or village in 
which said association is situated, if such establishment and 
operation are at the time expressly authorized to State banks 
by the law of the State in question; and (2) at any point within 
the State in which said association is situated, if such establish- 
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ment and operation are at the time authorized to State banks 
by the statute law of the State in question by language specifi- 
cally granting such authority affirmatively and not merely by 
implication or recognition, and subject to the restrictions as to 
location imposed by the law of the State on State banks; and (3), 
in any State in which State banks are permitted by statute law 
to maintain branches within the county or within a 40-mile 
radius of the place in which the State bank is located, if no bank 
is located and doing business in the place where the proposed 
branch is to be located, any such national banking association 
may, independent of the capital requirements of this section, 
establish and operate new branches at any place within the 
county or within a 40-mile radius of the place in which said 
association is situated, but not to exceed four in number and 
subject to such capital requirements as the Comptroller of the 
Currency may impose. Except as provided in clause (c) (3) 
no such association shall establish a branch outside of the city, 
town, or village in which it is situated unless it has a paid-in and 
unimpaired capital stock of not less than $500,000: Provided, 
That in States with a population of less than one million, and 
which have no cities located therein with a population exceeding 
one hundred thousand, the capital shall be not less than $250,000: 
Provided, That in States with a population of less than one-half 
million, and which have no cities located therein with a popula- 
tion exceeding fifty thousand, the capital shall not be less than 
$100,000. 


When the issue of county branch banking was finally presented in 
committee, an aroused leadership refused to permit small national 
banks to have county branches and at the same time declined to 
approve a measure which would prevent a further extension of branch 
banking by large national banks. It is difficult to write without some 
heat of the inconsistent attitude of some experienced majority 
members of the committee, who assert great solicitude for the small 
banks and vote great exclusive powers to large ones, but my affection 
for them, nurtured in three busy sessions of Congress, aided by a few 
hours of contemplation, cools my pen. 

I think limited county branch banking highly desirable for two 
reasons: 

First. It will give service to many small towns now without it. 

Second. It will discourage the opening of the pawn shop, corner 
grocery type of small bank. 

Why should a medium-sized town bank now remain a member of 
the Federal Reserve System when it must maintain about 10 percent 
of its deposit liability with the Federal Reserve bank, getting nothing 
for it, when it is a well-known fact that the town bank (1 am speaking 
of the town of 25 000 and less), neither asks nor gets much accom- 
modation from the Federal Reserve System because little of its paper 
is eligible? State requirements on reserves are usually more liberal. 
Character loans have no standing with the Federal Reserve System, 
and character is the basis of much of the solidity of our small-town 
banks. 

Smaller national banks and smaller member banks by withdrawing 
will save much expense of examination, much drastic regulation, much 
remote bureaucratic domination, all ‘of which is anathema to the 











BANKING ACT OF 1935 29 


bankers. So why continue in the National and Federal Reserve 
System? 

As independent State banks they can establish branches in most 
States, they will be subject to much less regulation. They will be 
members of the Federal Deposit Insurance Corporation, which will 
give confidence to the public. This was a prime factor in bringing 
banks into the National and Federal Reserve Systems before Federal 
deposit insurance. That incentive goes if this bill is enacted as 
reported. 

I believe Federal examination and Federal control has been bene- 
ficial. The figures show it. But with the right to issue national-bank 
currency gone, with no right to establish branches, except by big 
banks, with interest on Federal Reserve balances gone to the town 
banker, the National and Federal Reserve Systems look like “‘all give 
and no get’”’. With State charters more liberal, with less control, 
with branch banking permitted, and with Federal protection of 
deposits, the banker sees a condition where he has every reason for 
giving up his national charter and every reason for going into a non- 
member State bank status. 

But while such a tendency is inevitable because the bankers will 
do what they think best for themselves it is decidedly unfortunate for 
the depositors and the country, because Government supervision by 
the Comptroller’s Office and by the Federal Reserve. examiners, 
although it may seem drastic, is highly desirable in the interest of the 
depositors. 

One cannot contemplate the record of the past without realizing 
that national and Federal control is highly desirable from the stand- 
point of the depositor whose interest is paramount. Let’s look at the 
record: 

The record of national, State member and nonmember banks from 
1921 to 1932 shows the superior safety of national banks. Mutual 
savings banks are not included in these figures with nonmember 
banks as they are of a different character. The figures are based on 
the 1933 report of the Federal Reserve Board. 

In 1921, there were 8,150 national banks with total deposits of 
$12,991,000,000. There were 1,595 member State banks with de- 
posits of $7,646,000,000. There were 20,181 nonmember banks with 
deposits of $9,529,000,000. In 1932, open national banks had dimin- 
ished in number from 8,150, 12 years before, to 6,080; the State 
member banks from 1,595 to 824; the nonmember banks from 20,181 
to 11,296. 

During the 12-year period just before the abnormal situation of 
1933, the average annual number of national banks closing per year 
were 138, or 1.6 percent of the 1921 total; State member banks 35 
per year, or 2.2 percent; nonmember banks 732 per year, or 3.6 
yercent. 

;' In the matter of deposits, the 12-year period shows that the total 
deposits in national banks suspended, was $1,187,000,000; in State 
member banks $680,000,000; and in nonmember banks $3, 017 000,000. 

When one stops to consider that the 1932 member banks’ de- 
posits were three and one-half times the nonmember deposits and that 
the deposits in suspended nonmember banks for the 12 preceding 
years were practically twice the amount of deposits in suspended 
member banks, it is plain and apparent that a unified system is im- 
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mensely superior in safety to depositors. The National and Federal 
Reserve Systems have proven their superiority in the commercial 
banking field. Figures for the period from 1933 to date are not avail- 
able, but I am assured, on authority I consider reliable, that the 
record when written will fully sustain the conclusions here reached. 

These figures demonstrate that a unified system such as we have 
should be continued, encouraged, and perfected. This bill (H. R. 
7617) will break it down. Give national banks the same rights and 
privileges State banks have and no more. Give the little bank the 
same right as you do the big bank, and extend insurance of deposits 
to all banks that will j join the Federal Reserve System and assist in the 
general unification and strengthening of our banking structure. 

The results desired can best be achieved by restoring section 23 of 
title I of H. R. 5357, requiring insured nonmember banks, within a 
reasonable time, to join the Federal Reserve System, which will be 
offered on the floor by Representative Hancock of North Carolina, and 
by adopting an amendment permitting county branch banking where 
State banks are permitted by statute law to have branches. These 
measures, in conjunction with the patent benefits of the bill, either 
H. R. 5357 or H. R. 7617, will do much toward achieving a sound, 
effective, uninterrupted operation of a unified banking system with 
local community control of its own credit. 

While several members of the committee are in accord with my 
views on much that is here said, I have not asked anyone to join me 
in this statement. For the information of the House I add a short 
statement, as of March 27, 1935, of the present status of State laws 
concerning branch banking. 


Prentiss M. Brown. 


STATES WHERE BRANCH BANKING IS PERMITTED, WITH SHORT SUMMARY OF 
CONDITIONS 


Alabama.—County-wide branch banking in counties of 250,000 population. 

Arizona.—State-wide branch banking. 

California.—State-wide branch banking. 

Connecticut.—State-wide branch banking permitted if town is without banking 
facilities or if bank takes over or consolidates with another bank located at any 
place within the State. 

Delaware.—State-wide branch banking. 

-Georgia.—Permits branch banking within limits of municipality in which 
main office is located provided such municipality has a population of not less 
than 80,000. 

Idaho.—Permits State-wide branch banking if town is without bank, or if 
applying bank takes over existing bank that has operated for 5 years, or gets 
consent of existing banks. 

Indiana.—County-wide branch banking provided there is no bank in such 
place. 

Iowa.—Branch banking permitted in same county or counties contiguous to 
the county in which home office is located, subject exclusion of cities and towns 
in which there is already an established bank in operation. 

Kentucky.—Branch banking permitted within limits of municipality in which 
main office is located. 

Louisiana.—Parish-wide branch banking permitted. Amended by special 
act providing that any bank with principal office in the parishes of Allen, Cal- 
casieu, or Jefferson Davis may establish branches in any one or more of these 
parishes. 

Maine.—State-wide branch banking permitted if there is no local bank in 
place where branch is to be located, or a unit bank or branch or another bank is 
taken over by applying bank. 

Maryland.—State-wide branch banking. 
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Massachusetts.—Branch banking permitted within town where main office is 
located, or in any other town within the same county if such other town does not 
have commercial banking facilities. 

Michigan.—State-wide branch banking. 

Mississippi.—National banks may establish branches: First, in the city of 
their location; second, within the limits of the county; third, within the limits of 
adjacent counties; fourth, anywhere within a 100-mile radius of the parent bank, 
except that beyond counties adjacent to the county of the bank’s location a 
branch may not be established in a town of less than 3,500 population where a 
going bank has its main office. 

Montana.—National bank consolidating with a State bank in the same or an. 
adjoining county may operate a branch in the location of either consolidating 
bank. 

Nevada.—State-wide branch banking. 

New Jersey.—County-wide branch banking provided existing bank is taken 
over. 

New Mevxico.—Branch banking permitted (1) anywhere in the same county 
in which the parent bank is located; (2) in any adjacent county if there is no bank 
operating in said county; (3) anywhere within a 100-mile radius from the parent 
bank if there is no bank in operation in the county in which such branch is to 
operate. 

New York.—Branch banking permitted within limits of banking district in 
which main office is located. There are nine banking districts in the State of 
New York. 

North Carolina.—State-wide branch banking. 

Ohio.—Branch banking permitted within Jimits of municipality in which main 
office is located, and in city or village contiguous thereto, or in other parts of the 
county or counties in which the municipality containing the main office is 
located. 

Oregon.—State-wide branch banking permitted. In situation where town with 
population under 50,000 with bank or banks operating there, a bank must be 
taken over. 

Pennsyivania.—Branches may be established in a city, borough, or township 
in which the bank has its principal place of business if a national bank located in 
that place was on March 1, 1927, operating a branch therein, such privilege being 
limited to the corporate limits of the place as they existed on March 1, 1927. 

Rhode Island.—State-wide branch banking. 

South Carolina.—State-wide branch banking. 

South Dakota.—State-wide branch banking permitted subject to following 
conditions: In towns of a population less than 3,000 a branch cannot be established 
where there is an existing National or State bank transacting a customary banking 
business except through purchase of or consolidation with said existing banks. 
In cities or towns of a population more than 3,000 or less than 15,000 in which there 
are two or more existing banks transacting a customary banking business a branch 
cannot be established except by purchase of or consolidation with one of said 
existing banks for each branch desired to be established in that community. 

Tennessee.—County-wide branch banking. 

Utah.—State-wide branch banking permitted in cities of first class or in cities, 
towns, or villages in which no bank or banks are regurarly transacting business. 
In all others must take over existing bank or get consent from local existing bank. 

Vermont.—State-wide branch banking. 

Virginia.— National banks may establish branches in same or adjoining coun- 
ties or within 25 miles of main office providing this is in connection with merger 
or consolidation. 

Washington.—State-wide branch banking permitted if there is no local bank or 
branch operating, or same is taken over. 

Wisconsin.—Branch banking permitted within 30 miles of parent bank. 


STATES WHERE BRANCH BANKING IS PROHIBITED 
Arkansas, Colorado, Florida, Illinois, Kansas, Minnesota, Nebraska, New 
Hampshire, Oklahoma, Texas, and West Virginia. 
STATES WHERE STATE STATUTES ARE SILENT 


Missouri.—No law providing for branch banking in any form. 
New Mezxico.—No law providing for branch banking in any form. 
Wyoming.—No law providing for branch banking in any form. 
North Dakota.—No law providing for branch banking in any form. 
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STATES WHERE BRANCH BANKING LEGISLATION IS PENDING 
Colorado, Nebraska, and Missouri. 


Note.—The fact that States permit branch banking does not aid a national 
bank with capital of less than $500,000, because the Federal law prohibits it 
beyond city limits. 


MINORITY VIEWS OF THE COMMITTEE ON BANKING AND 
CURRENCY (TO ACCOMPANY REPORT ON H. R. 7617) 


The undersigned members of the committee find themselves unable 
to concur in the majority report filed. 

Title I and III of the bill H. R. 7617 as reported are in the main 
satisfactory, but title I1, while containing some provisions of merit, 
is in its entirety such a radical departure from the sound principles 
of central banking that the evils it contains more than counteract 
the advantages of title I and III. 

The chief objections to title II are the changes in the control of 
the governors of the Federal Reserve banks, changes in the control 
of the Governor of the Federal Reserve Board, increases in the power 
of the Federal Reserve Board, and too great liberalization of the 
discount and borrowing provisions of the Federal Reserve member 
banks. 


PURPOSE OF THE FEDERAL RESERVE SYSTEM 


The history of the establishment of the Federal Reserve System 
is a long and interesting one. Far-sighted men realized almost 30 
years ago that there should be a central system to bring about the 
control of credit and the concentration of reserves, together with 
certain reforms in the currency proper. Some desired to put this 
system entirely under Government control. Many private bankers 
fought bitterly to eliminate any Government control whatsoever. 
Various plans were studied carefully for several years, and the system 
worked out more than 20 years ago was a compromise whereby the 
Federal Reserve Board members, though appointed by the President, 
were assured of tenure through long terms. The right of the Presi- 
dent to appoint one of the Board as Governor, and the ex-officio 
membership on the Board of the Secretary of the Treasury and of the 
Comptroller of the Currency gave the administration an important 
voice in the Board’s deliberations. It was supposed, however, to 
be an independent supervisory body for the whole Federal Reserve 
System. 

The Federal Reserve banks, on the other hand, are private institu- 
tions, whose capital is subscribed by the various member banks. 
They hold the deposits of member banks, discounting for them cer- 
tain types of obligations, and are the vehicle for the issue of Federal 
Reserve notes. They are controlled through their boards of directors, 
two-thirds named by the member banks, and one-third by the Federal 
Reserve Board, thus assuring that the views of the central board will 
receive careful consideration. 

This separation of the Reserve banks from governmental control is 
in accordance with central banking practice in most of the more 
highly civilized countries under a democratic form of government. 
The best known central bank, for instance, is the Bank of England, 
which is a private institution entirely separate from direct govern- 
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mental control, even though it cooperates closely with the Govern- 
ment. Conversely, countries under close dictatorship, like Italy and 
Russia, have central banks entirely under Government domination. 
One of the first and essential steps in any dictatorship is to extend 
power over the credit resources of the country. 


THE EFFECT OF TITLE II OF THE BILL 


At the present time the Governor of each Federal Reserve bank, its 
chief executive officer, is elected annually by the directors of the bank. 
He is responsible to his board, and not to the Federal Reserve Board. 
Under this bill he must be subject to the appreval of the Federal 
Reserve Board when first designated as Governor, and each 3 years 
thereafter, if redesignated, he must again be subject to the Board’s 
approval, thus removing to a great extent the independence which he 
has enjoyed in the past. 

At the present time the Governor and Vice Governor of the Federal 
Reserve Board are designated as such by the President from the mem- 
bership of the Board. Under this bill they would be removable by 
the President at will, thus taking away whatever independence they 
now have. ‘To realize the extent of this change, it must be remem- 
bered that the Governor has always been the dominant figure on the 
Board, and the Board is thus made more subject to control by the 
Executive. 

At the present time open-market operations, that is, the buying 
and selling of Government obligations by the Federal Reserve banks, 
are recommended by a committee of governors of the Reserve banks, 
but no such bank may be compelled to take part in these operations 
if it prefers not to do so. Under this bill the Federal Reserve Board 
becomes the open-market committee and its decision as to buying 
and selling of Government bonds is mandatory on all the Federal 
Reserve banks. 

Open-market operations are always conducted for all the banks by 
the New York Federal Reserve Bank, for New York is the money 
and bond market of the country. If this new provision becomes law, 
it means that the resources of the Federal Reserve banks from the 12 
districts may be drained to New York for the purpose of acquiring 
bonds, no matter how unwise it might appear to bankers generally. 
Thus the board of directors of a particular Federal Reserve bank 
might consider that it was already overloaded with Government 
bonds, and yet be forced to buy more. 

At the present timereserve requirements of member banks may be 
changed from certain statutory limits only in times of emergency by 
a vote of five members of the Federal Reserve Board, and with the 
consent of the President. Under this bill the Federal Reserve Board 
(acting perhaps by a bare majority of a bare quorum) could raise or 
lower reserve requirements at will. The right to raise is the right to 
curtail or even stop entirely the normal banking function of lending. 
The right to lower brings the possibility of endangering deposits by 
requiring insufficient reserves. Neither power should be lightly 
exercised. 
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One of the chief evils of title IT is that it is tied in with titles I and 
III, for it is entirely separate and distinct, and has little connection 
with their subject matter. The enactment of title I in the near 
future is most desirable, and title III is also of value. It must be 
obvious that there was a purpose in sandwiching title II between 
titles I and III and insisting that they be passed as an entirety. 


NEED OF FURTHER STUDY 


The original set-up of the Federal Reserve System was the result 
of many years of study. Any drastic changes in it today should be 
the result of similar study. Plenty of time should be given, and all 
viewpoints should be sought. The present title II is not even the 
original title II as presented in the bill, but is almost without change 
an amended title I] submitted by Governor Eccles of the Federal 
Reserve Board after he had entirely completed his testimony before 
the committee. 

While the committee was assured that the first draft was the joint 
work of all the various financial departments of the Government, and 
had their joint approval, we have had no assurance that title IJ in its 
amended form has received any approval except that of Governor 
Eccles, or has even been submitted to anyone else. It is a clear 
example of hasty and ill-advised legislation on a matter of vital 
importance to the country. 


DANGER OF COMPULSORY FINANCING OF DEFICITS 


One of the things most dreaded today by thinking people is the 
possibility of the weakening, or perhaps collapse of Government 
credit because of continued deficits. Government financing should 
be on the same basis as private financing; that is, a free and open 
market where the savings of the people are voluntarily used in the 
purchase of Government obligations. Whenever the Government is 
in a position to compel the use of the savings of the people to acquire 
such obligations, such financing becomes a forced loan and is one of 
the most vicious inroads on liberty. Weakening of the market for 
Government obligations is a danger signal in the spending program 
of any government, and this bill would make it easy to ignore such 
a danger signal. What most people do not realize is that whenever 
banks may be forced to acquire Government bonds against their will, 
or at rates which they would not recognize if the transaction were 
voluntary, as far as the actual credit of the Government is concerned, 
deficits might just as well be financed by fiat money. 


CONCLUSION 


No emergency has been shown ae the passage of this title 
II. No immediate need for it has been evidenced. The inherent 


dangers in it are obvious. Its presence in the bill jeopardizes the 
early passage by Congress of titles I and III. 

In the interests of the general banking situation in the country 
title I should be removed from the bill, to be given further con- 
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sideration by the committee or by a special commission in a position 
to give it careful and expert study. If title II remains in this bill in 
substantially its present form, it is our recommendation that the 
bill do not pass. 
Joun B. Houuister, 
JEssE P. Wotcort. 
Peter A. Caviccnuia. 
HaMILTON Fisu, JR. 
Cuarues L. Girrorp. 
Everett M. Dirksen. 
Criare G. FEeNerty. 
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CHANGES IN EXISTING LAW 


In compliance with paragraph 2a of rule XIII of the Rules of the 
House of Representatives, changes in existing law made by the bill 
are shown as follows: Existing law proposed to be omitted is enclosed 
in black brackets; new matter is printed in italics; existing law in 
which no change is proposed is shown in roman. 

Amendments made by title I of the bill in section 12B of the Federal 
Reserve Act, as amended. 


Sec. 12B. [(a) There is hereby created a Federal Deposit Insurance Corpora- 
tion (hereinafter referred to as the ‘‘Corporation’”’ whose duty it shall be to 
purchase, hold, and liquidate, as hereinafter provided, the assets of national 
banks which have been closed by action of the Comptroller of the Currency, or 
by vote of their directors, and the assets of State member banks which have been 
closed by action of the appropriate State authorities, or by vote of their directors; 
and to insure, as hereinafter provided, the deposits of all banks which are entitled 
to the benefits of insurance under this section.] 

(a) Thee is hereby created a Federal Deposit Insurance Corporation (hereinafter 
referred to as the ‘‘Corporation’’), which shall insure, as hereinafter provided, the 
deposits of all banks which are entitled to the benefits of insurance under this section 
and which shall have the right to exercise all powers hereinafter granted. 

(b) The management of the Corporation shall be vested in a board of directors 
consisting of three members, one of whom shall be the Comptroller of the Cur- 
rency, and two of whom shall be citizens of the United States to be appointed 
by the President, by and with the advice and consent of the Senate. One of the 
appointive members shall be the chairman of the board of directors of the Cor- 
poration and not more than two of the members of such board of directors shall 
be members of the same political party. Each such appointive member shall 
hold office for a term of six years and shall receive compensation at the rate of 
$10,000 per annum, payable monthly out of the funds of the Corporation, but 
the Comptroller of the Currency shall not receive additional compensation for 
his services as such member. In the event of a vacancy in the office of the Comptroller 
of the Currency, and pending the apppintment of his successor, the Acting Comptroller 
of the Currency shall be a member of the board of directors in his place and stead. 
In the absence of the Comptroller of the Currency any Deputy Comptroller of the 
Currency, as designated from time to time by the Comptroller, may, within the limits 
prescribed by the Comptroller, act as a member of the board of directors in the place 
and stead of the Comptroller. In the event of a vacancy in the office of the chairman 
of the board of directors, and pending the appointment of his successor, the Comptroller 
of the Currency shall act as chairman. The Comptroller of the Currency shall be 
ineligible during the time he is in office and for two years thereafter to hold any office, 
posilion, or employment in any insured bank. The appointive members of the board 
of directors shall be ineligible during the time they are in office and for two years 
thereafter to hold any office, position, or employment in any insured bank, except 
that this restriction shall not apply to a member who has served the full term for which 
he was appointed. No member of the board of directors shail be an officer or director 
of any bank, banking institution, trust company, or Federal Reserve bank or hold 
stock in any bank, banking institution, or trust company; and before entering upon 
his duties as a member of the board of directors he shall certify under oath that he has 
complied with this requirement and such certification shall be filed with the secretary 
of the board of directors. No member of the board of directors serving on the board 
of directors at the effective date shall be subject to any of the provisions of the three 
preceding sentences until the expiration of.his present term of office. 

(c) As used in this section— 

(1) The term “State bank’’ means any bank, banking association, trust company, 
savings bank, or other banking institution which is engaged in the business of receiving 
deposits and which is incorporated under the laws of any State or the Territories of 
Hawaii or Alaska or which is operating under the Code of the District of Columbia 
(except a national bank). 
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(2) The term “State member bank” means any State bank which is a member of 
~ re Reserve System, and the term “State nonmember bank” means any other 
tate bank. 


(3) The term “‘ District bank’”’ means any State bank operating under the Code of 
the District of Columbia. 

(4) The term “national member bank”? means any national bank located in the 
States of the United States, the District of Columbia, or the Territories of Hawaii or 
Alaska, except a national nonmember bank as hereinafter defined. 

(5) The term “‘national nonmember bank” means any national bank located in 
o wee of Hawaii or Alaska which is not a member of the Federal Reserve 

ystem. 

(6) The term “mutual savings bank’’ means a bank without capital stock transacting 
a savings bank business, the net earnings of which inure wholly to the benefit of its 
depositors after payment of obligations for any advances by its organizers. 

(7) The term “savings bank’’ means a bank, other than a mutual savings bank, 
transacting a strictly savings-bank business under State laws imposing special require- 
ments on such banks governing the manner of investing their funds and of conducting 
their business: Provided, That the bank maintains, until maturity date or until 
withdrawn, all deposits made with it, exclusive of funds held by it in a fiduciary 
capacity, as time savings deposits of the specific term type or of the type where the 
right to require written notice before permititng withdrawal is reserved: Provided 
further, That such bank to be considered a savings bank must elect to become subject 
to regulations of the Corporation respecting the redeposit of maturing deposits and 
prohibiting withdrawal of deposits by checking except from specifically designated 
deposit accounts totaling not more than 15 per centum of the bank’s total deposits. 

(8) The term “insured bank’’ means any bank the deposits of which are insured in 
accordance with the provisions of this section, and the term ‘‘noninsured bank”’ 
means any other bank. 

(9) The term ‘“‘new bank’’ means a new national banking association organized by 
the Corporation to assume the insured deposits of an insured bank closed on account 
of inability to meet the demands of its depositors and otherwise to perform temporarily 
the functions prescribed in this section. 

(10) The term ‘‘receiver”’ shall include a receiver, liquidating agent, conservator, 
commission, person, or other agency charged by law with the.duty of winding up the 
affairs of a bank. 

(11) The term ‘‘board of directors” means the board of directors of the Corporation. 

(12) The term “deposit” means the unpaid balance of money or its equivalent re- 
ceived by a bank in the usual course of business and for which it has given or is obli- 
gated to give unconditional credit to a commercial, checking, savings, time or thrift 
account, or which is evidenced by its certificate of deposit, and trust funds held by such 
bank whether retained or deposited in any department of such bank or deposited in 
another bank, together with such other obligations of a bank as the board of directors 
shall find and shall prescribe by its regulations to be deposit liabilities by general 
usage: Provided, That any obligation of a bank which is payable only at an office of 
the cob located outside the States of the United States, the District of Columbia, and 
the Territories of Hawaii and Alaska shall not be a deposit for purposes of this section 
or be included as a part of total deposits or of an insured deposit. The board of di- 
rectors may by regulation further define the terms used in this paragraph. 

(18) The term ‘‘insured deposit’’ means such part of the net amount of money due 
to any depositor for deposits in an insured bank, after deducting offsets, as shall not 
exceed the maximum prescribed by paragraph (1) of subsection (1) of this section. 
Such amount shall be determined according to such regulations as the board of directors 
may prescribe. In determining the amount due to any depositor there shall be added 
together all deposits in the bank maintained in the same capacity and the same right 
for his benefit either in his own name or in the names of others, except trust funds 
which shall be insured as provided in paragraph (8) of subsection (h) of this section. 

(14) The term ‘transferred deposit’ means a deposit in a new bank or other 
insured bank made available to a depositor by the Corporation as payment of the 
insured deposit of such depositor in a closed bank, and assumed by such new bank or 
other insured bank. 


(15) The term ‘‘effective date’’ means the date of enactment of the Banking Act of 
19365. 

[(c)] (d) There is hereby authorized to be appropriated, out of any money in 
the Treasury not otherwise appropriated, the sum of $150,000,000, which shall 
be available for payment by the Secretary of the Treasury for capital stock of the 
Corporation in an equal amount, which shall be subscribed for by him on behalf 
of the United States. Payments upon such subscription shall be subject to call 
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in whole or in part by the board of directors of the Corporation. Such stock 
shall be in addition to the amount of capital stock required to be subscribed for 
by Federal Reserve banks [and member and nonmember banks as hereinafter 
provided, and the United States shall be entitled to the payment of dividends 
on such stock to the same extent as member and nonmember banks are entitled 
to such payment on the class A stock of the Corporation held by them]. Reccipis 
for payments by the United States for or account of such stock shall be issued by the 
Corporation to the Secretary of the Treasury and shall be evidence of the stock owner- 
ship of the United States. 

(d) The capital stock of the Corporation shall be divided into shares of $100 
each. Certificates of stock of the Corporation shall be of two classes—class A 
and class B. Class A stock shall be held by member and nonmember banks as 
hereinafter provided and they shall be entitled to payment of dividends out of 
net earnings at the rate of six per centum on the capital stock paid in by them, 
which dividends shall be cumulative, or to the extent of thirty per centum of 
such net earnings in any one year, whichever amount shall be the greater, but 
such stock shall have no vote at meetings of stockholders. Class B stock shall 
be held by Federal Reserve banks only and shall not-be entitled to the payment 
of dividends.] Every Federal Reserve bank shall subscribe to shares of [class 
B] stock in the Corporation to an amount equal to one-half of the surplus of 
such bank on January 1, 1933, and its subscriptions shall be accompanied by a 
certified check payable to the Corporation in an amount equal to one-half of 
such subscription. The remainder of such subscription shall be subject-to call 
from time to time by the board of directors upon ninety days’ notice. The 
capital stock of the corporation shall éonsist of the shares subscribed for prior to the 
effective date. Such stock shall be without nominal or par value, and shares issued 
prior to the effective date shall be exchanged and reissued at the rate of one share for 
each $100 paid into the corporation for capital stock. The consideration received 
by the corporation for the capital stock shall be allocated to capital and to surplus 
in such amounts as the board of directors shall prescribe. Such stock shall have no 
vote and shall not be entitled to the payment of dividends. 

{(e) Every bank which is or which becomes a member of the Federal Reserve 
System on or before July 1, 1935, shall take all steps necessary to enable it to 
become a class A stockholder of the Corporation on or before July 1, 1935; and 
thereafter no State bank or trust company or mutual savings bank shall be ad- 
mitted to ae in the Federal Reserve System until it becomes a class A 
stockholder of the Corporation, no national bank in the continental United 
States shall be granted a certificate by the Comptroller of the Currency author- 
izing it to commence the business of banking until it becomes a member of the 
Federal Reserve System and a class A stockholder of the Corporation, and no 
national bank in the continental United States for which a receiver or conser- 
vator has been appointed shall be permitted to resume the transaction of its 
banking business until it becomes a class A stockholder of the Corporation. 
Every member bank shall apply to the Corporation for class A stock of the Cor- 
poration in an amount equal to one-half of 1 per centum of its total deposit 
liabilities as computed in accordance with regulations prescribed by the Federal 
Reserve Board; except that in the case of a member bank organized after the 
date this section takes effect, the amount of such class A stock applied for by 
such member bank during the first twleve months after its organization shall 
equal 5 per centum of its paid up capital and surplus, and beginning after the 
expiration of such twelve months’ period the amount of such class A stock of 
such member bank shall be adjusted annually in the same manner as in the case 
of other member banks. Upon receipt of such application the Corporation shall 
request the Federal Reserve Board, in the case of a State member bank, or the 
Comptroller of the Currency, in the case of a national bank, to certify upon the 
basis of a thorough examination of such bank whether or not the assets of the 
applying bank are adequate to enable it to meet all of its liabilities to depositors 
and other creditors as shown by the books of the bank; and the Federal Reserve 
Board or the Comptroller of the Currency shall make such certification as soon 
as practicable. If such certification be in the affirmative, the Corporation shall 
grant such application and the applying bank shall pay one-half of its subscrip- 
tion in full and shall thereupon become a class A stockholder of the Corporation: 
Provided, That no member bank shall be required to make such payment or 
become a class A stockholder of the Corporation before July 1, 1935. The 
remainder of such subscription shall be subject to call from time to time by the 
board of directors of the Corporation. If such certification be in the negative, 
the Corporation shall deny such application. If any national bank shall not have 
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become a class A stockholder of the Corporation on or before July 1, 1935, the 
Comptroller of the Currency shall appoint a receiver or conservator therefor in 
accordance with the provisions of existing law. Except as provided in subsec- 
tion (g) of this section, if any State member bank shall not have become a class 
A stozkholder of the Corporation on or before July 1, 1935, the Federal Reserve 


Board shall terminate its membership in the Federal Reserve System in accord- 
ance with the provisions of section 9 of this Act.] 


(e) (1) Every operating member bank, including a bank incorporated since March 
10, 1933, licensed on or before the effective date by the Secretary of the Treasury shall 
be and continue without application or approval an insured bank and shall be subject 
to the provisions of this section. 

(2) After the effective date any national member bank authorized to commence or 
resume the business of banking, State bank converting into a national member bank, 
or State bank becoming a member of the Federal Reserve System shall be an insured 
bank from the time the eee herein prescribed shall be issued to the Corporation 
by the Comptroller of the Currency in the case of such national member bank, or by 
the Federal Reserve Board in the case of such State member bank: Provided, That in 
the case of an insured bank admitted to membership in the Federal Reserve System 
or insured State bank converting into a national member bank, such certificate shall 
not be required, and the bank shall continue as an insured bank. Such certificate 
shall state that the bank is authorized to transact the business of banking in the case 
of a national member bank, or is a member of the Federal Reserve System in the case 


of a State member bank, and that consideration has been given to the factors enumerated 
in subsection (g) of this section. 


[C(f) Any State bank or trust company or mutual savings bank which applie§ 
for membership in the Federal Reserve System or for conversion into a national! 
banking association on or after July 1, 1936, may, with the consent of the Cor- 
poration, obtain the benefits of this section, pending action on such application 
by subscribing and paying for the same amount of stock of the Corporation a% 
it would be required to subscribe and pay for upon becoming a member bank- 
Thereupon the provisions of this section applicable to member banks shall be 
applicable to such State bank or trust company or mutual savings bank to the 
same extent as if it were already a member bank: Provided, That if the applica- 
tion of such State bank or trust company or mutual savings bank for membership 
in the Federal Reserve System or for conversion into a national banking associa- 
tion be approved and it shall not complete its membership in the Federal Reserve 
System or its conversion into a national banking association within a reasonable 
time, or if such application shall be disapproved, then the amount paid by such 
State bank or trust company or mutual savings bank on account of its subscrip- 
tion to the capital stock of the Corporation shall be repaid to it and it shall no 
longer be subject to the provisions or entitled to the privileges of this section.] 

(f) (1) Every bank not a member of the Federal Reveres System which on the 
effective date is a member of the Temporary Federal Deposit Insurance Fund or of 
the Fund for Mutuals created pursuant to the provisions of the Banking Act of 1933, 
as amended (48 Stat. 168, 969; chs. 89, 546), shall be and continue without applica- 
tion or approval an insured bank and shall be subject to the provisions of this section, 
unless in accordance with regulations to be prescribed by the board of directors such 
bank shall give to the Corporation and to the Reconstruction Finance Corporation, if 
at owns or holds as pledgee any preferred stock, capital notes, or debentures of such 
bank, within thirty days after the effective date written notice of its election not to 
continue after June 30, 1935, as an insured bank and shall give to its depositors, by 

ublication or by any reasonable means, as the board of directors may prescribe, not 
ess than twenty days’ notice prior to June 30, 1935, of such election: Provided, That 
any State nonmember bank which was admitted to said Temporary Federal Deposit 
Insurance Fund or Fund for Mutuals but which did not file on or Natese the effective 
date an October 1, 1934, certified statement and make the payments thereon required 
by law as it existed prior to the effective date, shall cease to be an insured bank on 
June 30, 1935: Provided further, That no bank admitted to the said Temporary 
Federal Deposit Insurance Fund or the Fund for Mutuals prior to the effective date 
shall, after June 30, 1935, be an insured bank or have its deposits insured by the 
Corporation, if such bank shall have permanently discontinued its banking operations 
prior to the effective date. Deposits of the donk giving such notice shall continue to 
be insured until June 30, 1935, and the rights of the bank shall be as provided by law 
existing prior to the effective date, and such bank shall not be insured by the Corpora- 
tion beyond June 30, 19365. 

(2) Subject to the provisions of this section, any national nonmember bank, on 
application by the bank and certification by the Comptroller of the Currency in the 
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manner prescribed in subsection (e) of this section, and any State nonmember bank, 
upon application to and eramination by the Corporation and approval by the board 
of directors, may become an insured bank. Before approving the application of any 
such State nonmember bank, the board of directors shall give consideration to the 
factors enumerated in subsection (g) of this section and shall determine, upon the 
basis of a thorough examination of such bank, that its assets in excess of its capital 
requirements are adequate to enable it to meet all of its liabilities as shown by the 
books of the bank to depositors and other creditors. 

[(g) If any State bank or trust company, or mutual savings bank (referred to 
in this subsection as ‘‘State bank’’) which is or which becomes a member of the 
Federal Reserve System is not permitted by the laws under which it was organ- 
ized to purchase stock in the Corporation, it shall apply to the Corporation for 
admission to the benefits of this section and, if such application be granted after 
appropriate certification in accordance with this section, it shall deposit with the 
Corporation an amount equal to the amount which it would have been required 
to pay in on account of a subscription to capital stock of the Corporation. There- 
after such deposit shall be adjusted in the same manner as subscriptions for stock 
by class A stockholders. Such deposit shall be subject to the same conditions 
with respect to repayment as amounts paid on subscriptions to class A stock by 
other member banks and the Corporation shall pay interest thereon at the same 
rate as dividends are actually paid on outstanding shares of class A stock. As 
long as such deposit is maintained with the Corporation, such State bank shall, 
for the purposes of this section, be deemed to be a class A stockholder of tha 
Corporation. If the laws under which such State bank was organized be amended 
so as to authorize State banks to subscribe for class A stock of the Corporation, 
such State bank shall within six months thereafter subscribe for an appropriate 
amount of such class A stock and the deposit hereinafter provided for in lieu of 
payment upon class A stock shall be applied upon such subscription. If the law 
under which such State bank was organized be not amended at the next session 
of the State legislature following the admission of such State bank to the benefits 
of this section so as to authorize State banks to purchase such class A stock, or, 
if the law be so amended and such State bank shall fail within six months there- 
after to purchase such class A stock, the deposit previously made with the Cor- 
poration shall be returned to such State bank and it shall no longer be entitled to 
the benefits of this section, unless it shall have been closed in the meantime on 
account of inability to meet the demands of its depositors. ] 

(g) The factors to be enumerated in the certificate required under subsection (e) 
and to be considered by the board of directors under subsection (f) shall be the financial 
condition of the bank and the adequacy of its capital structure. 

{(h) The amount of the outstanding class A stock of the Corporation held by 
member banks shall be annually adjusted as hereinafter provided as of the last 
preceding call date as member banks increase their time and demand deposits or 
as additional banks become members or subscribe to the stock of the Corporation, 
and such stock may be decreased in amount as member banks reduce their time 
and demand deposits or cease to be members. Shares of the capital stock of the 
corporation owned by member banks shall not be transferred or hypothecated. 
When a member bank increases its time and demand deposits it shall, at the be- 
ginning of each calendar year, subscribe for an additional amount of capital stock 
of the Corporation equal to one-half of 1 per centum of such increase in deposits. 
One-half of the amount of such additional stock shall be paid for at the time of the 
subscription therefor, and the balance shall be subject to call by the board of 
directors of the Corporation. A bank organized on or before the date this section 
takes effect and admitted to membership in the Federal Reserve System at any 
time after the organization of the Corporation shall be required to subscribe for 
an amount of class A capital stock equal to one-half of 1 per centum of the time 
and demand deposits of the applicant bank as of the date of such admission, paying 
therefor its par value plus one-half of 1 percentum a month from the period of the 
last dividend on the class A stock of the Corporation. When a member bank 
reduces its time and demand deposits it shall surrender, not later than the last 
day of January thereafter, a proportionate amount of its holdings in the capital 
-tock of the Corporation, and when a member bank voluntarily liquidates it shall 
surrender all its holdings of the capital stock of the Corporation and be released 
from its stock subscription not previously called. The shares so surrendered 
shall be canceled and the member bank shall receive in payment therefor, under 
reguiations to be prescribed by the Corporation, a sum equal to its cash paid 
subscriptions on the shares surrendered and its proportionate share of dividends 
not to exceed one-half of 1 per centum a month, from the period of the last divi- 
dend on such stock less any liability of such member bank to the Corporation.] 
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(h) (1) The assessment rate shall be one-eighth of 1 per centum per annum based 
upon the average of the total amount of the liability of the bank for deposits (according 
to the definition of the term ‘‘deposit”’ in and pursuant to paragraph (12) of subsection 
(c) of this section, without any deduction for indebtedness of depositors). The 
average of such total shall be determéned as of the close of business on one day of each 
of three or more months preceding July and January of each year, such days to be 
designated by the directors in the manner provided in the next succeeding paragraph. 
In the event a separate fund for mutuals be established the board of directors from 
time to time may fix a lower rate operative for such period as the board may determine 
applicable to insured mutual savings banks only. 

(2) During the months of June and December of each year the board of directors 
shall designate three or more dates, one in each of three or more months of the current 
semiannual period, for which the insured banks shall report their deposit liabilities 
for the purpose of assessment. On or before the 15th day of July of each year, each 
insured bank shall file with the Corporation a certified statement under oath showing 
the total amount of its liability for deposits as of the close of business on the three or 
more days so designated and shall pay to the Corporation the portion of the annual 
assessment equal to one-half of the annual rate fixed by this subsection (h) multiplied 
by the average of its total deposits for such days as are designated. On or before the 
15th day of January of each year each insured bank shall file a like statement showing 
the total amount of its liability for deposits as of the close of business on the three or 
more days designated as hereinbefore provided, and shall pay to the Corporation the 
portion of the annual assessment equal to one-half of the annual rate fixed by this 
subsection (h) multiplied by the average of its total deposits for such days as are 
designated. 

(3) Every bank which becomes an insured bank after the effective date shall be 
admitted without liability for the current semiannual payment but it shall file with the 
Corporation a certified statement under oath showing the total amount of its liability 
for deposits at the close of business on the fifteenth day after it becomes an insured 
bank and it shall pay to the Corporation as an initial assessment the prorated portion 
for the period between the date such bank became an insured bank and the next suc- 
ceeding last day of June or December, as the case may be, of an amount equal to one- 
half the annual assessment rate provided in this section multiplied by such total 
deposits. The first semiannual payment after the initial payment shall be made 
according to the provisions of paragraphs (1) and (2) of this subsection in all cases 
where the bank shall have been in operation throughout the preceding semiannual 
period and in all other cases according to its certified statement under oath showing 
the deposit liability at a date designated by the board of directors. 

(4) Each bank which shall be and continue without application or approval an 
insured bank in accordance with the provisions of subsection (e) or (f) of this section, 
shall, in lieu of all right to refund, be credited with any balance to which such bank 
shall become entitled upon the termination of said Temporary Federal Deposit Insur- 
ance Fund or the Fund for Mutuals. The credit shall be applied by the Corporation 
toward the payment of the assessment next becoming due from such bank and upon 
succeeding assessments until the credit ts exhausted. 

(5) Any insured bank which fails to file such certified statement or statements as 
it is lawfully required to file in connection with determining the amount of assessment 
or assessments due the Corporation, may be compelled to file such statement or state- 
ments by mandatory injunction or other appropriate remedy in a sutt brought by 
the Corporation against the bank and any officer or officers thereof, for the purpose 
stated, in any court of the United States of competent jurisdiction in the district or 
territory in which such bank is located. 

(6) The Corporation, in a suit brought at law or in equity in any court of com- 
petent jurisdiction, shall be entitled to recover from any insured bank any unpaid 
assessment or assessments lawfully due from such insured bank to the Corporation, 
regardless of whether or not such bank shall have filed the certified statement or state- 
ments it is lawfully required to file, and regardless of whether or not suit shall have 
been brought to compel such statement or statements to be filed. 

(7) Should any national member bank now or hereafter organized, or should any 
national nonmember bank which is now or hereafter becomes an insured bank, omit 
to file any certified statement required to be filed by such bank under any provision 
of this section, or to pay the assessment required to be paid under any provision 
of this section by such bank on any certified statement filed by it, and should any 
such bank not correct such omission to file or to pay within thirty days after written 
notice has been given by the Corporation to an officer of the bank, citing this paragraph, 
and stating that the bank has omitted to file or pay as required by law, all the rights, 
privileges, and franchises of the offending bank granted to it under the Nattonal 
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Bank Act or under the provisions of the Federal Reserve Act, as amended, shall be 
thereby forfeited. Whether or not the penalty provided in this paragraph has been 
incurred shall be determined and adjudged in the manner provided in the sixth para- 
graph of section 2 of this Act, as amended. The remedies provided in this paragraph 
and in the two preceding paragraphs shall not be construed as limiting any other 
remedies against any bank, but shall be in addition thereto. 

(8) Trust funds held by an insured bank in a fiduciary capacity whether held in its 
trust or deposited in ‘any other department or in another bank shall be insured subject 
to a $5,000 limit for each trust estate and when deposited by the fiduciary bank 
in another insured bank, shall be similarly insured to the fiduciary bank according 
to the trust estates represented. Notwithstanding any other provision of this section, 
such insurance shall be separate from and additional to that covering other deposits 
of the owners of such trust funds or beneficiaries of such trust estates: Provided, That 
where the fiduciary bank deposits any of such trust funds in other insured banks, the 
amount so held by other insured banks on deposit shall not for the purpose of the 
certified statement required under paragraphs (2) or (3) of subsection (h) of this 
section, be considered to be a deposit liability of the fiduciary bank, but shall be 
considered a deposit liability of the bank in which such funds are so deposited by such 
jiduciary bank. The board of directors shall have power by regulation to prescribe 
the manner of reporting and of depositing such funds. 

(i) If any member or nonmember bank shall be declared insolvent, or shall 
cease to be a member bank (or in the case of a nonmember bank, shall cease to 
be entitled to the benefits of insurance under this section), the stock held by it in 
the Corporation shall be canceled, without impairment of the liability of such bank, 
and all cash paid subscriptions on such stock, with its proportionate share of 
dividends not to exceed one half of 1 per centum per month from the period of 
last dividend on such stock shall be first applied to all debts of the insolvent bank 
or the receiver thereof to the Corporation, and the balance, if any, shall be paid 
to the receiver of the insolvent bank.] 

(i) (1) Any insured bank (ercept a national member bank or State member bank) 
may, upon noi less than ninety days’ written notice to the Corporation, and to the 
Reconstruction Finance Corporation if it owns or holds as pledgee any preferred stock, 
capital notes, or debentures of such bank, terminate its status as an insured bank. 
Wherever the board of directors shall find that an insured bank or its directors or 
trustees have continued unsafe or unsound practices in conducting the business of 
such bank or have knowingly or negligently permitted any of its officers or agents to 
violate any provision of this section or of any material regulation made thereunder, or 
of any law or material regulation made pursuant to law to which the insured bank is 
subject, the board of directors shall first give io the Comptroller of the Currency in the 
case of a national bank or district bank, to the authority having supervision in case of 
a State bank, and also to the Federal Reserve Board in case of a State member bank, a 
statement of such violation by the bank for the purpose of securing a correction of such 
practices or conditions. Unless such correction shall be made within one hundred and 
twenty days or such shorter period of time as the Comptroller of the Currency, the State 
authority, or Federal Reserve Board, as the case may be, shall require, the board of 
directors, if it shall determine to proceed further, shall give to the bank not less than 
thirty days’ written notice of intention to terminate the status of the bank as an insured 
bank, fixing a time and place for a hearing before the board of directors or before a 
person designated by it to conduct such hearing, al which evidence may be produced 
and upon such evidence the board of directors shall make written findings which shall 
be conclusive. Unless the bank shall appear at the hearing by a duly authorized rep- 
resentative, it shall be deemed to have consented to the termination of its status as an 
insured bank. If the board of directors shall find that any violation specified in such 
notice has been established, the board of directors may order that the insured status of 
the bank be terminated on a date subsequent to such finding and to the expiration of 
the time specified in such notice of intention. The Corporation may publish notice of 
such termination and the bank shall give notice of such termination to its depositors, 
an such manner and at such time as the board of directors may find necessary and may 
order for the protection of depositors. After termination of the insured status of any 
bank under the provisions of this paragraph, the insured deposits of each depositor in 
the bank on the date of such termination, less all subsequent withdrawals from any 
deposits of such depositor, shall continue for a period of two years to be insured and 
the bank shall continue to pay to the Corporation assessments as in the case of an 
insured bank for such period of two years from such termination, but no additions 
to any deposits or any new deposits shall be insured by the Corporation, and the 
bank shall not advertise or hold itself out as having insured deposits unless in the same 
connection it shall state with equal prominence that additions to deposits and new 
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deposits made after the date of such termination, specifying such date, are not insured. 
Such bank shall in all other respects be subject to the duties and obligations of an 
insured bank for the period of two years from such termination and in the event of 
being closed on account of inability to meet the demands of its depositors within such 
period of two years, the Corporation shall have the same powers and rights with respect 
to such bank as in case of an insured bank. 

(2) Whenever the insured status of a member bank shall be terminated by action of 
the board of directors, the Federal Reserve Board in the case of a State member bank 
shall terminate tis membership in the Federal Reserve System in accordance with the 
provisions of section 9 of this Act and in the case of a national member bank the Comp- 
troller of the Currency shall appoint a receiver for the bank (to be the Corporation when- 
ever the bank shall be unable to meet the demands of its depositors). 

(3) When the liabilities of an insured bank for deposits shall have been assumed by 
another insured bank or banks, the insured status of the bank whose liabilities are so 
assumed shall terminate on the date of receipt by the Corporation of satisfactory 
evidence of such assumption with like effect as if terminated on said date by the board 
of directors after proceedings under paragraph (1) of this subsection (i): Provided, 
That if the bank whose liabilities are so assumed gives to its depositors notice of such 
assumption within thirty days after such assumption takes effect, by publication or 
by any reasonable means, in accordance with regulations to be prescribed by the 
board of directors, the insurance of its deposits shall terminate at the end of six months 
from the date such assumption takes effect and such bank shall be relieved of all 
future obligations to the Corporation, including the obligation to pay future assess- 
ments. 

(j) Upon the date of enactment of the Banking Act of 1933, the Corporation 
shall become a body corporate and as such shall have power— 

First. To adopt and use a corporate seal. 

Second. To have succession until dissolved by an Act of Congress. 

Third. To make contracts. 

Fourth. To sue and be sued, complain and defend, in any court of law or equity 
State or Federal. All suits of a civil nature at common law or in equity to which 
the Federal Deposit Insurance Corporation shall be a party shall be deemed to arise 
under the laws of the United States: Provided, That any such suit to which the Cor- 
poration is a party in its capacity as receiver of a State bank and which involves 
only the rights or obligations of depositors, creditors, stockholders and such State 
bank under State law shall not be deemed to arise under the laws of the United States. 
No attachment or execution shall be issued against the Corporation or its property 
before final judgment in any sutt, action, or proceeding in any State, county, municipal, 
or United States court. The board of directors shall designate an agent upon whom 
service of process may be made in any State, Territory, or jurisdiction in which any 
insured bank is located 

Fifth. To appoint by \*s board of directors such officers and employees as are 
not otherwise provided for in this section, to define their duties, fix their com- 
pensation, require bonds of them and fix the penalty thereof, and to dismiss at 
pleasure such officers or employees. Nothing in this or any other Act shall be 
construed to prevent the appointment and compensation as an officer or em- 
ployee of the Corporation of any officer or employee of the United States in any 
board, commission, independent establishment, or executive department thereof. 

Sixth. To prescribe by its board of directors bylaws not inconsistent with law, 
regulating the manner in which its general business may be conducted, and the 
privileges granted to it by law may be exercised and enjoyed. 

Seventh. To exercise by its board of directors, or duly authorized officers or 
agents, all powers specifically granted by the provisions of this section and such 
incidental powers as shall be necessary to carry out the powers so granted. 

Eighth. To make examinations of and to require information and reports from 
banks, as provided in this section. 

Ninth. To act as receiver. 

Tenth. To prescribe by its board of directors such rules and regulations as it may 
deem necessary to carry out the provisions of this section. 

[k] (k) (1) The board of directors shall administer the affairs of the Corpora- 
tion fairly and impartially and without discrimination. The board of directors 
of the Corporation shall determine and prescribe the manner in which its obliga- 
tions shall be incurred and its expenses allowed and paid. The Corporation 
shall be entitled to the free use of the United States mails in the same manner as 
the executive departments of the Government. The Corporation with the con- 
sent of any Federal Reserve bank or of any board, commission, independent estab- 
lishment, or executive department of the Government, including any field service 
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thereof, may avail itself of the use of information, services, and facilities thereof 
in carrying out the provisions of this section. 

(2) The board of directors shall appoint examiners, who shall have power on behalf 
of the Corporation (except as to a District bank) to eramine any insured State non- 
member bank, Slate nonmember bank making application to become an insured bank, 
or closed insured bank, whenever considered necessary. Such examiners shall have 
like power to examine, with the written consent of the Comptroller of the Currency, 
any national bank, or District bank and, with the written consent of the Federal 
Reserve Board, any State member bank. Each examiner shall have power to make a 
thorough examination of all of the affairs of the bank and in doing so he shall have 
power to administer oaths and to examine and take and preserve the testimony of any 
of the officers and agents thereof under oath and shall make a full and detailed report 
of the condition of the bank to the Corporation. The board of directors in like manner 
shall appoint claim agents who shall have power to investigate and examine all claims 
for insured deposits and transferred deposits. Each claim agent shall have power to 
administer oaths and to eramine under oath and take and preserve testimony of any 
persons relating to such claims. Any such examiner or claim agent in relation to 
any such examination, investigation, or taking of testimony may apply to any judge 
or clerk of any court of the United States to issue subpenas and to compel the appear- 
ance of witnesses and the production and taking of any such testimony and to punish 
disobedience in like manner as provided in sections 184 to 186 of the Revised Statutes 
(U.S. C., title 5, secs. 94 to 96). 

(3) Each insured State nonmember bank (except a District bank) shall make to 
the Corporation reports of condition in such form and at such times as the board of 
directors may require of such bank. The board of directors may require such reports 
to be published in such manner, not inconsistent with any applicable law, as it may 
direct. Every such bank which fails to make or publish any such report within such 
time, not less than five days, as the board of directors may require, may be subject to 
a penalty of $100 for each day of such failure, recoverable by the Corporation for its 
use. 

(4) The Corporation shall have access to reports of examinations made by and 
reports of condition made to the Comptroller of the Currency or any Federal Reserve 
bank, and may accept any report made by or to any commission, board, or authority 
having supervision of a State nonmember bank (except a District bank), and may 
furnish to the Comptroller of the Currency, or any such Federal Reserve bank, com- 
mission, board, or authority reports of examinations made on behalf of and reports 
of condition made to the Corporation. 

[(l) Effective on and after July 1, 1935 (thus affording ample time for exami- 
nation and preparation), unless the President shall by proclamation fix an earlier 
date, the Seouaticn shall insure as hereinafter provided the deposits of all 
member banks, and on and after such date and until July 1, 1937, of all non- 
member banks, which are class A stockholders of the Corporation. Notwith- 
standing any other provision of law, whenever any national bank which is a class 
A stockholder of the Corporation shall have been closed by action of its board of 
directors or by the Comptroller of the Currency, as the case may be, on account 
of inability to meet the demands of its depositors, the Comptroller of the Cur- 
rency shall appoint the Corporation receiver for such bank. As soon as possible 
thereafter the Corporation shall organize a new national bank to assume the 
insured deposit liabilities of such closed bank, to receive new deposits and other- 
wise to perform temporarily the functions provided for it in this paragraph. 
For the purposes of this subsection, the term ‘‘insured deposit liability”? shall 
mean with respect to the owner of any claim arising out of a deposit liability of 
such closed bank the following percentages of the net amount due to such owner 
by such closed bank on account of deposit liabilities: 100 per centum of such net 
amount not exceeding $10,000; and 75 per centum of the amount, if any, by 
which such net amount exceeds $10,000 but does not exceed $50,000; and 50 
per centum of the amount, if any, by which such net amount exceeds $50,000: 
Provided, That in determining the amount due to such owner for the purpose of 
fixing such percentage, there shall be added together all net amounts due to such 
owner in the same capacity or the same right, on account of deposits, regardless 
of whether such deposits be maintained in his name or in the names of others for 
his benefit. For the purposes of this subsection, the term ‘‘insured deposit lia- 
bilities”’ shall mean the aggregate amount of all such insured deposit liabilities of 
such closed bank. The Corporation shall determine as expeditiously as possible 
the net amounts due to depositors of the closed bank and shall make available 
to the new bank an amount equal to the insured deposit liabilities of such closed 
bank, whereupon such new bank shall assume the insured deposit liability of such 
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closed bank to each of its depositors, and the Corporation shall be subrogated to 
all rights against the closed bank of the owners of such deposits and shall be en- 
titled to receive the same dividends from the proceeds of the assets of such closed 
bank as would have been payable to each such depositor until such dividends 
shall equal the insured deposit liability to such depositor assumed by the new 
bank, whereupon all further dividends shall be payable to such depositor. Of 
the amount thus made available by the Corporation to the new bank, such por- 
tion shall be paid to it in cash as may be necessary to enable it to meet immediate 
cash demands and the remainder shall be credited to it on the books of the Cor- 
poration subject to withdrawal on demand and shall bear interest at the rate of 
3 per centum per annum until withdrawn. The new bank may, with the ap- 
proval of the Corporation, accept new deposits, which, together with all amounts 
made available to the new bank by the Corporation, shall be kept on hand in 
cash, invested in direct obligations of the United States, or deposited with the 
Corporation or with a Federal reserve bank. Such new bank shall maintain on 
deposit with the Federal reserve bank of its district the reserves required by law 
of member banks but shall not be required to subscribe for stock ot tne Federal 
reserve bank until its own capital stock has been subscribed and paid for in the 
manner hereinafter provided. The articles of association and organization cer- 
tificate of such new bank may be executed by such representatives of the Cor- 
poration as it may designate; the new bank shall not be required to have any 
directors at the time of its organization, but shall be managed by an executive 
officer to be designated by the Corporation; and no capital stock need be paid 
in by the Corporation; but in other respects such bank shall be organized in ac- 
cordance with the existing provisions of law relating to the organization of na- 
tional banks; and, until the requisite amount of capital stock for such bank has 
been subscribed and paid for in the manner hereinafter provided, such bank shall 
transact no business except that authorized by this subsection and such business 
as may be incidental to its organization. When in the judgment of the Corpora- 
tion it is desirable to do so, the Corporation shall offer capital stock of the new 
bank for sale on such terms and conditions as the Corporation shall deem advis- 
able, in an amount sufficient in the opinion of the Corporation to make possible 
the conduct of the business of the new bank on a sound basis, but in no event 
less than that required by section 5138 of the Revised Statutes, as amended 
(U. 8. C., title 12, sec. 51), for the organization of a national bank in the place 
where such new bank is located, giving the stockholders of the closed bank the 
first opportunity to purchase such stock. Upon proof that an adequate amount 
of capital stock of the new bank has been subscribed and paid for in cash by sub- 
scribers satisfactory to the Comptroller of the Currency, he shall issue to such 
bank a certificate of authority to commence business and thereafter it shall be 
managed by directors elected by its own shareholders and may exercise all of the 
powers granted by law to national banking associations. If an adequate amount 
of capital for such new bank is not subscribed and paid in, the Corporation may 
offer to transfer its business to any other banking institution in the same place 
which will take over its assets, assume its liabilities, and pay to the Corporation 
for such business such amount as the Corporation may deem adequate. Unless 
the capital stock of the new bank is sold or its assets acquired and its liabilities 
assumed by another banking institution, in the manner herein prescribed, within 
two years from the date of its organization, the Corporation shall place the new 
bank in voluntary liquidation and wind up its affairs. 'The Corporation shall 
open on its books a deposit insurance account and, as soon as possible after 
taking possession of any closed national bank, the Corporation shall make an 
estimate of the amount which will be available from all sources for application 
in satisfaction of the portion of the claims of depositors to which it has been 
subrogated and shall debit to such deposit insurance account the excess, if any, 
of the amount made available by the Corporation to the new bank for depositors 
over and above the amount of such estimate. It shall be the duty of the Cor- 
poration to realize upon the assets of such closed bank, having due regard to the 
condition of credit in the district in which such closed bank is located; to enforce 
the individual liability of the stockholders and directors thereof; and to wind up 
the affairs of such closed bank in conformity with the provisions of law relating 
to the liquidation of closed national banks, except as herein otherwise provided, 
retaining for its own account such portion of the amount realized from such 
liquidation as it shall be entitled to receive on account of its subrogation to the 
claims of depositors and paying to depositors and other creditors the amount 
available for distribution to them, after deducting therefrom their share of the 
costs of the liquidation of the closed bank. If the total amount realized by the 
Corporation on account of its subrogation to the claims of depositors be less than 
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the amount of the estimate hereinabove provided for, the deposit insurance ac. 
count shall be charged with the deficiency and, if the total amount so realized 
shall exceed the amount of such estimate, such account shall be credited with 
such excess. With respect to such closed national banks, the Corporation shall 
have all the rights, powers, and privileges now possessed by or hereafter given 
receivers of insolvent national banks and shall be subject to the obligations and 
penalties not inconsistent with the provisions of this paragraph to which such 
receivers are now or may hereafter become subject.} 

{ Whenever any State member bank which is a class A stockholder of the Cor- 
portation shall have been closed by action of its board of directors or by the 
appropriate State authority, as the case may be, on account of inability to meet the 
demands of its depositors the Corporation shall accept appointment as receiver 
thereof, if such appointment be tendered by the appropriate State authority and 
be authorized or permitted by State law. Thereupon the Corporation shall 
organize a new national bank, in accordance with the provisions of this subsec- 
tion, to assume the insured deposit liabilities of such closed State member bank, 
to receive new deposits and otherwise to perform temporarily the functions pro- 
vided for in this subsection. Upon satisfactory recognition of the right of the 
Corporation to receive dividends on the same basis as in the case of a closed 
national bank under this subsection, such recognition being recorded by State 
law, by allowance of claims by the appropriate State authority, by assignment of 
claims by depositors, or by any other effective method, the Corporation shall make 
available to such new national bank, in the manner prescribed by this subsection, 
an amount equal to the insured deposit liabilities of such closed State member 
bank, and the Corporation and such new national bank shall perform all of the 
functions and duties and shall have all the rights and privileges with respect to 
such State member bank and the depositors thereof which are prescribed by this 
subsection with respect to closed national banks holding class A stock in the 
Corporation: Provided, That the rights of depositors and other creditors of such 
State member bank shall be determined in accordance with the applicable pro- 
visions of State law: And provided further, That with respect to such State mem- 
ber bank, the Corporation shall possess the powers and privileges provided by 
State law with respect to a receiver of such State member bank, except insofar 
as the same are in conflict with the provisions of this subsection.] 

[Whenever any State member bank which is a class A stockholder of the 
Corporation shall have been closed by action of its board of directors or by the 
appropriate State authority, as the case may be, on account of inability to meet 
the demands of its depositors, and the applicable State law does not permit the 
appointment of the Corporation as receiver of such bank, the Corporation shall 
organize a new national bank, in accordance with the provisions of this subsection, 
to assume the insured deposit liabilities of such closed State member bank, to 
receive new deposits, and otherwise to perform temporarily the functions provided 
for in this subsection. Upon satisfactory recognition of the right of the Corpora- 
tion to receive dividends on the same basis as in the case of a closed national bank 
under this subsection, such recognition being accorded by State law, by allowance 
of claims by the appropriate State authority, by assignment of claims by de- 
positors, or by any other effective method, the Corporation shall make available 
to such new bank, in accordance with the provisions of this subsection, the amount 
of insured deposit liabilities as to which such recognition has been accor ed; and 
such new bank shall assume such insured deposit liabilities and shall in other 
respects comply with the provisions of this subsection respecting new banks 
organized to assume insured deposit liabilities of closed national banks. Inso- 
far as possible in view of the applicable provisions of State law, the Corporation 
shall proceed with respect to the receiver of such closed bank and with respect to 
the new bank organized to assume its insured deposit liabilities in the manner 
prescribed by this subsection with respect to closed national banks and new banks 
organized to assume their insured deposit liabilities; except that the Corporation 
shall have none of the powers, duties, or responsibilities of a receiver with respect 
‘to the winding up of the affairs of such closed State member bank. The Corpora- 
tion, in its discretion, however, may purchase and liquidate any or all of the assets 
of such bank.] 

[Whenever the net debit balance of the deposit insurance account of the 
Corporation shall equal or exceed one-fourth of 1 per centum of the total deposit 
liabilities of all class A stockholders as of the date of the last preceding call report, 
the Corporation shall levy upon such stockholders an assessment equal to one- 
fourth of 1 per centum of their total deposit liabilities and shall credit the amount 
collected from such assessment to such deposit insurance account. No bank 
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which is a holder of class A stock shall pay any dividends until all assessments 
levied upon it by the Corporation shall have been paid in full, and any director or 
officer of any such bank who participates in the declaration or payment of any 
such dividend may, upon conviction, be fined not more than $1,000, or imprisoned 
for not more than one year, or both.] 

{The term ‘‘receiver’’ as used in this section shall mean a receiver, liquidating 
agent, or conservator of a national bank, and a receiver, liquidating agent, con- 
servator, commission, person, or other agency charged by State law with the 
responsibility and the duty of winding up the affairs of an insolvent State 
member bank.J 

{For the purposes of this section only, the term ‘‘national bank”’ shall include 
all national banking associations and all banks, banking associations, trust 
companies, saving banks, and other banking institutions located in the District 
of Columbia which are members of the Federal Reserve System, and the term 
“State member bank”’ shall include all State banks, banking associations, trust 
companies, savings banks, and other banking institutions organized under the 
laws of any State, which are members of the Federal Reserve System.] 

[In any determination of the insured deposit liabilities of any closed bank or 
of the total deposit liabilities of any bank which is a holder of class A stock of the 
Corporation, or a member of the Fund provided for in subsection (y), for the 
purposes of this section, there shall be excluded the amounts of all deposits of 
such bank which are payable only at an office thereof located in a foreign country.} 

{The Corporation may make such rules, regulations, and contracts as it may 
deem necessary in order to carry out the provisions of this section.] 

(lt) (1) The Temporary Federal Deposit Insurance Fund and the Fund for Mu- 
tuals are hereby consolidated into the permanent insurance fund for deposits created 
by this section and the assets therein shall be held by the Corporation for the uses and 
purposes of the Corporation: Provided, That the obligations to and rights of the Cor- 
poration, depositors, banks, and other persons arising out of any event or transaction 
prior to the effective date shall remain unimpaired. From the effective date the Cor- 
poration shall insure the deposits of all insured banks as defined and provided in this 
section. The maximum amount of the insured deposit of any depositor shall be 
$5,000. The Corporation, in the discretion of the board of directors, may open on its 
books solely for the benefit of mutual savings banks and depositors therein a separate 
fund for mutuals. If such a fund is opened, all assessments of each mutual savings 
bank shall be made part of such fund and the other permanent insurance funds of the 
Corporation shall cease to be liable for losses sustained in mutual savings banks: 
Provided, That the capital assets of the Corporation shall be so liable and all expenses 
of operation of the Corporation shall be allocated on an equitable basis. 

(2) An insured bank shall, for the purposes of this section, be deemed to have been 
closed on account of inability to meet the demands of its depositors in any case where it 
has been closed for the purpose of liquidation without adequate provision for payment 
of its depositors. 

(3) Notwithstanding any other provision of law, whenever any insured national 
bank or insured District bank shall have been closed by action of its board of directors 
or the Comptroller of the Currency, as the case may be, on account of inability to meet 
the demands of its depositors, the Comptroller of the Currency shall appoint the 
Corporation receiver for such closed bank and no other person shall be appointed as 
receiver of such closed bank. 

(4) It shall be the duty of the Corporation as such receiver to realize upon the 
assets of such closed bank, having due regard to the condition of credit in the locality; 
to enforce the individual liability of the stockholders and directors thereof; and to 
wind up the affairs of such closed bank in conformity with the provisions of law 
relating to the liquidation of closed national banks, except as herein otherwise pro- 
vided, retaining for its own account such portion of the amount realized from such 
liquidation as it shall be entitled to receive on account of its subrogation to the claism 
of depositors and paying to depositors and other creditors the net amount available 
for distribution to them. With respect to such closed bank, the Corporation, as such 
receiver, shall have all the rights, powers, and privileges now possessed by or hereafter 
given a receiver of an insolvent national bank. 

(5) Whenever any insured State bank, except a District bank, shall have been 
closed by action of its board of directors or by the authority having supervision of such 
bank, as the case may be, on account of inability to meet the demands of its depositors, 
the Corporation shall accept appointment as receiver thercof, if such appointment be 
tendered by the authority having supervision of such bank and be authorized or per- 
mitted by State law. With respect to such insured State bank, the Corporation shall 
possess the power and privileges given by State law to a receiver of such State bank. 
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(6) When an insured bank shall have been closed on account of inability to meet 
the demands of its depositors, payment of the insured deposits shall be made by the 
Corporation as soon as possible, subject to the provisions of paragraph (7) of this 
subsection (1), either (a) by making available to cach depositor a transferred deposit 
in a new bank in the same community or in another insured bank in an amount 
equal to the insured deposit of such depositor and subject to withdrawal on demand, 
or (b) in accordance with any other procedure adopted by the board of directors: 
Provided, That the Corporation, in its discretion, may require proof of claims to 
be filed before paying the insured deposits, and that in any case where the Corporation 
is nol satisfied as to the validity of a claim for an insured deposit, it may requtre the 
final determination of a court of competent jurisdiclion before paying such claim. 

(7) In the case of a closed national bank or District bank the Corporation, upon 
payment of any depositor as provided in paragraph (6) of this subsection (Il), shall 
become and be subrogated to all rights of the depositor to the extent of such payment. 
In the case of any other closed insured bank, the Corporation shall not pay ms 
depositor until the right of the Corporation to be subrogated to the rights of suc 
depositor on the same basis as provided in the case of a closed national bank under 
this section shall have been recognized, by express provisions of State law, by allow- 
ance of claims by the authority having supervision of such bank, by assignment of 
claims by depositors, or by any other effective method. Such subrogation in the case 
of any closed bank shall include the right to receive the same dividends from the pro- 
ceeds of the assets of such closed bank and recoveries on account of stockholders’ 
liability as would have been payable to such depositor on a claim for the insured 
deposit, such depositor retaining his claim for any uninsured portion of his deposit: 
Provided, That the rights of depositors and other creditors of any State bank shall be 
determined in accordance with the applicable provisions of State law. 

(8) As soon as possible, the Corporation, if it finds that it is advisable and in the 
interest of the depositors of the closed bank or the public, shall organize a new bank 
to assume the insured deposits of such closed bank and otherwise to perform tempo- 
rarily the functions provided for in this section. The new bank shall have its place 
of business in the same community as the closed bank. 

(9) The articles of association and the organization certificate of the new bank 
shall be executed by representatives designated by the Corporation. Jo capital stock 
need be paid in by the Corporation. The new bank shall not have a board of directors, 
but shall be managed by an executive officer appointed by the board of directors of the 
Corporation and who shall be subject to its directions. In other respects such bank 
shall be organized in accordance with the existing provisions of the law relating to 
the organization of national banking associations. The new bank may, with the 
approval of the Corporation, accept new deposits which shall be subject to with- 
drawal on demand and which, except where the new bank is the only bank in the com- 
munity, shall not exceed $5,000 from any depositor. The new bank, without applica- 
tion or approval, shall be an insured bank and shall maintain on deposit with the 
Federal Reserve bank of its district the reserves required by law for member banks, 
but shall not be required to subscribe for stock of the Federal Reserve bank. Funds 
of the new bank shall be kept on hand in cash, invested in securities of the Government 
of the United States, or in securities guaranteed as to principal and interest by the 

overnment of the United States, or deposited with the Corporation, or with a Federal 
Reserve bank, or, to the extent of the insurance coverage thereon, with an insured bank. 
The new bank, unless otherwise authorized by the Comptroller of the Currency, shall 
transact no business except that authorized by this section and such business as may 
be incidental to its organization. Notwithstanding any other provision of law, it, its 
franchise, property, and income shall be exempt from all taxation now or hereafter 
imposed by the United States, by any Territory; dependency, or possession thereof, 
or by any State, county, municipality, or local taxing authority. 

(10) On the organization of a new bank, the Corporation shall promptly make 
available to the new bank an amount equal to the estimated insured deposit of such 
closed bank plus the amount of its estimated expenses of operation and shall determine 
as soon as possible the amount due each depositor for his insured deposit in the closed 
bank, and the total expenses of operation of the new bank. Upon determination 
thereof, the amounts so estimated and made available shall be adjusted to conform to 
the amounts so determined. Earnings of the new bank shall be paid over or credited 
to the Corporation in such adjustment. If any new bank, during the period it con- 
tinues its status as such, sustains any losses with respect to which it is not effectively 
protected except by reason of being an insured bank, the Corporation shall furnish to 
wt additional funds in the amount of such losses. The new bank shall assume as 
transferred deposits the payment of the insured deposits of such closed bank to each 
of its depositors. Of the amount so made available, the Corporation shall transfer to 
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the new bank, in cash, such amount as is necessary to enable it to meet expenses and 
immediate cash demands on such transferred deposits and the remainder shall be 
subject to withdrawal by the new bank on demand. 

(11) When in the judgment of the board of directors it is desirable to do so, the 
Corporation shall cause capital stock of the new bank to be offered for sale on such 
terms and conditions as the board of directors shall deem advisable, in an amount 
sufficient, in the opinion of the board of directors, to make possible the conduct of the 
business of the new bank on a sound basis, but in no event less than that required by 
section 5138 of the Revised Statutes, as amended (U. S. C., Supp. VII, title 12, 
sec. 51), for the organization of a national bank in the place where such new bank is 
located, giving the stockholders of the closed bank the first opportunity to purchase 
any shares of common stock so offered. Upon proof that an adequate amount of 
capital stock in the new bank has been subscribed and paid for in cash, the Comp- 
troller of the Currency shall require the articles of association and the organization 
certificate to be amended to conform to the requirements for the organization of a 
national bank, and thereafter, when the requirements of law with respect to the organ- 
ization of a national bank have been complied with, he shall issue to the bank a cer- 
tificate of authority to commence business, which shall thereupon cease to have the 
status of a new bank and shall be managed by directors elected by its own shareholders 
and may exercise all the powers granted by law and shall be subject to all of the provi- 
stons of law relating to national banks. Such bank shall thereafter be an insured 
national bank, without certification to or approval by the Corporation. 

(12) If the capital stock of the new bank shall not be offered for sale, or if an 
adequate amount of capital for such new bank is not subscribed and paid in, the board 
of direclors may offer to transfer ils business to any insured bank in the same com- 
munity which will take over its assets, assume its liabilities, and pay to the Corpora- 
tion for such business such amount as the board of directors may deem adequate; 
or the board of directors in iis discretion may change the location of the new bank 
to the office of the Corporation or to some other place or may at any time wind up its 
affairs as herein provided. Unless the capital stock of the new bank is sold or its 
assels acquired and its liabilities assumed by an insured bank, as provided above, 
within two years from the date of its organization, the Corporation shall wind up its 
affairs, after giving such notice, if any, as the Comptroller of the Currency may 
require, and shall certify to the Comptroller of the Currency the termination of the 
new bank and thenceforth the Corporation shall be liable for its obligations and be 
the owner of its assets. The provisions of sections 5220 and 5221 of the Revised 
Statutes (U.S. C., title 12, secs. 181 and 182) shall not apply to such new banks. 

(m) (1) The Corporation as receiver of a closed national bank or District bank 
shall not be required to furnish bond and shall have the right to appoint an agent or 
agents to assist it in ils duties as such receiver, and all fees, compensation, and 
expenses of liquidation and administration thereof shall be fixed by the Corporation, 
subject lo the approval of the Comptroller of the Currency, and may be paid by it out 
of funds coming into iis possession as such receiver. The Comptroller of the Currency 
is authorized and empowered to waive and relieve the Corporation from complying 
with any regulations of the Comptroiler of the Currency with respect to receiverships 
where in his discretion such action is deemed advisable to simplify administration. 

(2) Payment of an insured deposit to any person by the Corporation shall dis- 
charge the Corporation, and payment of a transferred deposit to any person by the new 
bank or the other insured bank shall discharge the Corporation and such new bank or 
other insured bank, to the same extent that payment to such person by the closed bank 
would have discharged it from liability for ihe insured deposit. 

(3) Except as otherwise prescribed by the board of directors, neither the Corporation, 
such new bank, nor such other insured bank, shall be required to recognize as the owner 
of any portion of a deposit appearing on the records of the closed bank under a name 
other than that of the claimant, any person whose name or interest as such owner 
is not disclosed on the records of such closed bank, or on its outstanding certificates or 
passbooks, as part owner of said account, where such recognition would increase the 
aggregaie amount of the insured deposits in such closed bank. 

(4) The Corporation may withhold payment of such portion of the insured deposit 
of any depositor in a closed bank as may be required to provide for the payment of 
any liability of such depositor as a stocxholder of the bank, or of any liability of such 
depositor to the bank or its receiver, not offset against a claim due from the bank, pend- 
ing the determination and payment of such liability by such depositor or any other 
person liable therefor. 

(5) If, after the Corporation shall have given at least three months’ notice to the 
depositor by mailing a copy thereof to his last known address appearing on the records 
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of the closed bank, any depositor ina closed bank shall fail to claim his insured deposit 
from the Pee ation within eighteen months after the appointment of the receiver for 
the closed bank, or shall fail to claim or arrange to continue the transferred deposit 
with the new bank or other bank assuming liability therefor within such eighteen 
months’ period, all rights of the depositor against the Corporation in respect to the 
insured deposit or against the new bank and such other bank in respect to the transferred 
deposit shall be barred, and all rights of the depositor against the closed bank, its share- 
holders or the receivership estate to which the Corporation may have become subrogated 
shall thereupon revert to the depositor. The amount of any transferred deposits not 
claimed within such eighteen months’ period, shall be refunded to the Corporation. 

(n) (1) Money of the Corporation not otherwise employed shall be invested 
in securities of the Government of the United States[,,] or in securities guaranteed 
as to principal and interest by the Government of the United States, except that for 
temporary periods, in the discretion of the board of directors, funds of the 
Corporation may be deposited in any Federal Reserve bank or with the Treasurer 
of the United States. When designated for that purpose by the Secretary of the 
Treasury, the Corporation shall be a depositary of public moneys, except receipts 
from customs, under such regulations as may be prescribed by the said Secre- 
tary, and may also be employed as a financial agent of the Government. It 
shall perform all such reasonable duties as depositary of public moneys and 
financial agent of the Government as may be required of it. 

[(m)] (2) Nothing [herein] in this section contained shall be construed to 
prevent the Corporation fr ym making loans to national banks closed by action 
of the Comptroller of the Currency, or by vote of their directors, or to State 
member banks closed by action of the appropriate State authorities, or by vote 
of their directors, or from entering into negotiations to secure the reopening of 
such banks. 

{(n)] (3) Receivers or liquidators of [member bankswhich are now or may 
hereafter become insolvent or suspended] insured banks closed on account of 
inability to meet the demands of depositors shall be entitled to offer assets of such 
banks for sale to the Corporation or as security for loans from the Corporation, 
upon receiving permission from the appropriate State authority in accordance 
with express provisions of State law in the case of [State member] insured State 
banks, or from the Comptroller of the Currency in the case of national banks or 
district banks. The proceeds of every such sale or loan shall be utilized for the 
same purposes and in the same manner as other funds realized from the liquidation 
of the assets of such banks. The Comptroller of the Currency may, in his discre- 
tion, pay dividends or proved claims at any time after the expiration of the 
period of advertisement made pursuant to section 5235 of the Revised Statutes 

(U. S. C., title 12, sec. 193), and no liability shall attach to the Comptroller of 
the Currer .ey or to the receiver of any national bank by reason of any such pay- 
ment for failure to pay dividends to a claimant whose claim is not proved at the 
time of any such payment. The Corporation, in its discretion, may make loans 
on the security of or may purchase and liquidate or sell any part of the assets of an 
insured bank which is now or may hereafter be closed on account of inability to meet 
the demands of its depositors. In any case where the Corporation is acting as re- 
ceiver of such insured bank such loan or purchase shall not be made without approval 
of a court of competent jurisdiction. 

(4) Until July 1, 1936, whenever in the judgment of the board of directors such 
action will reduce the risk or avert a threatened loss to the Corporation and will facili- 
tate a merger or consolidation, or facilitate the sale of the assets of an open or closed 
insured bank to and assumption of its liabilities by another insured bank, the Corpora- 
tion may, upon such terms and conditions as it may determine, make loans secured 
in whole or in part by assets of such open or closed insured bank, which loans may be 
in subordination to the rights of depositors and other creditors, or it may purchase such 
assets, or may guarantee any other insured bank against loss by reason of assuming 
the liabilities and purchasing the assets of such open or closed insured bank. Any 
insured national bank or District bank or, with the approval of the Comptroller of the 
Currency, any rec ay thereof is authorized to contract for such sales or loans and 
to ple ige any assets of the bank to secure such loans. 

(0) The Corpo ration is authorized and empowered to issue and to have out- 
standing at any one time in an amount aggregating not more than three times 
4 amount of its capital, its notes, debentures, bonds, or other such obligations, 
to be redeemable at the option of the Corporation before maturity in such manner 
as may be stipulated in such obligations, and to bear such rate or rates of interest, 
and to mature at such time or times as may be determined by the Corporation: 
Provided, That the Corporation may sell on a discount basis short-term obliga- 
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tions payable at maturity without interest. The notes, debentures, bonds, and 
other such obligations of the Corporation may be secured by assets of the Cor- 
poration in such manner as shall be prescribed by its board of directors. Such 
obligations may be offered for sale at such price or prices as the Corporation may 
determine. ] 

(0) (1) The Corporation is authorized and empowered to issue and to have out- 
slanding its notes, debentures, bonds, or other such obligations, in a par amount 
aggregating not more than three times the amount received by the Corporation in 
payment of its capital stock and of the first annual assessments. Notes, debentures, 
bonds, or other such obligations issued under this subsection shall be redeemable at 
the option of the Corporation before maturity in such manner as may be stipulated 
in such obligations, and shall bear such.rate or rates of interest, and shall mature at 
such time or times as may be determined by the Corporation: Provided, That the 
Corporation may sell on a discount basis short-term obligations payable at maturity 
without interest. The notes, debentures, bonds, and other such obligations of the 
Corporation may be secured by assets -of the Corporation in such manner as shall be 
prescribed by its board of directors. Such obligations may be offered for sale at such 
price or prices as the Corporation may determine. 

(2) Such of the obligations authorized to be issued under this subsection, as the 
Corporation, with the approval of the Secretary of the Treasury, may determine, shall 
be fully and unconditionally guaranteed, both as to interest and principal, by the 
United States and such guaranty shall be expressed on the face thereof. In the event 
that the Corporation shall be unable to pay upon demand, when due, principal of or 
interest on notes, debentures, bonds, or other such obligations issued by it and guaran- 
teed by the United States under this pargaraph, the Secretary of the Treasury shall pay 
the amount thereof, which is hereby authorized to be appropriated out of any money 
in the Treasury not otherwise approriated, and thereupon, to the extent of the amounts 
so paid, the Secretary of the Treasury shall succeed to all the rights of the holders of 
such notes, debentures, or other obligations. 7 

3) The Secretary of the Treasury, in his discretion, is authorized to purchase any 
obligations of the Corporation which are guaranteed by the United States under this 
subsection, and for such purpose the Secretary of the Treasury is authorized to use 
as a public-debt transaction the proceeds from the sale of any securities hereafter issued 
under the Second Liberty Bond Act, as amended, and the purposes for which securities 
may be issued under the Second Liberty Bond Act, as amended, are extended to include 
any purchases of the Corporation's obligations hereunder. The Secretary of the 
Treasury may, at any time, sell any of the obligations of the Corporation acquired 
by him under this subsection. All redemptions, purchases, and sales by the Secretary 
of the Treasury of the obligations of the Corporation shall be treated as public-debt 
transactions of the United States. 

(4) The Secretary of the Treasury, at the request of the Corporation, 1s authorized 
to market for the Corporation such of its notes, debentures, bonds, and other such 
obligations as are guaranteed by the United States under this subsection, using therefor 
all the facilities of the Treasury Department now authorized by law for the marketing 
of the obligations of the United States. The proceeds of the obligations of the Corpora- 
tion so marketed shall be deposited in the same manner as proceeds derived from the 
sale of the obligations of the United States, and the amount thereof shall be credited 
to the Corporation on the books of the Treasury. 

(s) Whoever, for the purpose of obtaining any loan from the Corporation, or 
any extension or renewal thereof, or the acceptance, release, or substitution of 
security therefor, or for the purpose of inducing the Corporation to purchase any 
assets, or for the purpose of obtaining the payment of any insured deposit or transferred 
deposit or the allowance, approval, or payment of any claim, or for the purpose of 
influencing in any way the action of the Corporation under this section, makes any 
statement, knowing it to be false, or willfully overvalues any security, shall be 
punished by a fine of not more than $5,000, or by imprisonment for not more than 
two years, or both. 

Lv] (v) (1) No individual, association, partnership, or corporation shall use the 
words ‘‘ Federal Deposit Insurance Corporation’’, or a combination of any three 
of these four words, as the name or a part thereof under which he or it shall do 
business. No individual, association, partnership, or corporation shall advertise 
or otherwise represent falsely by any device whatsoever that his or its deposit 
liabilities are insured or in anywise guaranteed by the Federal Deposit Insurance 
Corporation, or by the Government of the United States, or by any instrumen- 
tality thereof; and no [class A stockholder of the Federal Deposit Insurance Cor- 
poration ] insured bank shall advertise or otherwise represent falsely by any device 
whatsoever the extent to which or the manner in which its deposit liabilities are 
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insured by the Federal Deposit Insurance Corporation. Every individual, partner- 
ship, association, or corporation violating this subsection shall be punished by a 
fine of not exceeding $1,000, or by imprisonment not exceeding one year or both. 

[Every insured bank shall display at each place of business maintained by it a 
sign or signs to the effect that its deposits are insured by the Federal Deposit 
Insurance Corporation. The Corporation shall prescribe by regulation the form 
of such sign and the manner of its display. Such regulation may impose a maxi- 
mum penalty of $100 for each day an insured bank continues to violate any lawful 
provisions of said regulation. ] 

(2) Every insured bank shall display at each place of business maintained by it a 
sign or signs, and shall include in advertisements relating to deposits a statement to 
the effect that its deposits are insured by the Corporation. The board of directors shall 
prescribe by regulation the forms of such signs and the manner of display and the 
jJorms of such statements and the manner of use. For each day an insured bank 
continues to violate any provision of this paragraph or any lawful provision of said 
regulations, it may be subject to a penalty of $100, recoverable by the Corporation for 
ats use.”’ 

(3) No insured bank shall pay any dividends on its capital stock or interest on tts 
capital notes or debentures (if. such interest is required to be paid only out of net 
profits) while it remains in default in the payment of any assessment due to the 
Corporation: Provided, That if such default is due to a dispute between the insured 
bank and the Corporation over such assessment, this paragraph shall not apply, if 
such bank shall deposit security satisfactory to the Corporation for payment upon 
final determination of the issue. 

(4) Unless, in addition to compliance with other provisions of law, it shall have 
the prior written consent of the Corporation, no insurcd bank shall enter into any 
consolidation or merger with any noninsured bank, or assume liability to pay any 
deposits made in any noninsured bank, or transfer assets to any noninsurcd bank in 
consideration of the assumption of liability for any portion of the deposits made in 
such insured bank, and no insured State nonmember bank (except a District bank) 
without such consent shall reduce the amount or retire any part of its common or pre- 
Serred capital stock, or retire any part of its capital notes or debentures. 

(6) The Corporation may require any insured bank to provide protection and 
indemnity against burglary, defalcation, and other similar insurable losses. When- 
ever any insured bank refuses to comply with any such requirement, the Corporation 
may contract for such protection and indemnity and add the cost thereof to the assess- 
ment otherwise payable by such bank. 

(6) Whenever an insured bank, except a national bank or district bank, for a period 
of one hundred and twenty days after written notice of the recommendations of the 
Corporation, based on a report of examination of such bank by an examiner of the 
Corporation, shall fail to comply with such recommendations, the Corporation shall 
have the power, and is hereby authorized, to publish any part af such report of erami- 
nation in such manner as it may determine: Provided, That such notice of intention to 
make such publication shall be given at the time such recommendations are made, 
or at any time thereafter and at least ninety days before such publication. 

(7) The board of directors shall by regulation prohibit the payment of interest on 
demand deposits in insured nonmember banks and for such purpose may define the 
terms ‘‘demand deposits’’, provided such exceptions from said prohibition shall be 
made as are now or may hereafter be prescribed with respect to deposits payable on 
demand in member banks by section 19 of this Act, as amended, or by regulation of 
the Federal Reserve Board. From time to time the board of directors shall limit by 
regulation the rates of interest or dividends payable by insured nonmember banks on 
deposits other than demand deposits, provided such regulations shall be consistent 
with the contractual obligations of such banks to their depositors. For the purpose 
of fixing rates the board of directors may classify deposits according to maturities, 
conditions respecting receipt, withdrawal, or repayment, and may classify banks 
according to locations or kinds of banking business chiefly done as it may deem 
necessary in the public interest. It may prescribe different rates for different classes 
of deposits or different classes of banks, provided such different rates are reasonable 
when the bases for the classifications are considered. The board of directors by regu- 
lations shall define what constitutes savings deposits in an insured nonmember bank. 
Such regulations shall prohibit insured nonmember banks from paying deposits 
prior to maturity and from waiving any notice requirement with respect to withdrawal 
of deposits: Provided, That exceptions may be prescribed where by reason of special 
circumstances the prohibitions respecting withdrawal would cause unnecessary hard- 
ship to depositors and provided the prohibitions respecting withdrawal shall not apply 
to savings deposits. For each violation of any provision of tris paragraph or any 
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lawful provision of the Corporation’s regulations relating to paying interest or 
dividends on deposits or to withdrawal of deposits the offending bank shall be subject 
to a penalty of $100, recoverable by the Corporation for its use. 

L(y) The Corporation shall open on its books a temporary Federal deposit 
insurance fund (hereinafter referred to as the ‘‘fund’”’), which shall become opera- 
tive on January 1, 1934, unless the President shall by proclamation fix an earlier 
date, and it shall be the duty of the Corporation to insure deposits as hereinafter 
provided until July 1, 1935.] 

(Each member bank licensed before January 1, 1934, by the Secretary of the 
Treasury pursuant to the authority vested in him by the Executive order of the 
President issued March 10, 1933, shall, on or before January 1, 1934, become a 
member of the fund, each member bank so licensed after such date, and each 
State bank trust company or mutual savings bank (referred to in this subsection 
as ‘‘State bank’, which term shall also include all banking institutions located in 
the District of Columbia and the Territories of Hawaii and Alaska) which becomes 
a member of the Federal Reserve System on or after such date, shall, upon being 
so licensed or so admitted to membership, become a member of the fund, and 
any State bank which is not a member of the Federal Reserve System, with the 
approval of the authority having supervision of such State bank and certification 
to the Corporation by such authority that such State bank is in solvent condition, 
shall, after examination by, and with the approval of, the Corporation, be entitled 
to become a member of the fund and to the privileges of this subsection upon 
agreeing to comply with the requirements thereof and upon paying to the Corpo- 
ration an amount equal to the amount that would be required of it under this 
subsection if it were a member bank. The Corporation is authorized to prescribe 
rules and regulations for the further examination of such State bank, and to fix 
the compensation of examiners employed to make examinations of State banks.] 

(Each member of the fund shall file with the Corporation on or before the date 
of its admission a certified statement under oath showing, as of the fifteenth day 
of the month preceding the month in which it was so admitted, the number of 
its depositors and the total amount of its deposits which are eligible for insurance 
under this subsection, and shall pay to the Corporation an amount equal to one- 
half of 1 per centum of the total amount of the deposits so certified. One-half of 
such payment shall be paid in full at the time of the admission of such member 
to the fund, and the remainder of such payment shall be subject to call from time 
to time by the board of directors of the Corporation. Within a reasonable time 
fixed by the Corporation each such member shall file a similar statement showing, 
as of October 1, 1934, the number of its depositors and the total amount of its 
deposits which are eligible for such insurance and shall pay to the Corporation 
in the same manner an amount equal to one-half of 1 per centum of the increase, 
if any, in the total amount of such deposits since the date covered by the state- 
ment filed upon its admission to membership in the fund. ] 

[If at any time prior to July 1, 1935, the Corporation requires additional funds 
with which to meet its obligations under this subsection, each member of the fund 
shall be subject to one additional assessment only in an amount not exceeding 
the total amount theretofore paid to the Corporation by such member. ] 

(On and after July 1, 1934, the amount eligible for insurance under this sub- 
section for the purposes of the October 1, 1934, certified statement, any entrance 
assessment, and, if levied, the additional assessment, shall be the amounts not in 
excess of $5,000 of the deposits of each depositor. ] 

(Each mutual savings bank, unless it becomes subject to the provisions of the 
preceding paragraph in the manner hereinafter provided, shall be excepted from 
the operation of the preceding paragraph and for each such bank which is so 
excepted the amount eligible for insurance under this subsection for the purposes 
of the October 1, 1934, certified statement, any entrance assessment, and, if 
levied, the additional assessment, shall be the amounts not in excess of $2,500 
for the deposits of each depositor. In the event any mutual savings banks shall 
be closed on account of inability to meet its deposit liabilities the Corporation 
shall pay net more then $2,500 on account of the net approved claim of any oWner 
of deposits in such bank: Provided, however, That should any mutual savings 
bank make manifest to the Corporation its election to be subject to the provisions 
of the preceding paragraph the Corporation may, in the discretion of the board 
of directors, permit such bank to become so subject and the insurance of its 
deposits to continue on the same basis and to the same extent as that of fund 
members other than mutual savings banks.] 

{The Corporation, in the discretion of the board of directors, may open on its 
books solely for the benefit of mutual savings banks an additional temporary 
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Federal deposit insurance fund (hereinafter referred to as the ‘‘fund for mutuals”) 
which, if opened, shall become operative on or after July 1, 1934, but prior to 
August 1, 1934, and shall continue to July 1, 1935. If the fund for mutuals is 
opened on the books of the Corporation, each mutual savings bank which is or 
becomes entitled to the benefits of insurance during the period of its operation 
shall be a member thereof and shall not be a fund member. All assessments on 
each mutual savings bank, including payments heretofore made to the Corpora- 
tion less an equitable deduction for liabilities and expenses of the fund incurred 
prior to the opening of the fund for mutuals, if opened, shall be transferred or 
paid, as the case may be, to the fund for mutuals. All provisions of this section 
applicable to the and not inconsistent with this paragraph shall be applicable to 
the fund for mutuals if opened, except that as to any period the two are in opera- 
tion the fund shall not be subject to the liabilities of the fund for mutuals and the 
fund for mutuals shall not be subject to the liabilities of the fund. Each mutual 
savings bank admitted to the fund shall bear its equitable share of the liabilities 
of the fund for the period it is a member thereof, including expenses of operation 
and allowing for anticipated recoveries.] 

{if any member of the fund shall be closed on or before June 30, 1935, on 
account of inability to meet its deposit liabilities, the Corporation shall proceed 
in accordance with the provisions of subsection (1) of this section to pay the 
insured deposit liabilities of such member, except that the Corporation shall pay 
not more than $2,500 on account of the net approved claim of the owner of any 
deposit, if the member closed on or before June 30, 1934, and not more than 
$5,000 if closed on or after July 1, 1934. The provisions of such subsection (1) 
relating to State member banks shall be extended for the purposes of this sub- 
section to members of the fund which are not members-of the Federal Reserve 
System; and the provisions of such subsection (1) relating to the appointment 
of the Corporation as receiver shall be applicable to all members of the fund. 
The provisions of this subsection shall apply only to deposits of members of the 
fund which have been made available since March 10, 1933, for withdrawal in 
the usual course of the banking business.] 

[Before July 1, 1935, the Corporation shall make an estimate of the balance, 
if any, which will remain in the fund after providing for all liabilities of the 
fund, including expenses of operation thereof under this subsection and allowing 
for anticipated recoveries. The Corporation shall refund such estimated balance, 
on such basis as the Corporation shall find to be equitable, to the members of the 
fund otber than those which have been closed prior to July 1, 1935. The Cor- 
poration shall prescribe by regulations the manner of exercise of the right of 
nonmember banks to withdraw from membership in the fund on July 1, 1934, 
except that no bank shall be permitted to withdraw unless ten days prior thereto 
it has given written notice to the Corporation of its election so to do. Banks 
which withdrew from the fund on July 1, 1934, shall be entitled to a refund of 
their proportion to share of any estimated balance in tre fund on the same basis 
as if the fund had terminated on July 1, 1934.] 

[Each State bank which is a member of the fund, in order to obtain the 
benefits of this section after July 1, 1935, shall, on or before such date, subscribe 
and pay for the same amount of class A stock of the Corporation as it would 
be required to subscribe and pay for upon becoming a member bank, or if such 
State bank is not permitted by the laws under which it was organized to purchase 
such stock, it shall deposit with the Corporation an amount equal to the amount 
it would have been required to pay in on account of a subscription to such stock; 
and ote such State bank shall be entitled to such benefits until July 1, 
1937. 

(y) (1) For the purposes of this section, and notwithstanding any other provision 
thereof, any unincorporated bank which continues to be an insured bank without 
application or approval under the provisions of paragraph (1) of subsection (f) of this 
section shall be included in the term ‘‘ State bank”’ and ‘‘ State nonmember bank’’. 

(2) It is not the purpose of this section to discriminate, in any manner, against 
State nonmember, and in favor of, national or member banks; but the purpose is 
to provide all banks with the same opportunity to obtain and enjoy the benefits 
of this section. No bank shall be discriminated against because its capital stock 


is less thea the amount required for eligibility for admission into the Federal 
Reserve System. 
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AMENDMENTS Mape By Tite II or Tue Bit 1n Various SECTIONS 
OF THE FreperRAL Reserve Act, AS AMENDED 


Section 201 (a) of the bill amends section 4 of the Federal Reserve 
Act. 


Bee. 4° 


Class C directors shall be appointed by the Federal Reserve Board. They 
shall have been for at least two years residents of the [district] districts for which 
they are appointed, [one of whom shall be designated by said board as chairman 
of the board of directors of the Federal Reserve bank and as ‘‘ Federal Reserve 
agent.’’ He shall be a person of tested banking experience, and in addition to 
his duties as chairman of the board of directors of the Federal Reserve bank he 
shall be required to maintain, under regulations to be established by the Federal 
Reserve Board, a local office of said board on the premises of the Federal Reserve 
bank. He shall make regular reports to the Federal Reserve Board and shall 
act as its official representative for the performance of the functions conferred 
upon it by this Act. He shall receive an annual compensation to be fixed by the 
Federal Reserve Board and paid monthly by the Federal Reserve bank to which 
he is designated. ] except that this requirement shall not apply to the Governor and 
Vice Governor of the bank. Each class C director shall hold office for a term- of three 
years except that the Governor’s term as a class C director shall expire when he ceases 
to be Governor of the bank and, if the Vice Governor be designated as a class C director, 
his term as a class C director shall expire when he ceases to be Vice Governor. One 
of the directors of class C shall be appointed by the Federal Reserve Board as 
deputy chairman to exercise the powers of the chairman of the board when neces- 
sary. In [the] case of the absence of the chairman and deputy chairman, the 
third class C director shall preside at meetings of the Board. 

[Subject to the approval of the Federal’ Reserve Board the Federal Reserve 
agent shall appoint one or more assistants. Such assistants, who shall be per- 
sons of tested banking experience, shall assist the Federal Reserve agent in the 
performance of his duties and shall also have power to act in his name and stead 
during his absence or disability. The Federal Reserve Board shall require such 
bonds of the assistant Federal Reserve agents as it may deem necessary for the 
protection of the United States. Assistants to the Federal Reserve agent shall 
receive an annual compensation, to be fixed and paid in the same manner as that 
of the Federal Reserve agent.] 

Effective ninety days after the enactment of the Banking Act of 1935, the offices of 
Governor and chairman of the board of directors of each Federal Reserve bank shall 
be combined. The Governor shall be the chief executive officer of the bank and shall 
be appointed annually by the board of directors. His first appointment shall be 
subject to the approval of the Federal Reserve Board. He shall not take office until 
approved by the Federal Reserve Board and thereupon he shall become a class C 
director of the bank for the unexpired portion of the term held by his predecessor as 
chairman of the board of directors or, if such term was completed, then for the next 
regular term of three years. At the expiration of such term as a class C director, and 
of each term of three years thereafter, his continuance in office shall be subject to the 
approval of the Federal Reserve Board, and he shall cease to be Governor at the expira- 
tion of any such term unless his reappointment be approved by the Federal Reserve 
Board. Upon such approval he shall become a class C director for the ensuing 
term of three years. He shall be ex officio chairman of the board of directors and chair- 
man of the executive committee; and all other officers and employees of the bank shall 
be directly responsible to him. For each Federal Reserve bank there shall be appointed 
annually in the same manner as the Governor, a Vice Governor, who shall, in the 
absence or disability of the Governor or during a vacancy in the office of Governor, 
serve as the chief executive officer of the bank and act as chairman of the executive 
committee of the bank. His appointment and reappointment shall be subject to 
approval by the Federal Reserve Board in the same manner as that of the Governor. 
He may be appointed by the Federal Reserve Board as a class C director of the bank 
and, in such case, may be appointed as deputy chairman of the board of directors. 
Whenever a vacancy shall occur in the office of the Governor or Vice Governor of a 
Federal Reserve bank, it shall be filled in the manner provided for original appoint- 


ments; and the person so appointed shall hold office until the expiration of the term of 
his predecessor. 
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Effective ninety days after the enactment of the Banking Act of 1935, any Federal 
Reserve agent who shall not have been appointed Governor of the bank shall cease to 
be a class C director and chairman of the board of directors. All duties prescribed 
by law for the Federal Reserve agent shall be performed by the Governor of the bank or 
by such other person or persons as he shall designate. 

No member of the board of directors of a Federal Reserve bank, other than the 
Governor and Vice Governor, shall serve as a director for more than two consecutive 
terms of three years each, but nothing in this paragraph shall prevent the present 
incumbents from serving out the remainders of their present terms. 


Section 201 (b) of the bill amends the last paragraph of section 4 of 
the Federal Reserve Act. 


Bao. 4.4% + * 

* * * Thereafter [every] each director of [a Federal Reserve bank] class 
A and each director of class B chosen as hereinbefore provided shall hold office 
for a term of three years. * . 

Buc. 4. * * * 


Section 201 (c) amends the paragraph of such section 4 which 
commences ‘‘such board of directors shall be selected’’. 


Such board of directors shall be selected as hereinafter specified and shall 
consist of nine members, [holding office for three years, and] divided into three 
classes, designated as classes ‘“‘A’’, “‘B’’, and “‘C”’. 


Section 202 of the bill amends section 9 of the Federal Reserve Act, 
as amended, by inserting after the tenth paragraph thereof a new 
paragraph. 


Src. 9.* * * 

Upon application to the Federal Reserve Board by any nonmember bank which 
at the time of such application has been admitted to the benefits of insurance by the 
Federal Deposit Insurance Corporation under section 12B of this Act, the Federal 
Reserve Board, in its discretion, in order to facilitate the admission of such bank to 
membership in the Federal Reserve System, may waive in whole or in part the require- 
ments of this section relating to the admission of such bank to membership: Provided, 
That, if such bank is admitted with a capital less than that required for the organiza- 
tion of a national bank in the same place and its capital and surplus are not, in the 
judgment of the Federal Reserve Board, adequate in relation to its liabilities to deposi- 
tors and other creditors, the Federal Reserve Board may, in its discretion, require 
such bank to increase its capital and surplus to such amount as the Board may deem 
necessary within such period prescribed by the Board as in its judgment shall be 
reasonable in view of all the circumstances: Provided, however, That no such bank 
shall be required to increase its capital to an amount in excess of that required for the 
organization of a national bank in the same place. 


Section 203 (1) of the bill amends the first paragraph of section 10 
of the Federal Reserve Act. 


Sec. 10. * * * In selecting the six appointive members of the Federal Re- 
serve [Board, not] Board the President shall choose persons well qualified by edu- 
cation or experience or both to participate in the formulation of national economic 
and monetary policies. Not more than one of [whom] the appointive members 
shall be selected from any one Federal reserve district, except that this limitation 
shall not apply to the selection of the Governor. [the President shall have due re- 
gard to a fair representation of the financial, agricultural, industrial, and com- 
mercial interests, and geographical divisions of the country.] The six members of 
the Federal Reserve Board appointed by the President and confirmed as afore- 
said shall devote their entire time to the business of the Federal Reserve Board 
and shall each receive an annual salary of $12,000, payable monthly, together 
with actual necessary traveling expenses, and the Comptroller of the Currency, 
as ex officio member of the Federal Reserve Board, shall, in addition to the 
salary now paid him as Comptroller of the Currency, receive the sum of $7,000 
annually for his services as a member of said Board. Each appointive member of 
the Federal Reserve Board heretofore appointed may reitre from service upon reach- 
ing the age of seventy or at any time thereafter, and all members hereafter appointed 
shall retire upon reaching the age of seventy. Each member of the Board so retired 
from service who shall have served for as long as twelve years shall, during the re- 
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mainder of his life, receive an annual retirement pay in an amount equal to his 
annual salary at the time of retirement: Provided, That if he shall have served for 
as long as five years but less than twelve years, his annual retirement pay shall be at 
the rate of one-twelfth of such annual salary for each year served and for any fraction 
of an additional year of such service: Provided further, That any member whose 
term expires and who is not reappointed shall receive retirement pay upon the same 
basis as if he had been retired under the provisions of this paragraph, except that, if 
his term exptre before he reaches the age of sixty-five and he be offered and decline to 
accept reappointment, he shall not receive any retirement pay. The funds necessary 
for such rettrement pay shall be provided by the Federal Reserve banks in such manner 
as the Federal Reserve Board shall prescribe. Nothing in this section shall prevent 


the President from reappointing any member of the Federal Reserve Board h 
office on July 1, 1935. 


Section 203 (3) of the bill amends the second paragraph of section 
10 of the Federal Reserve Act. 


pee. 40. *  * 
a 


* * Upon the expiration of the term of any appointive member of the 
Federal Reserve Board in office when this paragraph as amended takes effect, the 
President shall fix the term of the successor to such member at not to exceed 
twelve years, as designated by the President at the time of nomination, but in 
such manner as to provide for the expiration of the term of not more than one 
appointive member in any two-year period, and thereafter each appointive 
member shall hold office for a term of twelve years from the expiration of the 
term of his predecessor. Of the six [persons thus appointed,] appointive mem- 
bers of the Board one shall be designated by the President as Governor and one as 
Vice Governor of the Federal Reserve Board, to serve as such until the further 
order of the President, and the provisions of the next preceding sentence of this para- 
graph shall not apply to the member designated as Governor. If the Governor’s 
designation as such be terminated, he may continue to serve as a member of the Board 
for the remainder of his term as such; but, if he resign within 90 days from the date 
of the termination of his designation as Gov ernor, he shall not be subject thereafter to 
any restriction of this section with respect to holding any office, position, or employ- 
ment in any member bank. ‘The Governor of the Federal Reserve Board, subject 
to its supervision, shall be its active executive officer. * * * Upon the ex- 
piration of their terms of office, members of the Federal Reserve Board shall continue to 
serve until their successors are appointed and have qualified. 


Section 204 (a) of the bill amends subsection (i) of section 11 of the 


Federal Reserve Act, by adding at the end thereof the following new 
paragraph: 


(i) * * * To require bonds of Federal Reserve agents, to make regulations 
for the safeguarding of all collateral, bonds, Federal reserve notes, money, or 
property of any kind deposited in the hands of such agents, and said board shall 
perform the duties, functions, or services specified in this Act, and make all rules 
and regulations necessary to enable said board effectively to perform the same. 
The Board may assign to designated members of the Board or officers or representatives 
of the Board, under rules and regulations prescribed by the Board, the performance 
of any of its duties, functions, or services; but any such assignment shali not include 
the determination of any national or system policy or any power to make rules and 
regulations or any power which under the terms of this Act 1s required to be exercised 
by a specified number of members of the Board. 


Section 204 (b) of the bill amends section 11 of the Federal Reserve 
Act by adding at the end thereof, the following new subsection: 


(0) It shall be the duty of the Federal Reserve Board to exercise such powers as it 
possesses in such manner as to promote conditions conducive to business stability and 
to mitigate by its influence unstabilizing fluctuations in the general level of production, 


trade, prices, and employment, so far as may be possible within the scope of monetary 
action and credit administration. 
. * * + * * * 


Section 205 of the bill, effective 90 days after its enactment, amends 
section 12A of the Federal Reserve Act. 
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Sec. 12A. [(a) There is hereby created a Federal Open Market Committee 
(hereinafter referred to as the ‘‘committee’’), which shall consist of as many 
members as there are Federal reserve districts. Each Federal reserve bank by its 
board of directors-shall annually select one member of said committee. The 
meetings of said committee shall be held at Washington, District of Columbia, at 
least four times each year, upon the call of the governor of the Federal Reserve 
Board or at the request of any three members of the committee, and, in the 
discretion of the Board, may be attended by the members of the Board. 

[(b) No Federal reserve bank shall engage in open-market operations under 
section 14 of this Act except in accordance with regulations adopted by the 
Federal Reserve Board. The Board shall consider, adopt, and transmit to the 
committee and to the several Federal reserve banks regulations relating to the 
open-market transactions of such banks and the relations of the Federal Reserve 
System with foreign central or other foreign banks. 

{(c) The time, character, and volume of all purchases and sales of paper 
described in section 14 of this Act’ as eligible for open-market operations shall be 
governed with a view to accommodating commerce and business and with regard 
to their bearing upon the general credit situation of the country. 

{[(d) If any Federal reserve bank shall decide not to participate in open- 
market operations recommended and approved as provided in paragraph (b) 
hereof, it shall file with the chairman of the committee within thirty days a notice 
of its decision, and transmit a copy thereof to the Federal Reserve Board.] 

(a) There is hereby created an Open Market Advisory Committee (hereinafter 
referred to as the ‘‘Committee’’), which shall consist of five representatives of the 
Federal Reserve banks. The members of the Committee and an alternate to serve in 
the absence of each of them shall be elected annually by the governors of the twelve 
Federal Reserve banks in accordance with procedure prescribed by regulations of the 
Federal Reserve Board. Vacancies shall be filled in the same manner. The terms 
of the members of the Committee shall expire at the end of each calendar year, and a 
person elected to fill a vacancy shall serve for the remainder of the term of his prede- 
cessor. The Committee shall elect its own chairman. Meetings of the Committee 
shall be held from time to time upon the call of the chairman or upon the call of the 
Governor of the Federal Reserve Board. Meetings shall be called whenever requested 
by a majority of members of the Committee or by a majority of the members of the 
Federal Reserve Board. 

(b) The Committee shall consult and advise with, and make recommendations to, 
the Federal Reserve Board from‘time to time with regard to the open-market policy 
of the Federal Reserve System. The Committee shall also aid in the execution of 
open-market policies adopted from time to time by the Federal Reserve Board and 
shall perform such other duties relating thereto as the Federal Reserve Board may 
prescribe. The Federal Reserve Board shall consult the Committee before making 
any changes on its own initiative in the open-market policy, in the rates of interest 
or discount to be charged by the Federal Reserve banks, or in the reserve balances 
required to be maintained by member banks. 

(c) After consulting with and considering the recommendations of the Com- 
mittee, the Federal Reserve Board, from time to time, shall prescribe the open- 
market policy of the Federal Reserve System. Each Federal Reserve bank shall 
purchase or sell obligations of the United States, bankers’ acceptances, bills of 
exchange, and other obligations of the kinds and maturities made eligible for 
purchase under the provisions of section 14 of this Act to such extent and in such 
manner as may be required by the Federal Reserve Board in order to effectuate 
the open-market policies adopted by the Board from time to time under the 
provisions of this section and each Federal Reserve bank shall cooperate fully, 
in every way, in making such policies effective. 

(d) All transactions of Federal Reserve banks under authority of section 14 
of this Act shall be subject to such regulations, limitations, and restrictions as the 
Federal Reserve Board may prescribe. 


Section 206 of the bill adds a new paragraph at the end of section 13 
of the Federal Reserve Act. 


pac: ta. * 

Notwithstanding any other provision of law, upon the endorsement of any member 
bank, which shall be deemed a waiver of demand, notice and protest as to its own 
endorsement exclusively, and subject to such regulations as to maturities and other 
matters as the Federal Reserve Board may prescribe, any Federal Reserve bank may 
discount any commercial, agricultural, or industrial paper and may make advances 
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to any such member bank on its promissory notes secured by any sound assets of 
such member bank. 


Section 207 of the bill amends section 14 (b) of the Federal Reserve 
Act. 


Sno; 14, oso 
Every Federal Reserve bank shall have power: 
* * * * « * * 


(b) To buy and sell, at home or abroad, bonds and notes of the United States, 
bonds of the Federal Farm Mortgage Corporation having maturities from date 
of purchase of not exceeding six months (Act January 31, 1934), bonds issued 
under the provisions of subsection (c) of section 4 of the Home Owners’ Loan Act 
of 1933, as amended, and having maturities from date of purchase of not exceeding 
six months (Act April 27, 1934), and bills, notes, revenue bonds, and warrants 
with a maturity from date of purchase of not exceeding six months, issued in 
anticipation of the collection of taxes or in anticipation of the receipt of assured 
revenues by any State, county, district, political subdivision, or municipality in 
the continental United States, including irrigation, drainage, and reclamation 
districts, such purchases to be made in accordance with rules and regulations 
prescribed by the Federal Reserve Board: Provided, That any bonds, notes, or 
other obligations which are direct obligations of the United States or which are fully 


guaranteed by the United States as to principal and interest may be bought and sold 
without regard to maturities; 


Section 208 (1) of the bill amends section 16 of the Federal Reserve 
Act. 


[Sec. 16. Federal Reserve notes, to be issued at the discretion of the Federal 
Reserve Board for the purpose of making advances to Federal Reserve banks 
through the Federal Reserve agents as hereinafter set forth and for no other 
yurpose, are hereby authorized. The said notes shall be obligations of the 
United States and shall be receivable by all national and member banks and 
Federal reserve banks and for all taxes, customs, and other public dues. They 
shall be redeemed in lawful money on demand at the Treasury Department of the 
United States, in the city of Washington, District of Columbia, or at any Federal 
Reserve bank.] 

Sec. 16. Each Federal Reserve bank may issue Federal Reserve notes, which shall 
be obligations of the United States, secured by a first and paramount lien on all of 
the assets of such bank. Federal Reserve notes shall be issued by Federal Reserve 
banks and retired under such rules and regulations as the Federal Reserve Board may 
prescribe and shall be legal tender for all purposes. 

{Any Federal Reserve bank may make application to the local Federal Reserve 
agent for such amount of the Federal Reserve notes hereinbefore provided for as 
it may require. Such application shall be a¢companied with a tender to the 
local Federal Reserve agent of collateral in amount equal to the sum of the 
Federal Reserve notes thus applied for and issued pursuant to such application. 
The collateral security thus offered shall be notes, drafts, bills of exchange, or 
acceptances acquired under the provisions of section 13 of this Act, or bills of 
exchange indorsed by a member bank of any Federal Reserve district and pur- 
chased under the provisions of section 14 of this Act, or bankers’ acceptances pur- 
chased under the provisions of said section 14, or gold certificates: Provided, 
however, That until March 3, 1935, or until the expiration of such additional 
period not exceeding two years as the President may prescribe, the Federal 
Reserve Board may, should it deem it in the public interest, upon the affirmative 
vote of not less than a majority of its members, authorize the Federal Reserve 
banks to offer, and the Federal agents to accept, as such collateral security, 
direct obligations of the United States. On such date or upon the expiration 
of such period so prescribed by the President, or sooner should the Federal Re- 
serve Board so decide, such authorization shall terminate and such obligations 
of the United States be retired as security for Federal Reserve notes. In no 
event shall such collateral security be less than the amount of Federal Reserve 
notes applied for. The Federal Reserve agent shall each day notify the Federal 
Reserve Board of all issues and withdrawals of Federal Reserve notes to and by 
the Federal Reserve bank to which he is accredited. The said Federal Reserve 
Board may at any time call upon a Federal Reserve bank for additional security 
to nrotect the Federal Reserve notes issued to it.] 
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Every Federal Reserve bank shall maintain reserves in [gold certificates of] 
lawful money (other than Federal Reserve notes or Federal Reserve bank notes) 
of not less than 35 per centum against its deposits and reserves in gold certificates 
of not less than 40 per centum against its Federal Reserve notes in actual circula- 
tion: [Provided, however, That when the Federal Reserve agent holds gold 
certificates as collateral for Federal Reserve notes issued to the bank such gold 
certificates shall be counted as part of the reserve which such bank is required to 
maintain against its Federal Reserve notes in actual circulation. Notes so paid 
out shall bear upon their faces a distinctive letter and serial number which shall 
be assigned by the Federal Reserve Board to each Federal Reserve bank.] Each 
Federal Reserve note shall bear upon its face a distinctive letter, which shall be assigned 
by the Federal Reserve Board to each Federal Reserve bank, and also a serial number. 
{Whenever Federal Reserve notes issued through one Federal Reserve bank shall 
be received by another Federal Reserve bank, they shall be promptly returned for 
credit or redemption to the Federal Reserve bank through which they were 
originally issued or, upon direction of such Federal Reserve bank, they shall be 
forwarded direct to the Treasurer of the United States to be retired. No Federal 
Reserve bank shall pay out notes issued through another under penalty of a tax 
of ten per centum upon the face value of notes so paid out. otes presented 
for redemption at the Treasury of the United States shall be paid out of the 
redemption fund and returned to the Federal Reserve banks through which they 
were originally issued, and thereupon such Federal Reserve bank shall, upon 
demand of the Secretary of the Treasury, reimburse such redemption fund in 
lawful money or, if such Federal Reserve notes have been redeemed by the Treas- 
urer in gold certificates, then such funds shall be reimbursed to the extent deemed 
necessary by the Secretary of the Treasury in gold certificates, and such Federal 
Reserve bank shall, so long as any of its Federal Reserve notes remain outstanding, 
maintain with the Treasurer in gold certificates an amount sufficient in the 
judgment of the Secretary to provide for all redemptions to be made by the Treas- 
urer. Federal Reserve notes received by the Treasurer otherwise than for 
redemption may be exchanged for gold certificates out of the redemption fund 
hereinafter provided and returned to the reserve bank through which they were 
originally issued, or they may be returned to such bank for the credit of the United 
States. Federal Reserve notes unfit for circulation shall be returned by the 
Federal Reserve agents to the Comptroller of the Currency for cancellation and 
destruction.'] 

[The Federal Reserve Board shall require each Federal Reserve bank to 
maintain on deposit in the Treasury of the United States a sum in gold certificates 
sufficient in the judgment of the Secretary of the Treasury for the redemption 
of the Federal Reserve notes issued to such bank, but in no event less than five 
per centum of the total amount of notes issued less the amount of gold certificates 
held by the Federal Reserve agent as collateral security, but such deposit of gold 
certificates shall be counted and included as part of the forty per centum reserve 
hereinbefore required. The Board shall have the right, acting through the 
Federal Reserve agent, to grant in whole or in part, or to reject entirely the 
application of any Federal Reserve bank for Federal Reserve notes, but to the 
extent that such application may be granted the Federal Reserve Board shall, 
through its local Federal Reserve agent, supply Federal Reserve notes to the 
banks so applying, and such bank shall be charged with the amount of notes 
issued to it and shall pay such rate of interest as may be established by the 
Federal Reserve Board on only that amount of such notes which equals the total 
amount of its outstanding Federal Reserve notes less the amount of gold cer- 
tificates held by the Federal Reserve agent as collateral security. Federal Re- 
serve notes issued to any such bank shall, upon delivery, together with such 
notes of such Federal Reserve bank as may be issued under section eighteen of 
this Act upon security of United States two per centum Government bonds, 
become a first and paramount lien on all the assets of such bank.] 

[Any Federal Reserve bank may at any time reduce its liability for outstand- 
ing Federal Reserve notes by depositing with the Federal Reserve agent its 
Federal Reserve notes, gold certificates, or lawful money of the United States. 
Federal Reserve notes so deposited shall not be reissued, except upon compliance 
with the conditions of an original issue. ] 

{The Federal Reserve agent shall hold such gold certificates, or lawful money 
available exclusively for exchange for the outstanding Federal Reserve notes 


when offered by the Reserve bank of which he is a director. Upon the request of 


1 Similar provision added at end of section. 
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the Secretary of the Treasury the Federal Reserve Board shall require the Federal 

Reserve agent to transmit to the Treasurer of the United States so much of the 
gold certificates held by him as collateral security for Federal Reserve notes as 
may be required for the exclusive purpose of the redemption of such Federal 
Reserve notes, but such gold certificates when deposited with the Treasurer 
shall be counted and considered as if collateral security on deposit with the 
Federal Reserve agent. ] 

[Any Federal reserve bank may at its discretion withdraw collateral deposited 
with the local Federal reserve agent for the protection of its Federal reserve notes 
issued to it and shall at the same time substitute therefor other collateral of equal 
amount with the approval of the Federal reserve agent under regulations to be 
prescribed by the Federal Reserve Board. Any Federal reserve bank may retire 
any of its Federal reserve notes by depositing them with the Federal reserve agent 
or with the Treasurer of the United States, and such Federal reserve bank shall 
thereupon be entitled to receive back the collateral deposited with the Federal 
reserve agent for the security of such notes. Federal reserve banks shall not 
be required to maintain the reserve or the redemption fund heretofore provided 
for against Federal reserve notes which have been retired. Federal reserve 
notes so deposited shall not be reissued except upon compliance with the condi- 
tions of an original issue.] 

(All Federal reserve notes and all gold certificates and lawful money issued to 
or deposited with any Federal reserve agent under the provisions of the Federal 
Reserve Act shall hereafter be held for such agent, under such rules and regulations 
as the Federal Reserve Board may prescribe, in the joint custody of himself and 
the Federal reserve bank to which he is accredited. Such agent and such Federal 
reserve bank shall be jointly liable for the safe-keeping of such Federal reserve 
notes, gold certificates, and lawful money. Nothing herein contained, however, 
shall be construed to prohibit a Federal reserve agent from depositing gold cer- 
tificates with the Federal Reserve Board, to be held by such Board subject to 
his order, or with the Treasurer of the United States for the purposes authorized 
by law. 

: vee received by the Treasurer of the United States from a source other than a 
Federal Reserve bank, Federal Reserve notes unfit for further use shall be canceled 
and retired; and, upon receipt of advice of such cancelation and retirements, the 
issuing Federal Reserve bank shall reimburse the Treasurer of the United States for 
the notes so canceled and retired. When received by a Federal Reserve bank, Federal 
Reserve notes unfit for further use shall be canceled and forwarded to the Treasurer of 
the United States for retirement; and, if issued by another Federal Reserve bank, 
such issuing bank shall reimburse the Federal Reserve bank which canceled such 
notes and forwarded them to the Treasurer of the United States. 

In order to furnish suitable notes for circulation as Federal Reserve notes, the 
Comptroller of the Currency shall [under the direction of the Secretary of the 
Treasury,] cause plates and dies to be engraved in the best manner to guard 
against [counterfeits] counterfeiting and fraudulent alterations, and shall have 
printed therefrom and numbered such quantities of such notes of the denomina- 
tions of $5, $10, $20, $50, $100, $500, $1,000, $5,000, and $10,000 as may be 
required to supply the Federal Reserve banks. Such notes shall be in form and 
tenor as directed by the Secretary of the Treasury [under the provisions of this 
Act] and shall bear the distinctive [numbers] letters of the several Federal 
Reserve banks through which they are issued. When such notes have been pre- 
pared, they shall be [deposited] held in the Treasury [, or in the subtreasury 
or mint of the United States nearest the place of business of each Federal Reserve 
bank and shall be held for the use of such bank] subject to the order of the Comp- 
troller of the Currency for [their] delivery [, as provided by this Act.] to the 
Federal Reserve banks. Federal Reserve notes unfit for circulation shall be returned 
to the Comptroller of the Currency for cancelation and destruction. 


* * * * * * * 


Section 208 (2) of the bill amends the sixteenth paragraph of section 
16 of the Federal Reserve Act. 


The Secretary of the Treasury is hereby authorized and directed to receive 
deposits of gold or of gold certificates with the Treasurer [or any assistant treas- 
urer ] of the United States when tendered by any Federal reserve bank [or Federal 
reserve agent ] for credit to its [or his] account with the Federal Reserve Board. 
The Secretary shall prescribe by regulation the form of receipt to be issued by 
the Treasurer [or assistant treasurer] to the Federal reserve bank [or Federal 
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reserve agent J making the deposit, and a duplicate of such receipt shall be deliverd 
to the Federal reserve Board [by the Treasurer at Washington upon proper 
advices from any assistant treasurer that such deposit has been made]. Deposits 
so made shall be held subject to the orders of the Federal Reserve Board-and shall 
be payable in gold certificates on the order of the Federal Reserve Board to and 
Federal reserve bank [or Federal reserve agent at the Treasury or at the Subtreas- 
ury of the United States nearest the place of business of such Federal reserve bank 
or such Federal reserve agent]. The order used by the Federal Reserve Board in 
making such payments shall be signed by the governor or vice governor, or such 
other officers or members as the Board may by regulation prescribe. ‘The form of 
such order shall be approved by the Secretary of the Treasury. 


Section 209 of the bill amends the sixth paragraph of section 19 of 
the Federal Reserve Act. 


Notwithstanding the [foregoing] other provisions of this section, the Federal 
Reserve Board, [upon the affirmative vote of not less than five of its members 
and with the approval of the President, may declare that an emergency exists 
by reason of credit expansion, and may by regulation during such emergency 
increase or decrease from time to time, in its discretion, the reserve balances 
required to be maintained against either demand or time deposits] in order to 
prevent injurious credit expansion or contraction, may by regulation change the 
requirements as to reserves to be maintained against demand or time deposits or both 
by member banks in reserve and central reserve cittes or by member banks not in 
reserve or central reserve cities or by all member banks. 


Section 210 of the bill amends the first paragraph of section 24 of 
the Federal Reserve Act. 


(Sec. 24. Any national banking association may make loans secured by first 
lien upon improved real estate, including improved farm land, situated within its 
Federal reserve district or within a radius of one hundred miles of the place in 
which such bank is located, irrespective of district lines. A loan secured by real 
estate within the meaning of this section shall be in the form of an obligation or 
obligations secured by mortgage, trust deed, or other such instrument upon 
real estate when the entire amount of such obligation or obligations is made or 
is sold to such association. The amount of any such loan shall not exceed 50 
per centum of the actual value of the real estate offered for security, but no such 
loan upon such security shall be made for a longer term than five years: Pro- 
vided, That in the case of loans secured by real estate which are insured under the 
provisions of title If of the National Housing Act, such restrictions as to the 
amount of the loan in relation to the actual value of the real estate and as to the 
five-year limit on the terms of such loans shall not apply. Any such bank may 
make such loans in an aggregate sum including in such aggregate any such loans 
on which it is liable as indorser or guarantor or otherwise equal to 25 per centum 
of the amount of the capital stock of such association actually paid in and unim- 
paired and 25 per centum of its unimpaired surplus fund, or to one-half of its 
savings deposits, at the election of the association, subject to the general limita- 
tion contained in section 5200 of the Revised Statutes of the United States. 
Such banks may continue hereafter as heretofore to receive time and savings 
deposits and to pay interest on the same, but the rate of interest which such 
banks may pay upon such time deposits or upon savings or other deposits shall 
not exceed the maximum rate authorized by Jaw to be paid upon such deposits 
by State banks or trust companies organized under the laws of the State wherein 
such national banking association is located.] 

Sec. 24. Subject to such regulations as the Federal Reserve Board may prescribe, 
any national banking association may make real-estate loans secured by first liens 
upon improved real estate, including improving farm land and improved business 
and residential properties. The amount of any such loan hereafter made shall not 
exceed 60 per centum of the appraised value of the real estate; but this limitation shall 
not prevent the renewal or extension of loans heretofore made and shall not apply to 
real-estate loans which are insured under the provisions of Title II of the National 
Housing Act. No bank shall make such loans in an aggregate sum in excess of the 
amount of the capital stock of such association paid in and unimpaired plus its 
unimpatred surplus fund, or in excess of 60 per centum of the amount of its time and 
savings deposits, whichever is the greater. The Federal Reserve Board is authorized 
to prescribe from time to time regulations defining the term ‘‘real-estate loans’’ and 
other terms used in this section and regulating and limiting the making of real-estate 
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loans by member banks, with a view of preventing an unreasonably large proportion 
of each bank’s assets from being invested in real estate and real-estate loans, preventing 
such loans from exceeding a reasonable percentage of the appraised value of the real 
estate in view of the circumstances existing at the time and otherwise requiring the 
banks to conform to sound practices in making real-estate loans. 


AMENDMENTS MADE By THE BiLu In VARIOUS PROVISIONS OF THE 
Bankinc Laws 


Section 301 of the bill amends section 2 (c) of the Banking Act of 
1933. 


Sec. 2. As used in this Act and in any provision of law amended by this Act— 
* * * * * * * 

(c) The term “holding company affiliate” shall include any corporation, 
business trust, association, or other similar organization— 

(1) Which owns or controls, directly or indirectly, either a majority of the 
shares of capital stock of a member bank or more than 50 per centum of the num- 
ber of shares voted for the election of directors of any one bank at the preceding 
election, or controls in any manner the election of a majority of the directors of 
any one bank; or 

(2) For the benefit of whose shareholders or members all or substantially all 
the capital stock of a member bank is held by trustees. 

Notwithstanding the foregoing, the term ‘‘holding company affiliate” shall not in- 
clude (except for the purposes of section 23A of the Federal Reserve Act, as amended) 
any corporation all of the stock of which is owned by the United States of America or 
any organization which, in the judgment of the Federal Reserve Board, is not engaged, 
directly or indirectly, as a business in holding the stock of, or managing or controlling, 
banks, banking associations, savings banks, or trust companies. 


Section 302 of the bill amends the first paragraph of section 20 of 
the Banking Act of 1933. 


Sec. 20. After one year from the date of the enactment of this Act, no member 
bank shall be affiliated in any manner described in section 2 (b) hereof with any 
corporation, association, business trust, or other similar organization engaged 
principally in the issue, flotation, underwriting, public sale, or distribution at 
wholesale or retail or through syndicate participation of stocks, bonds, deben- 
tures, notes, or other securities: Provided, That nothing in this paragraph shall 
apply to any such organization which shall have been placed in formal liquidation 


and which shall transact no business except such as may be incidental to the liquida- 
tion of its affairs. 


Section 303 (a) of the bill amends section 21 (a) (1) of the Banking 
Act of 1933. 


Sec. 21. (a) After the expiration of one year after the date of enactment of 
this Act it shall be unlawful— 

(1) For any person, firm, corporation, association, business trust, or other 
similar organization, engaged in the business of issuing, underwriting, selling, or 
distributing, at wholesale or retail, or through syndicate participation, stocks, 
bonds, debentures, notes, or other securities, to engage at the same time to any 
extent whatever in the business of receiving deposits subject to check or to repay- 
ment upon presentation of a passbook certificate of deposit, or other evidence of 
debt, or upon request of the depositor: Provided, That the provisions of this para 
graph shall not prohibit national banks or State banks or trust companies (whether or 
not members of the Federal Reserve System) or other financial institutions or private 
bankers from dealing in, underwriting, purchasing, and selling investment securities 
to the extent permitied to national banking associations by the provisions of section 
5136 of the Revised Statutes, as amended CU. S. C., title 12, sec. 24; Supp. VII, title 
12, sec. 24): Provided further, That nothing in this paragraph shall be construed as 
affecting in any way such right as any bank, banking association, savings bank, trust 
company, or other banking institution, may otherwise possess to sell, without recourse 
or agreement to repurchase, obligations evidencing loans on real estate. 
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Section 303 (b) of the bill repeals section 21 (a) (2) of the Banking 
Act of 1933. 


Src. 21 (a) After the expiration of one year after the date of enactment of this 
Act it shall be unlawful— 


* * * * * * * 


[(2) For any person, firm, corporation, association, business trust, or other 
similar organization, other than a financial institution or private banker subject 
to examination and regulation under State or Federal law, to engage to any 
extent whatever in the business of receiving deposits subject to check or to repay- 
ment upon presentation of a passbook, certificate of deposit, or other evidence of 
debt, or upon request of the depositor, unless such person, firm, corporation, 
association, business trust, or other similar organization shall submit to periodic 
examination by the Comptroller of the Currency or by the Federal reserve bank 
of the district and shall make and publish periodic reports of its condition, exhibit- 
ing in detail its resources and liabilities, such examination and reports to be made 
and published at the same times and in the same manner and with like effect and 
penalties as are now provided by law in respect of nationai banking associations 
transacting business in the same locality.] 


Section 304 of the bill amends section 22 of the Banking Act of 
1933. 


Sec. 22. The additional liability imposed upon shareholders in national bank- 
ing associations by the provisions of section 5151 of the Revised Statutes, as 
amended, and section 23 of the Federal Reserve Act, as amended (U. S. C., 
title 12, secs. 63 and 64), shall not apply with respect to shares in any such associ- 
ation issued after the date of enactment of this Act. Such additional liability 
shall cease on July 1, 1937, with respect to all shares issued by any association which 
shall be transacting the business of banking on July 1, 1937: Provided, That not less 
than siz months prior to such date, such association shall have caused notice of such 
prospective termination of liability to be published in a newspaper published in the 
city, town, or. county in which such association ts located, and if no newspaper is 
published in such city, town, or county, then in a newspaper of general circulation 
therein. If the association fail to give such notice as and when above provided, a 
termination of such additional liability may thereafter be accomplished as of the date 
siz months subsequent to publication, in the manner above provided. 


Section 305 of the bill amends section 4 of the act approved June 
16,.1934, entitled ‘“‘An act to amend section 12B of the Federal 
Reserve Act so as to extend for one year the temporary plan for deposit 
insurance, and for other purposes.” 


Src. 4. So much of section 31 of the Banking Act of 1933, as amended, as 
relates to stock ownership by directors, trustees, or members of similar governing 
bodies of [member banks] any national banking association or of any State bank 
or trust company which is a member of the Federal Reserve System, is hereby 
repealed. 


Section 306 of the bill, effective January 1, 1936, amends section 
32 of the Banking Act of 1933. 


[Sec. 32. From and after January 1, 1934, no officer or director of any member 
bank shall be an officer, director, or manager of any corporation, partnership, 
or unincorporated association engaged primarily in the business of purchasing, 
selling, or negotiating securities, and no member bank shall perform the functions 
of a correspondent bank on behalf of any such individual, partnership, corporation, 
or unincorporated association and no such individual, partnership, corporation, 
or unincorporated association shall perform the functions of a correspondent for 
any member bank or hold on deposit any funds on behalf of any member bank, 
unless in any such case there is a permit therefor issued by the Federal Reserve 
Board; and the Board is authorized to issue such permit if in its judgment it is 
not incompatible with the public interest, and to revoke any such permit whenever 
it finds after reasonable notice and opportunity to be heard, that the public interest 
requires such revocation. ] 

Sec. 32. No officer, director, or employee of any corporation or unincorporated 
association, no partner or employee of any partnership, and no individual, primarily 
engaged in the issue, flotation, underwriting, public sale, or distribution, at wholesale 
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or retail, or through syndicate participation, of stocks, bonds, or other similar securi- 
ties, shall serve at the same time as an officer, direcior, or employee of any member 
bank except in limited classes of cases in which the Federal Reserve Board may allow 
such service by general regulations when in the judgment of the Federal Reserve 
Board it would not unduly influence the investment policies of such member bank 
or the advice it gives its customers regarding investments. 


Section 307 (a) of the bill amends the second sentence of paragraph 
“‘Seventh”’ of section 5136 of the Revised Statutes, as amended. 


Sec, 5136. * * * 

Seventh. * * * 

The business of dealing in [investments] securities and stock by the association 
shall be limited to purchasing and selling such securities and stock without recourse, 
solely upon the order, and for the account of, customers, and in no case for its 
own account, and the association shall not underwrite any issue of securities or 
stock: Provided, That the association may purchase for its own account invest- 
ment securities under such limitations and restrictions as the Comptroller of the 
Currency may by regulation prescribe [, but in]. Jn no event [(1)] shall the 
total amount of [any issue of] the investment securities of any one obligor or 
maker [, purchased after this section, as amended, takes effect and] held by 
the association for its own account, exceed at any time 10 per centum of [the 
total amount of such issue outstanding, but this limitation shall not apply to 
any such issue the total amount of which does not exceed $100,000 and does not 
exceed 50 per centum of the capital of the association, nor (2) shall the total 
amount of the investment securities of any one obligor or maker purchased after 
this section as amended takes effect and held by the association for its own 
account exceed at any time 15 per centum of the amount of the capital stock of 
the association actually paid in and unimpaired and 25 per centum of its unim- 
paired surplus fund.] tts capital stock actually paid in and unimpaired and 10 
per centum of its unimpaired surplus fund, except that this limitation shall not 


require any association to dispose of any securities lawfully held by it on the date of 
enactment of the Banking Act of 1938.” 


Section 307 (b) of the bill amends the fourth sentence of such 
paragraph seventh: 


Except as hereinafter provided or otherwise permitted by law, nothing herein 
contained shall authorize the purchase by the association for its own account of 
any shares of stock of any corporation. 


Section 308 of the bill amends section 5138 of the Revised Statutes, 
as amended, by adding a sentence at the end thereof. 


Section 51388 * * *. No such association shall hereafter be authorized to com- 
mence the business of banking until it shall have a paid-in surplus equal to 20 per 
centum of its capital: Provided, That the Compiroller of the Currency may waive this 
requirement as to a State bank converting into a national banking association. 


Section 309 of the bill amends the last paragraph of section 5139 
of the Revised Statutes, as amended. 


After [one year from] the date of the enactment of the Banking Act of [1933] 
1935 no certificate [representing] evidencing the stock of any such association 
shall bear any statement purporting to represent the stock of any other corporation, 
except a member bank or a corporation existing on [the] such date [this para- 
graph takes effect] engaged [solely] primarily in holding the bank premises of 
such association, nor shall the ownership, sale, or transfer of any certificate 
representing the stock of any such association be conditioned in any manner 
whatsoever upon the ownership, sale, or transfer of a certificate representing the 
stock of any other corporation, except a member bank [.] or a corporation existing 
on the date this paragraph takes effect engaged primarily in holding the bank premises 
of such association: Provided, That this section shall not operate to prevent the owner- 
ship, sale, or transfer of stock of any other corporation being conditioned upon the 


ownership, sale, or transfer of a certificate representing stock of a national banking 
association. 
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Section 310 (a) of the bill amends the first sentence of section 5144 
of the Revised Statutes, as amended. 


Src. 5144. In all elections of directors, each shareholder shall have the right 
to vote the number of shares owned by him for as many persons as there are 
directors to be elected, or to cumulate such shares and give one candidate as many 
votes as the number of directors multiplied by the number of his shares shall 
equal, or to distribute them on the same principle among as many candidates as 
he shall think fit; and in deciding all other questions at meetings of shareholders, 
each shareholder shall be entitled to one vote on each share of stock held by him 
[except (1) that shares of its own stock held by a national bank as sole trustee 
shall not be voted, and shares of its own stock held by a national bank and one or 
more persons as trustees may be voted by such other person or persons, as trustees, 
in the same manner as if he or they were the sole trustee, and (2) shares controlled 
by any holding company affiliate of a national bank shall not be voted unless such 
holding company affiliate shall have first obtained a voting permit as hereinafter 
provided, which permit is in force at the time such shares are voted. Share- 
holders may vote by proxies duly authorized in writing; but no officer, clerk, 
teller, or bookkeeper of such bank shall act as proxy; and no shareholder whose 
liability is past due and unpaid shal! be allowed to vote.] except that (1) this 
shall not be construed as limiting the voting rights of holders of preferred stock under 
the terms and provisions of articles of association, or amendments thereto, adopted 
pursuant to the provisions of section 302 (a) of the Emergency Banking Act of March 
9, 1933, as amended, (2) in the election of directors, shares of its own stock held by 
a national bank as sole trustee, whether registered in its own name as such trustee or 
in the name of its nominee, shall not be voted by the registered owner unless under the 
terms of the trust the manner in which such shares shall be voted may be determined by 
a donor or beneficiary of the trust and unless such donor or beneficiary actually directs 
how such shares shall be voted, (3) shares of its own stock held by a national bank and 
one or more persons as trustees may be voted by such other person or persons, as 
trustees, in the same manner as if he or they were the sole trustee, and (4) shares 
controlled by any holding company affiliate of a national bank shall not be voted unless 
such holding comapny affiliate shall have first obtained a voting permit as hereinafter 
provided, which permit is in force at the time such shares are voted, but such holding 
company affiliate may, without obtaining such permit, vote in favor of placing the 
association in voluntary liquidation or taking any other action pertaining to the 
voluntary liquidation of such association. Shareholders may vote by proxies duly 
authorized in writing; but no officer, clerk, teller, or bookkeeper of such bank shall act 
as proxy; and no shareholder whose liability is past due and unpaid shall be allowed 
to vote. Whenever shares of stock cannot be voted by reason of being held by the bank 
as sole trustee, such shares shall be excluded in determining whether matters voted 
upon by the shareholders were adopted by the requisite percentage of shares.” 


Section 310 (c) of the bill amends the first sentence of the third 
paragraph of section 5144 of the Revised Statutes, as amended. 


Sec. 5144 * * * Any such holding company affiliate may make application 
to the Federal Reserve Board for a voting permit entitling it to [cast one vote 
at all elections of directors and in deciding all questions at meetings of share- 
holders of such bank on each share of] vote the stock controlled by it at any or all 
meetings of shareholders of such bank or authorizing the trustee or trustees holding 
the stock for its benefit or for the benefit of its shareholders so to vote the 
same. 


Section 311 of the bill adds a ne w paragraph to section 5154 of the 
Revised Statutes. 


Sec. 5154. Any bank incorporated by special Iaw of any State or of the United 
States or organized under the general laws of any State or of the United States 
and having an unimpaired capital sufficient to entitle it to become a national 
banking association under the provisions of the existing laws may, by the tote 
of the shareholders owning not less than fifty-one per centum of the capital stock 
of such bank or banking association, with the approval of the Comptroller of the 
Currency be converted into a national banking association, with any name 
approved by the Comptroller of the Currency: Provided, however, That said 
conversion shall not be in contravention of the State law. In such case the 
articles of association and organization certificate may be executed by a majority 
of the directors of the bank or banking institution, and the certificate shall 
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declare that the owners of fifty-one per centum of the capital stock have authorized 
the directors to make such certificate and to change or convert the bank or bank- 
ing institution into a national association. A majority of the directors, after 
executing the articles of association and the organization certificate, shall have 
power to execute all other papers and to do whatever may be required to make its 
organization perfect and complete as a national association. The shares of any 
such bank may continue to be for the same amount each as they were before the 
conversion, and the directors may continue to be directors of the association until 
others are elected or appointed in accordance with the provisions of the statutes 
of the United States. When the Comptroller has given to such bank or banking 
association a certificate that the provisions of this Act have been complied with, 
such bank or banking association, and all its stockholders, officers, and employees, 
shall have the same powers and privileges, and shall be subject to the same 
duties, liabilities, and regulations, in all respects, as shall have been prescribed 
by the Federal Reserve Act and by the national banking act for associations 
originally organized as national banking associations. 

The Comptroller of the Currency may, in his discretion and subject to such condt- 
tions as he may prescribe, permit such converting bank to retain and carry at a value 
determined by the Comptroller such of the assets of such converting bank as do not 


conform to the legal requiremenis relative to assets acquired and held by national 
banking associations. 


Section 312 of the bill amends section 5162 of the Revised Statutes. 


Sec. 5162. All transfers of United States bonds, made by any association 
under the provisions of this title, shall be made to the Treasurer of the United 
States in trust for the association, with a memorandum written or printed on each 
bond, and signed by the cashier, or some other officer of the association making 
the deposit. A receipt shall be given to the association, by the Comptroller of the 
Currency, or by a clerk appointed by him for that purpose, stating that the bond 
is held in trust for the association on whose behalf the transfer is made, and as 
security for the redemption and payment of any circulating notes that have been 
or may be delivered to such association. No assignment or transfer of any such 
bond by the Treasurer shall be deemed valid unless countersigned by the Comp- 
troller of the Currency. 

The Comptroller of the Currency may designate one or more persons to countersign 


in his name and on his behalf such assignments or transfers of bonds as require his 
countersignature. 


Section 313 of the bili amends section 5197 of the Revised Statutes 
by inserting a new sentence after the second sentence thereof. 


Sec. 5197. Any association may take, reccive, reserve, and charge on any lean 
or discount made, or upon any notes, bills of exchange, or other evidences of 
debt, interest at the rate allowed by the laws of the State, Territory, or District 
where the bank is located, or at a rate of 1 per centum in excess of the discount 
rate on ninety-day commercial paper in effect at the Federal Reserve bank in 
the Federal Reserve district where the bank is located, whichever may be the 
greater, and no more, except that where, by the laws of any State, a different 
rate is limited for banks organized under State laws, the rate so limited shall be 
allowed for associations organized or existing in any such State under this title. 
When no rate is fixed by the laws of the State, or Territory, or District, the bank 
may take, receive, reserve, or charge a rate not exceeding 7 per centum, or 1 per 
centum in excess of the discount rate on ninety-day commercial paper in effect 
at the Federal Reserve bank in the Federal Reserve district where the bank is 
located, whichever may be the greater, and such interest may be taken in advance, 
reckoning the days for which the note, bill, pr other evidence of debt has to run. 
The maximum amount of interest or discount to be charged at a branch of an associa- 
tion located outside of the States of the United States and the District of Columbia 
shall be at the rate allowed by the laws of the country, territory, dependency, province, 
dominion, insular possession, or other political subdwision where the branch is located. 
And the purchase, discount, or sale of a bona fide bill of exchange, payable at 
another place than the place of such purchase, discount, or sale, at not more than 
the current rate of exchange for sight drafts in addition to the interest, shall not 
be considered as taking or receiving a greater rate of interest. 


Section 314 of the bill amends section 5199 of the Revised Statutes. 


Sec. 5199. The directors of any association may, semiannually, declare a divi- 
dend of so much of the net profits of the association as they shall judge expedient; 
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but cach association shall, before the declaration of a dividend on tts shares of 
common stock, carry not less than one-tenth part of its net profits of the preceding 
half year to its surplus fund until the same shall [amount to 20 per centum of its 
capital stock] equal the amount of its common capital. 


Section 315 of the bill amends section 5209 of the Revised Statutes. 


Sec. 5209. Any officer, director, agent, or employee of any Federal reserve 
bank, or of any member bank as defined in the Act of December twenty-third, 
nineteen hundred and thirteen, known as the Federal Reserve Act or of any insured 
bank as defined in subsection (c) of section 12B of the Federal Reserve Act, who 
embezzles, abstracts, or willfully misapplies any of the moneys, funds, or credits 
of such Federal Reserve bank or member bank or insured bank, or who, without 
authority from the directors of such Federal Reserve bank or member bank 
or insured bank, issues or puts in circulation any of the notes of such Federal 
Reserve bank or member bank or insured bank, or who, without such authority, 
issues or puts forth any certificate of deposit, draws any order or bill of exchange, 
makes any acceptance, assigns any note, bond, draft, bill of exchange, mortgage, 
judgment, or decree, or who makes any false entry in any book, report, or state- 
ment of such Federal Reserve bank or member bank or insured bank, with intent 
in any case to injure or defraud such Federal Reserve bank or member bank or 
insured bank, or any other company, body politic or corporate, or any individual 
person, or to deceive any officer of such Federal Reserve bank or member bank 
or insured bank, or the Comptroller of the Currency, or the Federal Deposit Insur- 
ance Corporation, or any agent or examiner appointed to examine the affairs of 
such Federal Reserve bank or member bank or insured bank, or the Federal 
Reserve Board; and every receiver of a national banking association who. with 
like intent to defraud or injure, embezzles, abstracts, purloins, or willfully 
misapplies any of the moneys, funds, or assets of his trust, and every person who, 
with like intent, aids or abets any officer, director, agent, employee, or receiver 
in any violation of this section shall be deemed guilty of a misdemeanor, and upon 
conviction thereof in any district court of the United States shall be fined not 
more than $5,000 or shall be imprisoned for not more than five years, or both, 
in the discretion of the court. 

Anv Federal Reserve Agent, or any agent or employee of such Federal Reserve 
Agent, or of the Federal Reserve Board, who embezzles, abstracts, or willfully mis- 
applies any moneys, funds, or securities intrusted to his care, or without complying 
with or in violation of the provisions of the Federal Reserve Act, issues or puts in 
circulation any Federal Reserve notes shall be guilty of a misdemeanor and upon 
conviction in any district court of the United States shall be fined not more than 
$5,000 or imprisoned for not more than five years, or both, in the discretion of 
the court. 


Section 316 of the bill amends section 5220 of the Revised Statutes. 


Sec. 5220. Any association may go into liquidation and be closed by the vote 
of its shareholders owning two-thirds of its stock. 

The shareholders shall designate one or more persons to act as liquidating agent 
or committee, who shall conduct the liquidation in accordance with law and under the 
supervision of the board of directors, who shall require a suitable bond to be given by 
said agent or committee. The liquidating agent or committee shall render annual 
reports to the Comptroller of the Currency on the 31st day of December of each year 
showing the progress of said liquidation until the same is completed. The liquidating 
agent or committee shall also make an annual report to a meeting of the shareholders 
to be held on the date fixed in the articles of association for the annual meeting, at 
which meeting the shareholders may, if they see fit, by a vole representing a majority 
of the entire stock of the bank, remove the liquidating agent or commiltee and appoint 
one or more others in place thereof. A special meeting of the shareholders may be 
called at any time in the same manner as if the bank continued an active bank and 
at said meeting the shareholders may, by vote of the majority of the slock, remove the 
liquidating agent or committee. The Comptroller of the Currency is authorized to 
have an examination made at any lime into the affairs of the liquidating bank until 
the claims of all creditors have been satisfied, and the expense of making such examina- 
tions shall be assessed against such bank in the same manner as in the case of exam- 
inations made pursuant to section 5240 of the Revised Statutes, as amended (U.S. C., 
litle 12, secs. 484, 485: Supp. VII, title 12, secs. 481-483). 


Section 317 of the bill amends section 5243 of the Revised Statutes. 


Sec. 5243. [All banks not organized and transacting business under the na- 
tional currency laws, or under chapter 2, and all persons or corporations doing 
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the business of bankers, brokers, or savings institutions, except savings banks 
authorized by Congress to use the word “national” as a part of their corporate 
name, are prohibited from using the word ‘‘national” as a portion of the name 
or title of such bank, corporation, firm, or partnership, ] The use of the word ‘‘na- 
tional’’, the word ‘‘Federal’’, or the words ‘‘ United States”, separately, in any 
combination thereof, or in combination with other words or syllables, as part of the 
name or title used by any person, corporation, firm, partnership, business trust, 
association or other business entity, doing the business of bankers, brokers, or trust or 
savings institutions is prohibited except where such institution is organized under 
the laws of the United States, or is otherwise permitted by the laws of the United 
States to use such name or title, or is lawfully using such name or title on the date 
when this section, as amended, takes effect, [and any violation of this prohibition 
shall subject the party chargeable therewith to a penalty of $50 for each day 
during which it is committed or repeated.] 


Section 318 (a) of the bill amends the last three sentences of sec- 
tion 5 of the Federal Reserve Act. 


When a member bank reduces its capital stock OR SURPLUS it shall surrender 
a proportionate amount of its holdings in the capital STOCK of said Federal 
Reserve bank[[, and when a member bank voluntarily liquidates it shall surrender 
all of its holdings of the capital stock of said Federal reserve bank and be released 
from its stock subscription not previously called]. Any member bank which 
holds capital stock of a Federal Reserve bank in excess of the amount required on the 
basis of 6 per centum of its paid-up capital stock and surplus shall surrender such 
excess stock. When a member bank voluntarily liquidates it shall surrender all of 
its holdings of the capital stock of said Federal Reserve bank and be released from its 
stock subscription not previously called. In [either] any such case the shares 
surrendered shall be canceled and the member bank shall receive in payment 
therefor, under regulations to be prescribed by the Federal Reserve Board, a 
sum equal to its cash-paid subscriptions on the shares surrendered and one-half 
of one per centum a month from the period of the last dividend, not to exceed 


the book value thereof, less any liability of such member bank to the Federal 
Reserve bank. 


Section 318 (b) repeals the last paragraph of section 6 of the 
Federal Reserve Act. 


[Whenever the capital stock of a Federal Reserve bank is reduced either on 
account of a reduction in capital stock of any member bank or of the liquidation 
or insolvency of such bank or on account of the appointment of a receiver for a 
national bank following discontinuance of its banking operations as provided in 
this section, the board of directors shall cause to be executed a certificate to the 
Comptroller of the Currency showing such reduction of capital stock and the 
amount repaid to such bank.] 


Section 319 of the bill amends the fifth paragraph of section 9 
of the Federal Reserve Act. 
Sec.9 * * * 


All banks admitted to membership under authority of this section shall be 
required to comply with the reserve and capital requirements of this act and to 
conform to those provisions of law imposed on national banks which prohibit 
such banks from lending on or purchasing their own stock, which relate to the 
withdrawal or impairment of their capital stock, and which relates to the payment 
of unearned dividends. Such banks and the officers, agents, and employes 
thereof shall also be subject to the provisions of and to the penalties prescribed 
by section fifty-two hundred and nine of the Revised Statutes, and shall be re- 
quired to make reports of condition and of the payment of dividends to the Federal 
Reserve bank of which they become 2 member. Not less than three of such reports 
shall be made annually on call of the Federal Reserve bank on dates to be fixed 
by the Federal Reserve Board. Failure to make such reports within ten days after 
the date they are called for shall subject the offending bank to a penalty of $100 
a day for each day that it fails to transmit such report; such penalty to be collected 
by the Federal Reserve bank by suit or otherwise. Such reports of condition shall 
be in such form and shall contain such information as the Federal Reserve Board may 
require and shall be published by the reporting banks in such manner and in accor- 
dance with such regulations as the said board may prescribe. 
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Section 320 (a) of the bill amends the first sentenee of paragraph 
(m) of section 11 of the Federal Reserve Act. 


Sec. 11. (m) Upon the affirmative vote of not less than six of its members 
the Federal Reserve Board shall have the power to fix from time to time for each 
Federal Reserve district the percentage of individual bank capital and surplus, 
which may be represented by loans secured by stock or bond collateral made by 
member banks within such district, but no such loan shall be made by any 
such bank to any person in an amount in excess of 10 per centum of the unim- 
paired capital and surplus of such bank [.] : Provided, That with respect to loans 
represented by obligations in the form of notes secured by not less than a like amount 
of bonds or notes of the United States issued since April 24, 1917, or certificates of 
andebtedness of the United States, or Treasury bills af the United States, such limi- 
tation of 10 per centum an loans to any person shall not apply, but State member 
banks shall be subject to the same limitations and conditions as are applicable in 
the case of national banks under paragraph (8) of section 5200 of the Revised Statutes, 
as amended (U. S. C., Supp. VII, title 12, sec. 84). 


Section 320 (b) of the bill amends paragraph (8) of section 5200 
of the Revised Statutes. 


(8) Obligations of any person, copartnership, association, or corporation in 
the form of notes secured by not less than a like amount of bonds or notes of the 
United States issued since April 24, 1917, or certificates of indebtedness of the 
United States, or Treasury bills of the United States, shall (except to the extent 
permitted by rules and regulations prescribed by the Comptroller of the Cur- 
rency, with the approval of the Secretary of the Treasury) be subject under 
this section to a limitation of 15 per centum of such capital and surplus in addition 
to such 10 per centum of such capital and surplus. 


Section 321 of the bill amends the:third paragraph of section 13 of 
the Federal Reserve Act. 

sac. ig. * +? 

In unusual and exigent circumstances, the Federal Reserve Board, by the 
affirmative vote of not less than five members, may authorize any Federal Reserve 
bank, during such periods as the said board may determine, at rates established 
in accordance with the provisions of section 14, subdivision (d), of this Act, to dis- 
count for any individual, partnership, or corporation, notes, drafts, and bills of 
exchange of the kinds and maturities made eligible for discount for member banks 
under other provisions of this Act when such notes, drafts, and bills of exchange 
are indorsed [and] or otherwise secured to the satisfaction of the Federal Reserve 
bank: Provided, That before discounting any such note, draft, or bill of exchange 
for an individual or a partnership or corporation the Federal Reserve bank shall 
obtain evidence ‘that such individual, partnership, or corporation is unable to 
secure adequate credit accommodations from other banking institutions. All 
such discounts for individuals, partnerships, or corporations shall be subject to 
such limitations, restrictions, and regulations as the Federal Reserve Board may 
prescribe. 

* * * * * * « 


Section 322 of the bill amends subsection (e) of section 13b of the 
Federal Reserve Act. 


Sec. 13b (e). In order to enable the Federal Reserve banks to make the loans, 
discounts, advances, purchases, and commitments provided for in this section, the 
Secretary of the Treasury [upon the date this section takes effect] on and after 
June 19, 1934, is authorized, under such rules and regulations as he shall prescribe, 
to pay to each Federal Reserve bank not to exceed such portion of the sum of 
$139,299,557 as may be represented hy [the par value of the holdings of each 
Iederal Reserve bank of Federal Deposit Insurance Corporation stock] the 
amount paid by each Federal Reserve bank for stock of the Federal Deposit Insurance 
Corporation, upon the execution by each Federal Reserve bank of its agreement 
(to be endorsed on the certificate of such stock) to hold such stock unencumbered 
and to pay to the United States all dividends, all payments on liquidation, and all} 
other proceeds of such stock, for which dividends, payments, and proceeds the 
United States shall be secured by such stock itself up to the total amount 
paid to each Federal Reserve bank by the Secretary of the Treasury under this 
secuon. * * © 
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Section 323 (a) amends the first paragraph of section 19 of the 
Federal Reserve Act. 


[Sec. 19. Demand deposits within the meaning of this Act shall comprise all 
deposits payable within thirty days, and time deposits shall comprise all deposits 
payable after thirty days, all savings accounts and certificates of deposit which 
are subject to not less than thirty days’ notice before payment, and all postal 
savings deposits. ] 

Sec. 19. The Federal Reserve Board is authorized, for the purposes of this section, 
to define the terms ‘demand deposits’’, ‘‘gross demand deposits’, “‘deposits payable 
on demand’, “time deposits’’, ‘savings deposits’, and “‘trust funds’’, to determine 
what shall be deemed to be a payment of interest, and to prescribe such rules and 
regulations as it may deem necessary to effectuate the purposes of this section and 
prevent evasions thereof: Provided, That, within the meaning of the provisions of 
this section regarding the reserves required of member banks, the term “‘iime deposits” 
shall include ‘‘savings deposits’’. 


Section 323 (b) amends the tenth paragraph of section 19 of the 
Federal Reserve Act. 


In estimating the Reserve balances [required by this Act, the net difference 
of amounts due to and from other banks shall be taken as the basis for ascertain- 
ing the deposits against which required balances with Federal reserve banks shall 
be determined.] Member banks may deduct from the amount of their gross demand 
deposits the amounts of balances due from other banks (except Federal Reserve banks 
and foreign banks), and cash ilems in process of collection payable immediately 


upon presentation in the United States, within the meaning of these terms as defined 
by the Federal Reserve Board. 


Section 323 (c) amends the last two paragraphs of section 19 of the 
Federal Reserve Act. 


No member bank shall, directly or indirectly[,] by any device whatsoever, 
pay any interest on any deposit which is payable on demand: Provided, That 
nothing herein contained shall be construed as prohibiting the payment of interest 
in aceordance with the terms of any certificate of deposit or other contract 
Cheretofore] entered into in good faith which is in force on the date [of the 
enactment of this paragraph] on which the bank becomes subject to the provisions 
of this paragraph; but no such certificate of deposit or other contract shall be 
renewed or extended unless it shall be modified to conform to this paragraph, 
and every member bank shall take such action as may be necessary to conform to 
this paragraph as soon as possible consistently with its contractual obligations: 
Provided[, however,] further, That this paragraph shall not apply (1) to any 
deposit of such bank which is payable only at an office thereof located [in a 
foreign country,] outside of the States of the United States and the District of 
Columbia; [and shall not apply] (2) to any deposit made by a mutual savings 
bank[, nor}; (3) to any deposit of public funds made by or on behalf of any 
State, county, school district, or other subdivision or municipality, [with respect 
to which payment of interest] or to any deposit of trust funds if the payment of 
interest with respect to such deposit of public funds or of trust funds is required 
[under] by State law[.]; or (4) to any deposit of funds by the United States, any 
Territory, District, or possession thereof (including the Philippine Islands) or any 
public instrumentality or agency of the foregoing, with respect to which interest is 
required by law to be paid. 

The Federal Reserve Board shall from time to time limit by regulation the 
rate of interest which may be paid by member banks on time and savings deposits 
{[, and may prescribe different rates for such payment on time and savings de- 
posits having different maturities or subject to different conditions respecting 
withdrawal or repayment or subject to different conditions by reason of different 
locations]; may classify time and savings deposits according to maturities, locations 
of banks, conditions respecting receipt, withdrawal, or repayment, or otherwise as it 
may deem necessary in the public interest; and may prescribe different rates for 
deposits of different classes. No member bank shall pay any time deposit before 
its maturity, Jexcept upon such conditions and in accordance with such rules and 
regulations as may be prescribed by the Federal Reserve Board, or waive any require- 
ment of notice before payment of any savings deposit except as to all savings 
deposits having the same requirement[.]: Provided, That the provisions of this 
paragraph shall not apply to any deposit which is payable only at an office of a member 
bank located outside of the States of the United States and the District of Columbia. 
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Section 323 (d) of the bill amends section 19 of the Federal Reserve 
Act, by adding a new paragraph at the end thereof. 

Sac. 19..* *  * 

Notwithstanding the provisions of the First Liberty Bond Act, as amended, the 
Second Liberty Bond Act, as amended, and the Third Liberty Bond Act, as amended, 
member banks shall be required to maintain the same reserves against deposits of 


public moneys by the United States as they are required by this section to maintain 
against other deposits. 


Section 324 of the bill amends section 21 of the Federal Reserve Act, 
by adding a paragraph at the end thereof. 

Gac: 2i.. © .% * 

Whenever member banks are requtred to obtain reporis from affiliates, or whenever 
affiliates of member banks are required to submit to examination, the Federal Reserve 
Board.or the Comptroller of the Currency, as the case may be, may waive such require- 
ments with respect lo any such report or examination of any affiliate if in the judgment 
of the said Board or Comptroller, respectively, such report or examination is not 
necessary to disclose fully the relations between such affiliate and such bank and the 
effect thereof upon the affairs of such bank. 


Section 325 (a) of the bill amends section 22 (a) of the Federal 
Reserve Act. 


Sec. 22. (a) No member bank and no insured bank as defined in subsection (c) of 
section 12B of this Act and no officer, director, or employee thereof shall hereafter 
make any loan or grant any gratuity to any bank examincr or assistant examiner, 
who examines or has authority to examine such bank. Any bank officer, director, 
or employee violating this provision shall be deemed guilty of a misdemeanor and 
shall be imprisoned not exceeding one year, or fined not more than $5,000, or both, 
and may be fined a further sum equal to the money so loaned or gratuity given. 

Any examiner or assistant examiner who shall accept a loan or gratuity from 
any bank examined by him, or from an officer, director, or employee tuecreof, or 
who shall steal, or unlawfully take, or unlawfully conceal any money, note, draft, 
bond, or security or any other property of value in the possession of any member 
bank or insured bank or from any safe-deposit box in or adjacent to the premises 
of such bank, shall be deemed guilty of a misdemeanor and shall, upon conviction 
thereof in any district court of the United States, be imprisoned for not exceeding 
one year, or fined not more than $5,000, or both, and may be fined a further sum 
equal to the money so loaned, gratuity given, or property stolen, and shall forever 
thereafter be disqualified from holding office as a national-bank examiner or 
Federal Deposit Insurance Corporation examiner. 

The provisions of this subsection shall apply to all public examiners and assistant 
examiners who examine member banks of the Federal Reserve System or insured banks, 
whether appointed by the Comptroller of the Currency, by the Federal Reserve Board, 
by a Federal Reserve agent, by a Federal Reserve bank, or by the Federal Deposit 
Insurance Corporation, or appointed or elected under the laws of any State, but shall 
nol apply to private examiners or assistant eraminers employed only by a clearing- 
house association or by the directors of a bank. 


Section 325 (b) of the bill amends section 22 (b) of the Federal 
Reserve Act. 


(b) No national-bank examiner and no Federal Deposit Insurance Corporation 
examiner shall perform any other service for compensation while holding such 
office for any bank or officer, director or employee thereof. 

No examiner, public or private, shall disclose the names of borrowers or the 
collateral for loans of a member bank or insured bank to other than the proper 
officers of such bank without first having obtained the express permission in 
writing from the Comptroller of the Currency as fo a national bank, the Federal 
Reserve Board as to a State member bank, or the Federal Deposit Insurance Corpo- 
ration as to any other insured bank, or from the board of directors of such bank, 
except when ordered to do so by a court of competent jurisdiction, or by direction 
of the Congress of the United States, or of either House thereof, or any committee 
of Congress, or of either House duly authorized. Any bank examiner violating 
the provisions of this subsection shall be imprisoned not more than one year or 
fined not more than $5,000, or both. 


Section 325 (c) of the bill amends section 22 (g) of the Federal 
Reserve Act. 
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(g) No executive officer of any member bank shall borrow from or otherwise 
become indebted to any member bank of which he is an executive officer, and no 
member bank shall make any loan or extend credit in any other manner to any 
of its own exccutive officers: Provided, That loans [heretofore] made to any such 
officer prior to June 16, 1933, may be renewed or extended for periods expiring not 
more than [two] five years from [the] such date [this paragraph takes effect, if 
in accord with sound banking practice]. Where the board of directors of the member 
bank shall have satisfied themselves that such extension or renewal is in the best interest 
of the bank and that the officer indebted has made reasonable effort to reduce his 
obligation, these findings to be evidenced by resolution of the board of directors spread 
upon the minute book of the bank: Provided further, That with the prior approval of 
a majority of the entire board of directors any member bank may extend credit to any 
executive officer thereof, and such officer may become indcbted thereto, in an amount 
not-exceediny $2,500. If any executive officer of any member bank borrow from 
or if he be or become indebted to any bank other than a member bank of which 
he is an executive officer, he shall make a written report to the [chairman of the] 
board of directors of the member bank of which he is an executive officer, stating 
the date and amount of such loan or indebtedness, the security therefor, and the 
purpose for which the proceeds have been or are to be used. [Any executive 
officer of any member bank violating the provisions of this paragraph shall be 
deemed guilty of a misdemeanor and shall be imprisoned not exceeding one year, 
or fined not more than $5,000, or both; and any member bank violating the 
provisions of this paragraph shall be fined not more than $10,000, and may be 
fined a further sum equal to the amount so loaned or credit so extended.]_ Bor- 
rowing by, or loaning to, a partnership in which one or more executive officers of a 
member bank are partners having either individually or together a majority interest 
in said partnership, shall be considered within the prohibition of this subsection. 
Nothing contained in this subsection shall prohibit any executive officer of a member 
bank from endorsing or guaranteeing for the protection of such bank any loan or other 
asset which shall have been previously acqutred by such bank in good faith or from 
incurring any indebtedness to such bank for the purpose of protecting such bank 
against loss or giving financial assistance toit. The Federal Reserve Board is author- 
ized to define the term ‘‘executive officer’’, to determine what shall be deemed to be a 
borrowing, indebtedness, loan, or extension of credit, for the purposes of this subsection, 
and to prescribe such rules and regulations as it may deem necessary to effectuate the 
provisions of this subsection in accordance with its purposes and to prevent evasions 
of such provisions. Any executive officer of a member bank accepting a loan or 
extenston of credit which is in violation of the provisions of this subsection shall be 
subject to removal from office in the manner prescribed in section 30 of the Banking 
Act of 1933: Provided, That for each day that a loan or extension of credit made in 
violation of this subsection exists, it shall be deemed to be a continuation of such 
vielation within the meaning of said settion 30. 


Section 326 of the bill amends the third paragraph of section 23A 
of the Federal Reserve Act. 

Sea. 

For the purposes of this section [,] the term “affiliate” shall include holding 
company affiliates as well as other affiliates, and the provisions of this section 
shall not apply to any affiliate (1) engaged [solely] primarily in holding the bank 
premises of the member bank with which it is affiliated or in maintaining and 
operating properties acquired for banking purposes prior to the date this section, 
as amended, takes effect; (2) engaged solely in conducting a safe-deposit business 
or the business of an agricultural credit corporation or livestock loan company; 
(3) in the capital stock of which a national banking association is authorized to 
invest pursuant to section 25 of [the Federal Reserve] this Act, as amended, or 
a subsidiary of such affiliate, all the stock of which (except qualifying shares of 
directors in an amount not to exceed 10 per centum) ts owned by such affiliate; (4) or- 
ganized under section 25 (a) of [the Federal Reserve] this Act, as amended, or a 
subsidiary of such affiliate, all the stock of which (except qualifying shares of directors 
in an amount not to exceed 10 per centum) is owned by such affiliate; or (5) engaged 
solely in holding obligations of the United States Government, the Federal 
intermediate credit banks, the Federal land banks, the Federal [Home Loan] 
home-loan banks, or the Home Owners’ Loan Corporation or obligations fully 
guaranteed by the United States as to principal and interest; (6) where the affiliate 
relationship has arisen out of a bona fide debt contracted prior to the date of the 
creation of such relationship; or (7) where the affiliate relationship exists by reason 
of the ownership cr control of any voting shares thereof by a member bank as executor, 
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administrator, trustee, receiver, agent, depositary, or in any other fiduciary capacity 
except where such shares are held for the benefit of all or a majority of the stock- 
holders of such member bank: but as to any such affiliate, member banks shall 
continue to be subject to other provisions of law applicable to loans by such banks 
and investments by such banks in stocks, bonds, debentures, or other such obliga- 
tions. The provisions of this section shall likewise not apply to indebtedness of any 
affiliate for unpaid balances due a bank on assets purchased from such bank, or to 
loans secured by, extensions of credit against, or purchases under repurchase agree- 
ment of obligations of the United States Government or obligations fully guaranteed 
by the United States Government as to principal and interest. 


Section 327 of the bill adds a new paragraph to section 24 of the 
Federal Reserve Act. 


Sec. 24. (For provisions of first paragraph of sec. 24 of the Federal Reserve 
Act, see sec. 210 of the bill.) 

Loans made to established industrial or commercial businesses (a) which are in 
whole or in part discounted or purchased or loaned against as security by a Federal 
Reserve bank under the provisions of section 13b of this Act, (b) for any part of which 
a commitment shall have been made by a Federal Reserve bank under the provisions 
of said section, (c) in the making of which a Federal Reserve bank participates under 
the provisions of said section, or (d) in which the Reconstruction Finance Corpora- 
tion cooperates or purchases a participation under the provisions of section 5d of the 
Reconstruction Finance Corporation Act, shall not be subject to the restrictions or 
limitations of this section upon loans secured by real estate. 


Section 328 of the bill, effective January 1, 1936, amends section 8 
and repeals section 8A, of the act entitled “‘An Act to supplement 
existing laws against unlawful restraints and monopolies, and for 
other purposes” (the Clayton Act). 


(Sec. 8. That from and after two years from the date of the approval of this 
Act no person shall at the same time be a director or other officer or employee of 
more than one bank, banking association, or trust company organized or operat- 
ing under the laws of the United States, either of which has deposits, capital, 
surplus, and undivided profits aggregating more than $5,000,000, and no private 
banker or person who is a director in any bank or trust company organized and 
operating under the laws of a State, having deposits, capital, surplus, and un- 
divided profits aggregating more than $5,000,000, shall be eligible to be a director 
in any bank or banking association organized or operating under the laws of the 
United States. The eligibility of a director, officer, or employee under the fore- 
going provisions shall be determined by the average amount of deposits, capital, 
surplus, and undivided profits as shown in the official statements of such bank, 
banking association, or trust company filed as provided by law during the fiscal 
year next preceding the date set for the annual election of directors, and when a 
director, officer, or employee has been elected or selected in accordance with the 
provisions of this Act it shall be lawful for him to continue as such for one year 
thereafter under said election or employment.] 

[No bank, banking association, or trust company organized or operating under 
the laws of the United States, in any city or incorporated town or village of more 
than two hundred thousand inhabitants, as shown by the last preceding decennial 
census of the United States, shall have as a director or other officer or employee 
any private banker or any director or other officer or employee of any other bank, 
banking association, or trust company located in the same place: Provided, That 
nothing in this section shall apply to mutual savings banks not having a capital 
stock represented by shares, to joint-stock land banks organized under the pro- 
visions of the Federal Farm Loan Act, or to other banking institutions which do 
no commercial banking business: Provided further, That a director or other 
officer or employee of such bank, banking association, or trust company may be 
a director or other officer or employee of not more than one other bank or trust 
company organized under the laws of the United States or any State where the 
entire capital stock of one is owned by stockholders in the other: And provided 
further, That nothing contained in this section shall forbid a director of class A 
of a Federal Reserve bank, as defined in the Federal Reserve Act, from being an 
officer or director, or both an officer and director, in one member bank: And pro- 
vided further, That nothing in this Act shall prohibit any private banker from 
being an officer, director, or employee of not more than two banks, banking asso- 
ciations, or trust companies, or prohibit any officer, director, or employee of any 
bank, banking association, or trust company, or any class A director of a Federal 
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Reserve bank, from being an officer, director, or ermployee of not more than two 
other banks, banking associations, or trust companies, whether organized under 
the laws of the United States or any State, if in any such case there is in force a 
permit therefor issued by the Federal Reserve Board; and the Federal Reserve 
Board is authorized to issue such permit if in its judgment it is not incompatible 
with the publie interest, and to revoke any such permit whenever it finds, after 
reasonable notice and opportunity to be heard, that the public interest requires 
its revocation.] 

[The consent of the Federal Reserve Board may be procured before the person 
applying therefor has been elected as a class A director of a Federal Reserve bank 
or as a director of any member bank.} 

Src. 8. No director, officer, or employee of any member bank of the Federal Reserve 
System shall be at the same time a private banker or a director, officer, or employee of 
any other bank, banking association, savings bank (other than a mutual savings bank), 
or trust company except in limited classes of cases in which the Federal Reserve Board 
may allow such service by general regulations when in the judgment of the Federal 
Reserve Board such classes of institutions are not in substantial competition. 


* * pe * * * + 


When any person elected or chosen as a director of officer or selected as a 
employee of any bank or other corporation subject to the provisions of this Act 
is eligible at the time of his election or selection to act for such bank or other cor- 
poration in such capacity his eligibility to act in such capacity shall not be affected 
and he shall not become or be deemed amenable to any of the provisions hereof 
by reason of any change in the affairs of such bank or other corporation from 
whatsoever cause, whether specifically excepted by any of the provisions hereof 
or not, until the expiration of one year from the date of his election or employment. 

(Sec. 8A. That from and after the lst day of January 1934, no director, officer, 
or employee of any bank, banking association, or trust company, organized or 
operating under the laws of the United States shall be at the same time a director, 
officer, or employee of a corporation (other than a mutual savings bank) or a 
member of a partnership organized for any purpose whatsoever which shall make 
loans secured by stock or bond collateral to any individual, association, partner- 
ship, or coporation other than its own subsidiaries. ] 


Sections 329 (a) and 329 (b) of the bill amend section 1 of the act of 
November 7, 1918 (U.S. C., title 12, sec. 33). 


SecTION 1. That any two or more national banking associations located within the 
same State, county, city, town, or village may, with the approval of the Comptroller 
of the Currency, consolidate into one association under the charter of either exist- 
ing banks, on such terms and conditions as may be lawfully agreed upon by a ma- 
jority of the board of directors of each association proposing to consolidate, and be 
ratified and confirmed by the affirmative vote of the shareholders of each such 
association owning at least two-thirds of its capital stock outstanding, at a meet- 
ing to be held on the call of the directors after publishing notice of the time, place, 
and object of the meeting for four consecutive weeks in some newspaper published 
in the place where the said association is located, and if no newspaper is published 
in the place, then in a paper published nearest thereto, and after sending such 
notice to each shareholder of record by registered mail at least ten days prior to 
said meeting: Provided, That the capital stock of such consolidated association 
shall not be less than that required under existing law for the organization of a 
national bank in the place in which it is located: [And provided further, That 
when such consolidation shall have been effected and approved by the comptroller 
any shareholder of either of the associations so consolidated who has not voted 
for such consolidation may give notice to the directors of the association in which 
he is interested within twenty days from the date of the certificate of approval 
of the comptroller that he dissents from the plan of consolidation as adopted and 
approved, whereupon he shall be entitled to receive the value of the shares so 
held by him, to be ascertained] and provided further, that if such consolidation 
shall be voted for at said meetings by the necessary majorities of the shareholders of 
each of the associations proposing to consolidate, any shareholder of any of the asso- 
ciations so consolidated who has voted against such consolidation at the meeting of 
the association of which he is a shareholder or has given notice in writing at or prior 
to said meeting to the presiding officer that he dissents from the plan of consolidation, 
shall be entitled to receive the value of the shares so held by him if and when said consoli- 
dation shall be approved by the Comptroller of the Currency, such value to be ascer- 
tained as of the date of the Comptroller's approval by an appraisal made by a com- 
mittee of three persons, one to be selected by the shareholder, one by the directors, 





| 
| 
| 
| 
| 


Lea aS Ee ST a aS 


ty a 





76 BANKING ACT OF 1935 


and the third by the two so chosen; and in case the value so fixed shall not be 
satisfactory to the shareholder he may within five days after being notified of the 
appraisal appeal to the Comptroller of the Currency, who shall cause a reappraisal 
to be made, which shall be final and binding; and if said reappraisal shall exceed 
the value fixed by said committee, the bank shall pay the expenses of the reap- 
praisal; otherwise the appellant shall pay said expenses, and the value so ascer- 
tained and determined shall be deemed to be a debt due and be forthwith paid to 
said shareholder from said bank, and the share so paid shall be surrendered and 
after due notice sold at public auction within thirty days after the final appraise- 
ment for in this Act. 

Publication of notice and notification by registered mail of the meeting provided 
for in the foregoing paragraph may be waived by unanimous action of the shareholders 
of the respective associations. Where a dissenting shareholder has given notice as 
above provided to the association of which he is a shareholder of his dissent from the 
plan of consolidation, and the directors thereof fail for more than thirty days there- 
after to appoint an appraiser of the value of his shares, said shareholder may request 
the comptroller of the currency lo appoint such appraiser to act on the appraisal 
committee for and on behalf of such association. 

If shares, when sold at public auction in accordance with this section, realize a 
price greater than their final appraised value, the excess in such sale price shall be 
paid to the shareholder. The consolidated association shall be liable for all liabilities 
of the respective consolidating associations. In the event one of the appraisers fails 
to agree with the others as to the value of said shares, then the valuation of the remaining 
appraisers shall govern. 


Sections 330 (a) and 330 (b) of the bill amends Section 3 of the Act 
of November 7, 1918 (U.S. C., Title 12, sec. 34 (a)). 


Szc.3.* * *, 

[When such consolidation shall have been effected and approved by the 
comptroller any shareholder of either the association or of the Rtate or District 
bank so consolidated, who has not voted for such consolidation, may give notice 
to the directors of the consolidated association within twenty days from the date 
of the certificate of approval of the comptroller that he dissents from the plan 
of consolidation as adopted and approved, whereupon he shall be entitled to 
receive the value of the shares so held by him, to be ascertained] and provided 
further, if such consolidation shall be voted for at said meetings by the necessary 
majorities of the shareholders of the association and of the State or other bank pro- 
posing to consolidate, and thereafter the consolidation shall be approved by the Comp- 
troller of the Currency, any shareholder of either the association or the State or other 
bank so consolidated, who has voted against such consolidation at the meeting of the 
association of which he is a stockholder, and has given notice in writing thereat to 
the presiding officer that he dissents from the plan of consolidation, shall be entitled 
to receive the value of the shares so held by him if and when said consolidation shall 
be approved by the Comptroller of the Currency, such value to be ascertained as of 
the date of the Comptroller’s approval by an appraisal made by a committee of 
three persons, one to be selected by the shareholder, one by the directors of the 
consolidated association, and the third by the two so chosen; and in case the 
value so fixed shall not be satisfactory to such shareholder he may within five 
days after being notified of the appraisal appeal to the Comptroller of the Cur- 
rency, who shall cause a reappraisal to be made, which shall be final and binding; 
and the consolidated association shall pay the expenses of reappraisal, and the 
value as ascertained by such appraisal or reappraisal shall be deemed to be a 
debt due and shall be forthwith paid to said shareholder by said consolidated 
association, and the shares so paid for shall be surrendered and, after due notice, 
sold at public auction within thirty days after the final appraisement provided 
for in this section; and if the shares so sold at public auction shall be sold at a 
price greater than the final appraisal value, the excess in such sale price shall be 
paid to the said shareholder; and the consolidated association shall have the right 
to purchase such shares at public auction, if it is the highest bidder therefor, for 
the purpose of reselling such shares within thirty days thereafter to such person 
or persons and at such price as its board of directors by resolution may determine. 
The liquidation of such shares of stock in any State bank shall be determined in 
the manner prescribed by the law of the State in such cases if such provision is 
made in the State law; otherwise as hereinbefore provided. No such consolida- 
tion shall be in contravention of the law of the State under which such bank is 
incorporated. 

The words ‘‘State bank’’, ‘‘State banks’’, ‘‘bank’”’, or ‘‘banks’’, as used in 
this section, shall be held to include trust companies, savings banks, or other such 
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corporations or institutions carrying on the banking business under the authority 
of State laws. 

Publication of notice and notification by registered mail of the meeting provided 
for in the foregoing paragraph may be waived by unanimous action of the shareholders 
of the respective associations. Where a dissenting shareholder has given notice as 
above provided to the association of which he is a shareholder of his dissent from the 
plan of consolidation, and the directors thereof fail for more than thirty days there- 
after to appoint an appraiser of the value of his shares, said shareholder may request 
the Comptroller of the Currency to appoint such appraiser to act on the appraisal 
committee for and on behalf of such association. 

If shares, when sold at public auction in accordance with this section, realize a 
price greater than their final appraised value, the excess in such sale price shall be 
paid to the shareholder. The consolidated association shall be liable for all liabilities 
of the respective consolidating associations. In the event one of the appraisers fails 


to agree with the others as to the value of said shares, then the valuation of the remaining 
appraisers shall govern. 


Section 331 of the bill amends sections 2 and 4 of the act of May 
24, 1926, entitled ‘‘Act to prohibit offering for sale as Federal farm- 
loan bonds any securities not issued under the terms of the Farm 
Loan Act, to limit the use of the words ‘Federal’, ‘United States’, 
or ‘reserve’, or a combination of such words, to prohibit false adver- 
tising and for other purposes” (U.S. C., title 12, secs. 584-588). 


Sec. 2. That no bank, banking association, trust company, corporation, asso- 
ciation, firm, partnership, or person engaged in the banking, loan, building and 
loan, brokerage, factorage, insurance, indemnity, or trust business shall use the 
word ‘‘Federal’’, the words ‘“‘ United States”, the words ‘‘deposit insurance”’, or 
the word “‘reserve’’, or any combination of such words, as a portion of its corpo- 
rate, firm, or trade name or title or of the name under which it does business: 
Provided, however, That the provisions of this section shall not apply to the 
Federal Reserve Board, the Federal Farm Loan Board, the Federal Trade Com- 
mission, or any other department, bureau, or independent establishment of the 
Government of the United States, nor to any Federal Reserve bank, Federal 
land bank, or Federal Reserve agent, nor to the Federal Advisory Council, nor 
to any corporation organized under the laws of the United States, nor to any new 
bank organized by the Federal Deposit Insurance Corporation as provided in section 
12B of the Federal Reserve Act, as amended, nor to any bank, banking association, 
trust company, corporation, association, firm, partnership, or person actually 
engaged in business under such name or title prior to the passage of this Act. 

ae. 2." =." 

Src. 4. That any bank, banking association, trust company, corporation, asso- 
ciation, firm, or partnership violating any of the provisions of this Act shall be 
guilty of a misdemeanor and shall be subject to a fine of not exceeding $1,000. 
Any person violating any of the provisions of this Act, or any officer of any bank, 
banking association, trust company, corporation, or association, or member of 
any firm or partnership violating any of the provisions of this Act who partici- 
pates in, or knowingly acquiesces in, such violations shall be guilty of a mis- 
demeanor and shall be subject to a fine of not exceeding $1,000 or imprisonment 
not exceeding one year, or both. Any such illegal use of such word or words, 
or any combination of such words, or any other violation of any of the provisions 
of this Act, may be enjoined by the United States district court having jurisdic- 
tion, at the instance of any United States district attorney, any Federal land bank, 
joint-stock land bank, Federal Reserve bank, or the Federal Farm Loan Board 


or the Federal Reserve [Board.] Board, or the Federal Deposit Insurance 
Corporation. 


Section 332 of the bill amends the act of May 18, 1934, entitled 
“An Act to provide punishment for certain offenses committed 
against banks organized or operating under laws of the United States 
or any member of the Federal Reserve System’”’ (48 Stat. 783). 

As used in this Act the term ‘‘bank”’ includes any member bank of the Federal 
Reserve System, and any bank, banking association, trust company, savings 
bank, or other banking institution organized or operating under the laws of the 


United States, and any insured bank as defined in subsection (c) of section 12B of 
the Federal Reserve Act, as amended. 
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Sec. 2. (a) Whoever, by force and violence, or by putting in fear, feloniously 
takes, or feloniously attempts to take, from the person or presence of another 
any property or money or any other thing of value belonging to, or in the care, 
custody, control, management, or possession of, any bank shall be fined not more 
than $5,000 or imprisoned not more than twenty years, or both. 

(b) Whoever, in committing, or in attempting to commit, any offense defined 
in subsection (a) of this section, assaults any person, or puts in jeopardy the life 
of any person by the use of a dangerous weapon or device, shall be fined not less 
than $1,000 nor more than $10,000 or imprisoned not less than five years nor 
more than twenty-five years, or both. 

Sec. 3. Whoever, in committing any offense defined in this Act, or in avoiding 
or attempting to avoid apprehension for the commission of such offense, or in 
freeing himself or attempting to free himself from arrest or confinement for such 
offense, kills any person, or forces any person to accompany him without the 
consent of such person, shall be punished by imprisonment for not less than 
10 years, or by death if the verdict of the jury shall so direct. 

Sec. 4. Jurisdiction over any offense defined by this Act shall not be reserved 
exclusively to courts of the- United States. 


Section 333 of the bill amends section 5143 of the Revised Statutes. 


Sec. 5143. Any association formed under this title may, by the vote of share- 
holders owning two-thirds of its capital stock, reduce its capital to any sum not 
below the amount required by this title to authorize the formation of associations; 
but no such reduction shall be allowable which will reduce the capital of the 
association below the amount required for its outstanding circulation, nor shall 
any reduction be made until the amount of the proposed reduction has been 
reported to the Comptroller of the Currency and [such reduction has been 
approved by the said Comptroller of the Currency and by the Federal Reserve 
Board, or by the organization committee pending the organization of the Federal 
Reserve Board] no shareholder shall be entitled to any distribution of cash or other 
assets by reason of any reduction of the common camtal of any association unless 
such distribution shall have been approved by the Comptroller of the Currency and 
by the affirmative vote of at least two-thirds of the shares of each class of stock out- 
standing, voting as classes. 

* * * a « * * 

Section 334 of the bill amends section 5139 of the Revised Statutes 
by adding a new paragraph at the end thereof. 

suc; 6129. * * * 


Certificates hereafter issued representing shares of stock of the association shall 
state (1) the name and location of the association, (2) the name of the holder of record 
of the stock represented thereby, (3) the number and class of shares which the certificate 
represents, and (4) if the association shall issue stock of more than one class, the 
respective rights, preferences, privileges, voting rights, powers, restrictions, limita- 
tions, and qualzfications of each class of stock issued shall be stated in full or in 
summary upon the front or back of the certificates or shall be incorporated by a 
reference to the articles of association set forth on the front of the certificates. Every 
certificate shall be signed by the president and the cashier of the association, or by 
such other officers as the bylaws of the association shall provide, and shall be sealed 
with the seal of the association. 


* * * * * * 


Section 335 of the bill amends the last sentence of section 301 of the 
Emergency Banking Act of March 9, 1933, as amended. 


Sec. 301. Notwithstanding any other provision of law, any national banking 
association may, with the approval of the Comptroller of the Currency and by 
vote of shareholders owning a majority of the stock of such association, upon not 
less than five days’ notice, given by registered mail pursuant to action,taken by 
its board of directors, issue preferred stock of one or more classes, in such amount 
and with such par value as shall be approved by said Comptroller, and make 
such amendments to its articles of association as may be necessary for this pur- 
pose; but, in the case of any newly organized national banking association which 
has not yet issued common stock, the requirement of notice to and vote of share- 
holders shall not apply. No issue of preferred stock shall be valid until the par 
value of all stock so issued shall be paid [in.] in and notice thereof, duly acknowl- 
edged before a notary public by the president, vice president, or cashier of said asso- 
ciation, has been transmitted to the Comptroller of the Currency and his certificate 
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obtained specifying the amount of such issue of preferred stock and hi? approval 
thereof and that the amount has been duly paid in as a part of the capital of such 
assoctation; which certificate shall be deemed to be conclusive evidence that such pre- 
ferred stock has been duly and validly issued. 

* ~ * * * * * 


Section 336 of the bill renders inoperative on July 1, 1937, but not 
by express amendment, the act of March 3, 1901, as amended, and 
section 4 of the act of March 4, 1933, relating to stockholders’ liability 
in District of Columbia banks. The pertinent sections of these acts 
are set forth for the information of the House. 


Act of March 4, 1933 (regulating banking in the District of Colum- 
bia) (D. C. Code, Supp. I, sees. 300a (a) and 300a (b)). 


Src. 4. (a) The shareholders of every savings bank or savings company other 
than building associations now or hereafter organized under authority of any 
Act of Congress to do business in the District of Columbia and of every banking 
institution organized by virtue of the laws of any of the States of the Union to do 
or doing a banking business in the District of Columbia, who acquire in any 
manner the shares of any such savings bank or savings company or such banking 
institutions other than building asspciations after the enactment of this Act, 
shall be held individually responsible equally and ratably, and not one for another, 
for all contracts, debts, and engagements of such bank or company, to the extent 
of the amount of their stock so acquired therein, at the par value thereof, in 
addition to the amount invested in such shares. 

(b) The shareholders, at the date of the enactment of this Act, of every savings 
bank or savings company other than building associations organized under 
authority of any Act of Congress to do business in the District of Columbia, and 
of every banking institution organized by virtue of the laws of any of the States 
of this Union to do or doing a banking business in the District of Columbia, 
shall be held individually responsible, equally and ratably, and not one for another, 
for all contracts, debts, and engagements of such savings bank, savings company, 
or banking institution, entered into or incurred subsequent to the date of the 
enactment of this Act to the extent of the amount of their stock therein at the 
par value thereof, in addition to the amount invested in such shares. The words 
“‘entered into or incurred”’ as used in this section, shall be held to include any 


extension or renewal of any contracts, debt, and engagement renewed or extended 
after the enactment of this Act. 


* * bad % a aS * 


Act of March 3, 1901 (D. C. Code, Title 5, sec. 361). 


Sec. 734. All stockholders of every company incorporated under this sub- 
chapter, or availing itself of its provisions under section 725, shall be severally 
and individually liable to the creditors of such company to an amount equal to 
and in addition to the amount of stock held by them respectively for all debts 
and contracts made by such company. 


Section 337 of the bill amends the second paragraph of section 9 
of the Federal Reserve Act. 

nec. 5. 53 

Any such State bank which, at the date of the approval of this Act, has estab- 
lished and is operating a branch or branches in conformity with the State law, 
may retain and operate the same while remaining or upon becoming a stock- 
holder of such Federal Reserve bank; but no such State bank may retain or acquire 
stock in a Federal Reserve bank except upon relinquishment of any branch or 
branches established after the date of the approval of this Act beyond the limits 
of the city, town, or village in which the parent bank is situated: Provided, 
however, That nothing herein contained shall prevent any State member bank 
from establishing and operating branches in the United States or any dependency 
or insular possession thereof or in any foreign country, on the same terms and 
conditions and subject to the same limitations and restrictions as are applicable 
to the establishment of branches by national [banks.] banks, except that the 
approval of the Federal Reserve Board, tnstead of the Comptroller of the Currency, 
shall be obtained before any State member bank may /.erzafter establish any branch 
and before any State bank hereafter admiited to membe:8 ip may retain any branch 
established after February 25, 1927, beyond the limits of the city, town, or village in 
which the parent bank is situated. 
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Section 338 of the bill amends section 5234 of the Revised Statutes. 


Sec. 5234. On becoming satisfied, as specified in sections fifty-two hundred 
and twenty-six and fifty-two hundred and twenty-seven, that any association has 
refused to pay its circulating notes as therein mentioned, and is in default, the 
Comptroller of the Currency may forthwith appoint a receiver, and require of 
him such bond and security as he deems proper. Such receiver, under the direc- 
tion of the Comptroller, shall take possession of the books, records, and assets of 
every description of such association, collect all debts, dues, and claims belonging 
to it, and, upon the order of a court of record of competent jurisdiction, may sell 
or compound all bad or doubtful debts, and, on a like order, may sell all the real 
and personal property of such association, on such terms as the court shall direct; 
and may, if necessary to pay the debts of such association, enforce the individual 
liability of the stockholders. Such receiver shall pay over all money so made to 
the Treasurer of the United States, subject to the order of the Comptroller, and 
also make report to the Comptroller of all his acts and proceedings. Provided, 
That the Comptroller may, if he deems proper, deposit any of the money so 
made in any regular Government depositary, or in any State or national bank 
either of the city or town in which the insolvent bank was located, or of a city 
or town as adjacent thereto as practicable; if such deposit is made he shall require 
the depositary to deposit Unite States bonds or other satisfactory securities 
j with the Treasurer of the United States for the safe-keeping and prompt pay- 
4 ment of the money so deposited: Provided, That no security in the form of deposit 
of United States bonds, or otherwise, shall be required in the case of such parts of the 





i | deposits as are insured under section 12B of the Federal Reserve Act, as amended. 
Ai Such depositary shall pay upon such money interest at such rate as the Comp- 
! troller may prescribe, not less, however, than two per centum per annum upon 


the average monthly amount of such deposits. 


Section 339 of the bill amends section 61 of the National Bank- 
ruptey Act. 

Sec. 61. Deposirories ron Money.—a Courts of bankruptcy shall designated 
by order, banking institutions as depositories for the money of bankrupt estates: 
as convenient as may be to the residences of trustees, and shall require bonds to 
the United States, subject to their approval, to be given by such banking institu- 
tions, and may from time to time as oceasion may require, by like order increase 
the number of depositories or the amount of any bond or change such deposi- 
tories [.] : Provided, That no security in form of a bond or otherwise shall be required 
in the case of such part of the deposits as are insured under section 12B of the Federal 
Reserve Act, as amended. 


Section 340 of the bill amends section 8 of the Postal Savings 
Depository Act of June 25, 1910. 


B00: 6. FF F 

{Any depositor may withdraw the whole or any part of the funds deposited 
to his or her credit with the accrued interest only on notice given sixty days in 
advance and under such regulations as the Postmaster General may prescribe; 
but withdrawal of any part of such funds may be made upon demand, but no 
interest shall be paid on any funds so withdrawn except interest accrued to the 
date of enactment of the Banking Act of 1933: Provided, That Postal Savings 
depositories may deposit funds in member banks on time under regulations to be 
| prescribed by the Postmaster General.] Subject to such regulations as the Post- 
: master General may prescrtbe, any depositor may withdraw the whole or any part of 
i the funds deposited to his or her credit with the accrued interest after the expiration 
of sixty days after giving notice in writing of intention to withdraw, and any depositor 
may withdraw the whole or any part of such funds withoul such notice only on con- 
dition that there be deducted from the funds to his or her credit derived from interest 
an amount equivalent to interest for a period of not less than three months on the 
amount withdrawn. Notwithstanding any other provision of law, no interest shall 
be paid on any deposit in any postal savings depository office at a rate in excess of 
that which may lawfully be paid on savings deposits under regulations prescribed 
by the Federal Reserve Board pursuant to the Federal Reserve Act for member banks 
of the Federal Reserve System located in or nearest to the place whers such depository 
5 office is situated. Postal savings depositories may deposit funds on time in member 
' banks of the Federal Reserve System subject to the provisions of the Federal Reserve 
Act and the regulations of the Federal Reserve Board regarding the payment of time 

deposits and interest thereon. 
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747H CoNnGREss } SENATE | Report 
1st Session No. 1007 


BANKING ACT OF 1935 


May 13 (calendar day Juty 2), 1935.—Ordered to be printed 


Mr. Guass, from the Committee on Banking and Currency, submitted 
the following 


REPORT 
[To accompany H. R. 7617] 


The Committee on Banking and Currency, to whom was referred the 
bill (H. R. 7617) to provide for the sound, effective, and uninterrupted 
operation of the banking system, and for other purposes, having 
considered the same, report favorably thereon with an amendment in 
by nature of a substitute, and as amended recommend that the bill 

© pass. 


GENERAL STATEMENT 


The provisions of title I of the bill relating to Federal deposit 
insurance do not differ in many respects from those contained in 
title I of the bill as it passed the House, and the material changes in 
substance will be noted in the attached statement in explanation of 
the various provisions of the bill as reported by the committee. 
The form in which the title appears in the amendment recommended 
by the committee is substantially different, however, from that in 
which it passed the House, and this is accounted for by the fact that 
the committee recommendation rewrites section 12B of the Federal 
Reserve Act (which covers the entire subject of Federal deposit insur- 
ance) and includes the provisions of existing law which were not 
affected by the specific amendments made to various subsections by 
the House bill. It is believed that the form recommended by the 
committee is preferable in that all of the provisions of the amended 
section will be found in one place when the amended section takes effect. 

Title II of the House bill has been altered considerably and the dif- 
ferences between the proposals contained in the House bill and in the 
amendments recommended by the committee will be indicated in the 
attached statement. 

Many of the provisions of title II] of the.-House bill are the same as 
those shaded ta the corrresponding sections of the Senate amend- 
ment, and the changes that have been made by way of addition or 
otherwise will also be indicated in the following section-by-section 
analysis of that title. 








2 SDN RUE - 


SS Pr : 
ee aT 


| 


BANKING ACT OF 1935 


TITLE I. FEDERAL DEPOSIT INSURANCE 


(The following references in this title are to the various subsections 
of section 12B of the Federal Reserve Act as it is proposed to be 
amended by the reported bill.) 

Subsection (a): The provisions of existing law which relate to the 
authority of the Federal Deposit Insurance Corporation to purchase, 
hold, and liquidate assets of closed national and State member banks 
are eliminated from this subsection, but the duty and power of the 
Corporation to insure deposits in banks are provided for, with an 
inclusive clause added to permit the Corporation to exercise all the 
powers granted by the provisions of the section. 

Subsection (b): To subsection (b) there has been added a provision 
to make the Acting Comptroller of the Currency a member of the 
board of directors of the Corporation in the event of a vacancy in the 
office of the Comptroller and, in the event of a vacancy in the office 
of chairman of the board of. directors, pending the appointment of 
his successor, the Comptroller of the Currency i is required to act as 
chairman. Provision is further made rendering the Comptroller of 
the Currency and appointive members of the board of directors in- 
eligible during the time they are in office and for 2 years thereafter 
to hold any office, position, or employment in any insured bank, but 
an exception is made in the case of a director who has served the full 
term for which he was appointed. The directors are further pro- 
hibited from being officers or directors of any banking institution, 
trust company, or Federal Reserve bank and from holding stock in 
any banking institution or trust company, and are required to certify 
compliance with such requirements. Members serving at the 
effective date of the act are excepted from these disabilities and 
prohibitions. 

Subsection (c) defines the following terms, each definition being 
stated in separate numbered paragraphs: State bank, State member 
bank, district bank, national member bank, national nonmember 
bank, mutual savings bank, savings bank, insured bank, new bank, 
receiver, board of directors, deposit, insured deposit, transferred 
deposit, and effective date. The definitions are made for the purpose 
of clarifying the meaning wherever such terms are used throughout 
the bill. The definitions of the terms ‘‘State bank’’, ‘‘national mem- 
ber bank’’, and ‘‘national nonmember bank’’, and the appropriate 
use of these terms elsewhere in the act make eligible for insurance 
banking institutions of the types defined, in Hawaii, Alaska, Puerto 
Rico, and the Virgin Islands. The bill, as reported, adds ‘‘ Puerto 
Rico” and the “ irgin Islands” to the Territories as enumerated in 
the bill as it passed the House. In defining the term ‘‘deposit’’, the 
definition contained in the bill as it passed the House has been 
similarly extended to cover deposits in Puerto Rico and the Virgin 
Islands and a proviso has been added which makes the insurance of 
deposits in branches located in Hawaii, Alaska, Puerto Rico, or the 
Virgin Islands optional. The definition of the term ‘“‘savings bank”’ 
as contained in the bill as it passed the House is altered so as to pro- 
vide that, in order to come within the definition, banks must subject 
themselves to regulation by the Corporation prohibiting withdrawal 
by checking except in cases where such withdrawal is now permitted 
by law from specifically designated accounts totaling not more than 
15 percent of the banks’ total deposits. 
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Subsection (d) incorporates the provisions of the existing law with 
reference to the capitalization of the Corporation. It strikes out the 
provisions classifying the stock into ‘‘A stock” and ‘‘B stock” and 
eliminates the requirements for banks to subscribe for stock in the 
Corporation and for the payment of dividends on such stock. It also 
provides that the stock shall be without nominal or par value and 
that the consideration received for the capital stock shall be allo- 
cated to capital and to surplus. 

Subsection (e): In lieu of the requirements of the existing law for 
application for insurance, for subscription for class A stock of the 
Corporation by banks, and for certification of member banks as to 
solvency by the Comptroller of the Currency, in the case of national 
banks, and by the Board of Governors of the Federal Reserve System 
(which, under title II of the bill, is the new name for the Federal 
Reserve Board), in the case of State member banks, it is provided for 
the continuation of existing insurance on a permanent basis by 
member banks which are now insured without further application or 
approval. Member banks subsequently authorized to commence or 
resume business are to be insured upon certification by the Comp- 
troller of the Currency, in the case of national member banks, and by 
the Board of Governors of the Federal Reserve System, in the case 
of State member banks. 

Subsection (f): In lieu of the provisions of the existing law with 
respect to insuring State banks, trust companies, and mutual savings 
banks pending application for membership in the Federal Reserve 
System, this subsection of the reported bill provides for continuing 
the insurance of nonmember banks which are members of the Tem- 
porary Federal Deposit Insurance Fund or the Fund for Mutuals. 
The period for insurance in the Temporary Fund and the Fund for 
Mutuals expires under the existing law (as extended by S. J. Res. No. 
152, approved June 28, 1935) on August 31, 1935, and provision is 
made that banks now members of the Temporary Fund or the Fund 
for Mutuals and which may elect not to participate in the permanent 
plan will be insured only until August 31, 1935. The notice pro- 
visions with respect to withdrawal which are contained in the bill 
as it passed the House are likewise modified accordingly. Further 
provision is made for admitting to the status of insured banks national 
nonmember and State nonmember banks which apply for insurance 
after the date of enactment of the Banking Act of 1935. 

Subsection (g) prescribes the contents of the certificate required 
to support an application by a bank for an insured status. The bill 
as reported enlarges upon the requirements in the bill as it passed 
the House by including other factors which are deemed proper for 
consideration in determining whether the applying bank should be 
insured. ‘These factors are similar to those which are considered by 
the Comptroller of the Currency in authorizing national banks to 
commence business. 

Subsection (h) contains the provisions with respect to the obliga- 
tion of the banks for assessments. The assessment rate is fixed at 
one-twelfth of 1 percent per annum of the deposit liability of each 
bank in lieu of one-eighth of 1 percent as contained in the bill as it 
passed the House. The provision for such assessments is in lieu of 
the provisions of existing law requiring a subscription by each bank 
to stock of the Corporation in an amount equal to one-half of 1 
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percent of the deposit liability of the.bank with an added liability 
for such future assessments as may be needed to meet losses. Semi- 
annual assessments are provided for by applying one-half the annual 
rate to the average deposit liability after deducting ‘‘float”’ or uncol- 
lected items which may have been credited to deposit accounts. The 
insured banks are not liable beyond the assessments specifically 
provided for. The Corporation is authorized to set up a special fund 
for mutual savings banks and, in the event such fund be set up, a 
lower rate is permissible for such banks, if in the discretion of the 
board of directors it is justified. 

Provision is made for automatically terminating the assessments 
upon the banks when the value of the assets of the Corporation, as 
shown by its books, exceeds its liabilities by $500,000,000 or more, 
and for resuming the assessments when such assets do not exceed 
$425,000,000. There was no corresponding provision in the bill as 
it passed the House. 

A provision is also included for crediting to assessment payments 
the refunds which will be due to the banks which are members of the 
Temporary Fund or the Fund for Mutuals. Remedies for collection 
are also outlined and suitable penalties for noncompliance are pre- 
scribed. The inclusion of provisions with respect to automatic ter- 
mination of liability of the banks for assessments when the Corpora- 
tion reaches the prescribed asset position and with respect to the 
method of determining the average deposits for the purpose of applying 
the rate made it necessary to rewrite the assessment provisions con- 
tained in the bill as it passed the House. 

Provision is also made in this subsection for the insurance of unin- 
vested trust funds. 

Subsection (i): In lieu of the provisions of the existing law govern- 
ing the cancelation of the class A stock of banks which became 
insolvent or ceased to be members of the Federal Reserve System, 
this subsection deals with the subject of the termination of insurance 
of an insured bank. 

The right of voluntary withdrawal from insurance is given only to 
ee nar e banks, which must give 90 days’ notice to the Corporation. 

The insured status of member and nonmember banks may be termi- 
nated by the board of directors of the Corporation for cause, which 
includes continuation of unsafe or unsound practices in conducting the 
business of the bank or repeated violation of any provision of law to 
which the bank is subject. 

Before the board of directors of the Corporation may proceed to 
terminate the insurance of any bank, it must give notice of the 
violations complained of to the authority having supervision of the 
bank, including the Board of Governors of the Federal Reserve 
System, in the case of State member banks, for the purpose of secur- 
ing a correction of the practices complained of where possible. A 
period of 120 days is allowed for correcting such practices, and unless 
the correction is effected within this period, the board of directors of 
the Corporation gives 30 days’ notice to the bank, fixing a time and 
place for a hearing. At the hearing the bank may appear and present 
evidence. Hf the board of directors of the Corporation finds the charges 
to be sustained, it may order the insured status of the bank terminated. 
Notice of termination is required to be given to depositors. Instead 
of requiring banks to give notice of the termination of insurance to 
“its depositors’”’ as in the bill as it passed the House, banks are 
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required to give notice to each depositor at his last address of record 
on the books of the bank. 

For a period of 2 years after the termination of the insured status of 
any bank, its old de eposits continue to be insured, and the bank is 
required to pay assessments and otherwise to be subject to the obliga- 
tions of an insured bank for such period. 

Whenever the insured status of a member bank is terminated, the 
Board of Governors of the Federal Reserve System is re uired to 
terminate its membership in the Federal Reserve System. This cor- 
responds to the provision in the present law which is applicable to 
member banks which do not purchase class A stock of the Corporation. 

Provision is also made for termination of the insured status of a 
bank which sells its assets to another bank which assumes its liabili- 
ties, upon satisfying the Corporation that its liabilities have been so 
assumed and upon giving notice to its depositors. Insurance of its 
deposits terminates at the end of 6 months from the date such assump- 
tion takes effect. 

Subsection (j): The existing provisions of this subsection (relating 
to the powers of the Corporation) are not amended or revised. How- 
ever, new matter is added giving jurisdiction, in the case of suits of a 
civil nature to which the Corporation is a party, to courts having 
jurisdiction of suits arising under the laws of the United States. Itis 
provided that any suit to which the Corporation is a party in its 
capacity as receiver of a State bank and which involves only rights to 
be determined according to State laws shall not be deemed to arise 
ander the laws of the United States. Provisions are also included 
relieving the Corporation from attachment and execution before final 
judgment and for appointment of agents in various jurisdictions upon 
whom service of process may be made. The powers to make exam- 
inations and to act as receiver are also given to the Corporation, and 
the provisions relating to the authority of the Corporation to make 
rules and regulations necessary to carry out provisions of the act are 
transferred from subsection (1) of the existing law to this subsection. 

Subsection (k): Subsection (k) of the existing law is retained. It 
provides for the management of the Corporation by the board of 
directors and makes the facilities of certain governmental departments 
available. A new paragraph is added providing for the appointment 
of examiners and claim agents and fixing their powers. This provi- 
sion is substantially similar to section 5240 of the Revised Statutes 
which deals with the appointment of national-bank examiners. The 
number of examinations to be made is left to the discretion of the 
board of directors. The right of examination is confined to non- 
member banks, except that where some special purpose may require, 
the examiners of the Corporation may examine national or State 
member banks with the approval of the Comptroller of the Currency 
or the Board of Governors of the Federal Reserve System. 

Nonmember banks are required to make reports of condition to the 
Corporation on call. Such reports must be published, and a penalty 
is prescribed for failure to make or publish the reports. 

Subsection (1): This subsection contains provisions dealing with the 
obligation of the Corporation to depositors of closed insured banks 
and much of the substance of the existing law is retained. 

The subsection provides for consolidating the present Temporary 
Federal Deposit Insurance Fund and the Fund for Mutuals into the 
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permanent insurance fund without prejudice to the rights acquired 
under the present law. It provides that the Corporation shall insure 
the deposits of all insured banks from the effective date of the act. 
A new provision is added, which was not contained in the bill as it 
passed the House, limiting the insurance coverage to unrestricted 
deposits, unless restrictions or deferments be modified with the con- 
sent of the Corporation. 

The maximum amount of the insured deposit of any depositor is 
fixed at $5,000. 

It is also provided that an insured bank shall be deemed to be 
closed on account of inability to meet the demands of its depositors 
in any case where it is closed for liquidation without adequate pro- 
vision for payment of its depositors. The language used in the 
existing law fixing the obligation of the Corporation to pay is closely 
followed in view of the fact that a number of States have enacted 
legislation recognizing the subrogation rights of the Corporation 
predicated upon such language. 

The existing law is also followed in providing for the appointment 
of the Corporation as receiver of insured national banks, and insured 
member banks of the Federal Reserve System located in the District 
of Columbia, which are closed on account of inability to meet the 
demands of their depositors. 

It is further provided that the Corporation may pay the insured 
deposits of the closed insured bank either (1) by making available a 
transferred deposit of an equivalent amount in a new national bank or 
another insured bank; or (2) in accordance with any other procedure 
adopted by the board ‘of directors of the Corporation. This provision 
is more flexible than the existing law which does not permit payment 
otherwise than by organizing a new national bank. The Corporation 
is given the right to require the final determination of a court of 
competent jurisdiction as to the validity of a claim where it is not 
satisfied that the same should be allowed and paid. 

The right of the Corporation to be subrogated to the rights of de- 
positors paid by it is also expressed. In the existing law the Corpo- 
ration is subrogated to the entire claim of a depositor having more 
than $5,000 on deposit, and it is given the right to collect dividends 
up to $5,000, after which the residue is paid over to the depositor. 
Under the proposed amendment to the law, the subrogation right of 
the Corporation would extend only to that portion of the deposits 
paid by it. 

The bill also makes the organization of a new national bank optional 
with the Corporation instead of mandatory, as in existing law. It is 
required to be organized only where it is advisable and in the interest 
of the depositors in the closed bank or the public. The provisions 
dealing with the manner of organizing the new bank and limiting the 
character of business which may be transacted by it are substantially 
a restatement of the existing law. They differ, however, in the fol- 
lowing respects: (a) The new bank is given the right to invest in 
securities guaranteed by the United States; (b) the new bank may be 
permitted to transact other business than that specified in the statute 
if authorized by the Comptroller of the Currency; and (c) the new 
bank, while uncapitalized, is expressly exempted from all taxation. 

Administrative provisions are incorporated in this subsection 
governing the payment of insured deposits and expenses of the new 
bank after its organization. 
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The provisions of the existing law authorizing the Corporation to 
sell the capital stock of the new bank are retained in substance. 

Authority is given for moving the place of business of the new banks 
to central locations or to Washington, D. C., for the purpose of winding 
up their affairs, and a procedure is outlined for terminating the 
corporate existence of the banks where they are not capitalized. 

Subsection (m): This subsection contains provisions to facilitate 
the administration of receiverships where the Corporation is receiver, 
and to relieve the Corporation of its liability as insurer where pay- 
ment is made, and where claims for payment are not made, within 18 
months. ‘The Corporation is also protected against added liability 
where a depositor attempts to assign portions of his account to other 
persons in order to secure greater protection than $5,000, and it is 
authorized to withhold such amounts as may be necessary to satisfy 
claims for stockholder’s liability and any other liability of a depositor 
to the bank which is not subject to offset. 

Subsection (n): This subsection contains the provisions of the exist- 
ing law relating to investment of moneys of the Corporation which were 
formerly contained in the last paragraph of subsection (1). The exist- 
ing law is changed only to the extent of allowing the moneys of the 
Corporation to be invested in securities guaranteed as to principal 
and interest by the Government of the United States, as well as in 
securities of the Government of the United States. The subsection 
also contains the provisions of the old subsection (m) which provided 
that the Corporation should not be prevented from making loans to 
closed national or State member banks or from entering into negotia- 
tions to secure the reopening of such banks. It also contains subsec- 
tion (n) of the existing law, amended so as to extend the authority and 
powers of the Corporation with reference to loans upon and purchase of 
assets to all insured banks, rather than to member banks only. 

A new provision is added giving the Corporation the right, until 
July 1, 1936, to make loans or purchase assets when such action will 
reduce the risk or avert a threatened loss to the Corporation and facili- 
tate a merger or consolidation of insured banks. The Corporation 
may, for the same purpose, guarantee against loss other banks which 
assume the liabilities and purchase the assets of insured banks. 

Subsection (0): Paragraph (1) of this subsection corresponds to 
subsection (0) of the existing law which relates to the issuance of 
notes, debentures, bonds, and other obligations of the Corporation. 
However, since the class A stock of the Corporation has been elimi- 
nated by the provisions of the bill, the limitation upon the aggregate 
amount of such obligations that may be outstanding at any one time 
is now fixed at three times the amounts received by the Corporation 
in payment of its capital stock and the first two semiannual assess- 
ments upon insured banks, instead of at three times the capital of the 
Corporation. 

The provisions contained in the bill as it passed the House which 
authorized a Government guaranty of such of the obligations of the 
Corporation as might be issued with the approval of the Secretary of 
the Treasury have been eliminated by the committee. 

Paragraph (2) of this subsection authorizes the Secretary of the 
Treasury in his discretion to purchase any of the obligations of the 
Corporation. In addition, it is provided that if the Reconstruction 
Finance Corporation should fail for any reason to purchase obligations 
of the Federal Deposit Insurance Corporation, which it is required to 
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purchase, the Secretary of the Treasury is authorized and directed 
to purchase an amount equal thereto. The latter provision was not 
contained in the bill as it passed the House. 

The direction to the Secretary of the Treasury to market the obli- 
gations of the Corporation at its request, which was contained in the 
bill as it passed the House, has been eliminated by the committee. 

Subsections (p), (q), and (r) of the existing law are incorporated 
in the section as rewritten without change in any respect. These 
subsections provide for the exemption from taxation of the obliga- 
tions of the Corporation and of its franchises, etc., authorize the 
Secretary of the Treasury to prepare suitable forms of notes, deben- 
tures, bonds, or other obligations which the Corporation may need, 
and prescribe the duty of the Corporation to make an annual report 
to Congress of its operations. 

Subsection (s) of the existing law, which prescribes penalties for 
fraudulent impositions upon the Corporation is amended to cover 
false representations for the purpose of obtaining payment of insured 
deposits or other claims. 

Subsections (t) and (u) are incorporated in the revised section 12B 
without amendment. These are likewise penal provisions protecting 
against forgeries, counterfeiting, embezzlements, false entries, theft, 
and the like. 

Subsection (v): The existing subsection (v) prohibits unauthorized 
use of the words ‘‘Federal Deposit Insurance Corporation”’ and pro- 
hibits false advertisements of insurance. The subsection is amended 
by substituting for “‘class A stockholder” the term ‘“‘insured bank.”’ 
To the existing requirement that every insured bank shall display 
signs indicating that its deposits are insured is added the require- 
ment that the bank shall include a statement to like effect in advertise- 
ments relating to deposits. 

The provision of subsection (1) of existing law which prescribes the 
penalties incurred by directors or officers who participate in the decla- 
ration of dividends while a bank is in default in the payment of an 
assessment due the Corporation and which was omitted from the bill 
as it passed the House has been restored and added to this subsection. 

The consent of the Corporation is required where a State non- 
member insured bank consolidates or merges with a noninsured 
bank, and also where such an insured bank reduces the amount of or 
retires any part of its common or preferred capital stock or retires 
any part of its capital notes or debentures. The consent of the 
Corporation is also required for such an insured bank to establish 
or operate any branch or to move a branch from one location to 
another. 

It is also provided that the Corporation may require insured 
banks to maintain adequate protection against burglary, defalcation, 
and other similar insurable losses. 

The Corporation is also given the right to publish any part of a 
report of examination, after 90 days’ notice to the bank, which relates 
to recommendations of the Corporation that are not complied with 
after 120 days have elapsed from the time the bank is given written 
notice of such recommendations. In the bill as it passed the House it 
was provided that any part of such a report might be published. 

Under the bill as it passed the House, the board of directors was 
authorized to regulate the rates of interest payable on deposits in 
insured banks which are not members of the Federal Reserve System. 
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This would have subjected insured nonmember banks to regulations 
promulgated by the Federal Deposit Insurance Corporation on prin- 
ciples similar to the regulations prescribed by the Federal Reserve 
Board governing member banks. The committee has eliminated this 
provision and substituted therefor a provision making such banks sub- 
ject to all the provisions of the Federal Reserve Act and regulations 
thereunder relating to the withdrawal and payment of deposits, and 
interest on deposits, which are applicable to member banks. Excep- 
tions are made, however, in the case of savings banks, mutual savings 
banks, and Morris Plan banks. 

Subsections (w) and (x) of the existing law are not changed in any 
respect. They make applicable to contracts or agreements with the 
Corporation certain enumerated provisions of the Criminal Code and 
extend to the Corporation the facilities of the secret service division 
of the Treasury Department. 

Subsection (y) of the existing law which relates to the Temporary 
Federal Deposit Insurance Fund and the Fund for Mutuals (except 
the last paragraph) is eliminated. Subsection (y) of the reported bill 
requires that every State bank organized after the date of enactment 
of the Banking Act of 1935 must become a member of the Federal 
Reserve System by July 1, 1937, in order to be an insured bank or to 
continue to have its deposits insured. It is also provided that any 
State bank organized on or before the effective date of the Act and 
which shall have average deposits of $1,000,000 or more during the 
calendar year 1936 or any succeeding calendar year shall be required to 
become a member of the Federal Reserve System or cease to have its 
deposits insured after July 1 of the year following any such calendar 
year during which it shall have had such amount of average deposits. 
Exceptions are made in the case of savings banks, mutual savings 
banks, Morris Plan banks or other incorporated banking institutions 
engaged only in a business similar to that transacted by Morris Plan 
banks, State trust companies doing no commercial banking business, 
and banks located in Hawaii, Alaska, Puerto Rico, and the Virgin 
Islands. There was no such restriction in the bill as it passed the 
House with respect to eligibility for insurance after July 1, 1937, in the 
case of nonmember State banks. 

The existing provisions of the last paragraph of subsection (y) which 
declare that it is not the purpose of the section to discriminate in 
favor of national or member banks but to provide all banks with the 
same opportunity to obtain and enjoy the benefits of the section are 
retained. 

Subsection (z) contains a separability clause which is applicable 
to the provisions of the section limiting the amount of insurance that 
may be obtained by any depositor in an insured bank. When the 
broad purposes of the section are considered, namely, the insurance of 
bank deposits, it is seen that the limitation upon the amount of insur- 
ance is not an essential feature, and it is deemed appropriate to declare 
that the provisions imposing such limitation are subservient to the 
general plan of insurance and not an indispensable part of it. 


TITLE II—AMENDMENTS TO THE FEDERAL RESERVE ACT 


Section 201 of the bill as it passed the House amended section 4 of 
the Federal Reserve Act so as to combine the offices of chairman of 
the board of directors and Governor of the Federal Reserve banks 
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and to provide for the appointment of the Governor to be made 

H | annually by the directors of each bank subject to approval every 3 

Hi || years by the Federal Reserve Board. The Governor would be the 

i chief executive officer of the bank, chairman of its board of directors 

|) and a class C director. The Vice Governor would be Governor in 
his absence. It was also provided that the offices of Federal Reserve 
agent and assistant Federal Reserve agent would be abolished and 
that all duties prescribed by law for the Federal Reserve agent would 
be performed by the Governor of the bank or such person as he might 
designate. This section of the bill as it passed the House has been 
eliminated by the committee. 

Section 201 of the bill as reported by the committee amends the | 
provisions of section 4 of the Federal Reserve Act relating to appoint- | 
ment of officers and employees of the Federal Reserve banks so as to 
provide for the appointment of a president and vice president for | 
each such bank. It is provided that the president shall be the chief 
executive officer of the bank and shall be appointed by the board of 
directors with the approval of the Board of Governors of the Federal 
Reserve System (which under section 202 of the bill as reported is 
the new name for the Federal Reserve Board) for a term of 5 years, 
and all other executive officers and all employees of the bank are to 
be directly responsible to him. The vice president of the bank is to 
be appointed in the same manner and for the same term as the presi- 
dent and is to serve as chief executive officer of the bank in the absence 
or disability of the president or during a vacancy in the office of presi- 
dent. Whenever a vacancy occurs in either office it is to be filled in 
the same manner as provided for in the case of original appointments 
and the person so appointed is to hold office until the expiration of 
the term of his predecessor. 

Section 202 of the bill as it passed the House contained a provision 
authorizing the Federal Reserve Board to waive in whole or in part 

| the requirements of section 9 of the Federal Reserve Act relating to 


admission to membership of any nonmember bank, which at the time 
of its application for membership is insured by the Federal Deposit 
Insurance Corporation under section 12B of the Federal Reserve 
Act. The purpose of this provision was to facilitate the admission 
| of small banks into the Federal Reserve System, but since banks 
with average deposits of less than $1,000,000 are not required, under 
title I of the bill as reported by the committee, to become members 
. of the Federal Reserve System in order to continue their status as 
insured banks after July 1, 1937, this section has been omitted by 
| the committee. 
} Section 203 of the bill as it passed the House changed the qualifi- 
cations of members of the Federal Reserve Board by striking out the 
; requirement of existing law that in selecting such members the Presi- 
dent shall have due regard to a fair representation of the financial, 
agricultural, industrial, and commercial interests and geographical 
| divisions of the country, and substituting a requirement that they 
: should be well qualified by education or experience, or both, to par- 
| ticipate in the formulation of nationa' economic and monetary ‘polici ies. 
| The requirement of existing law that not more than one member of 
the Board should be selected from any one Federal Reserve district, 
was preserved for all appointive members of the Board except the 
governor. It was also provided that the governor and vice governor 
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of the Board should serve as such until the further order of the Presi- 
dent, and that if the governor’s designation as such be terminated 
he might continue to serve as a member of the Board for the remainder 
of his term. This section of the bill as it passed the House was 
eliminated in view of the changes in the organization and membership 
of the Board provided for in section 202 as reported. 

Section 202 of the bill as reported by the committee provides for 
changing the name of the Federal Reserve Board to the Board of 
Governors of the Federal Reserve System, and for changing the name 
of the governor and vice governor of the Federal Reserve Board to 
chairman and vice chairman, respectively. It is provided that the 
Board of Governors of the Federal Reserve System stil be composed 
of seven members to be appointed by the President, by and with the 
advice and consent of the Senate, after the date of enactment of the act, 
for terms of 14 years, but that the present appointive members of the 
Federal Reserve Board and the Secretary of the Treasury and the 
Comptroller of the Currency may continue to serve as such members 
for not longer than 90 days after such date. The provision of existing 
law with respect to qualifications of members of the new Board is re- 
tained, namely, that the President shall have due regard for a fair 
representation of the financial, agricultural, industrial, and commercial 
interests, and geographical divisions of the country, and a further 
requirement is added that at least two of such members shall be per- 
sons of tested banking experience. The annual salary of members of 
the Board is fixed at $15,000, and it is provided that not more than 
four of the members of the Board shall be members of the same 
political party. The successors to the present members of the Board 
are to be appointed in such manner that the term of not more than 
one member will expire in any 2-year period, and their successors will 
hold office for a term of 14 years, unless sooner removed for cause by 
the President. The President is also to designate the chairman and 
vice chairman of the Board to serve as such for terms of 4 years. 
It is also provided that any person appointed as a member of the 
Board after the date of enactment of the act shall not be eligible for 
reappointment as such member after he shall have served a full term 
of 14 years. 

A provision is also included in this section providing that the Board 
of Governors of the Federal Reserve System shall keep a complete 
record of the action taken by the Board and the Federal Open Market 
Committee upon all questions of policy relating to open-market oper- 
ations, together with the votes taken and the reasons underlying the 
action of the Board and the Committee in each instance. A similar 
record is to be kept by the Board with respect to all questions of 
policy determined by it, and a copy of such records is to be included 
in the annual report of the Board to the Congress. 

Section 203 of the bill as reported reenacts and makes permanent 
law the provisions of section 10b of the Federal Reserve Act which 
expired on March 3, 1935, and which will enable any member bank 
that has no eligible and acceptable assets to enable it to obtain ade- 
quate credit accommodations through rediscounting at a Federal 
Reserve bank, or any other method provided by the Federal Reserve 
Act (other than that provided by sec. 10 (a)), to apply to the Federal 
Reserve bank, under rules and regulations prescribed by the Board, 
for advances on its time or demand notes secured to the satisfaction 
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of the bank. The provision that each such note shall bear interest at 
a rate not less than 1 percent per annum higher than the highest dis- 
count rate in effect at the F elena Reserve bank at the date of the 
note, is also retained, but the limitation of existing law that such 
advances may be made only “in exceptional and exigent circumstances”’ 
is eliminated. 

Section 204 of the bill as it passed the House authorized the Federal 
Reserve Board to assign to designated members of the Board or its 
representatives under rules and regulations prescribed by the Board 
the performance of specific duties and functions, not including, how- 
ever, the determination of any national or System policies, or any 
power to make rules and regulations, or any power which is required 
to be exercised by specified members of the Board. 

There was also a provision in this section stating that it shall be 
the duty of the Board to exercise its powers 
in such manner as to promote conditions conducive to business stability and to 
mitigate by its influence unstabilizing fluctuations in the general level of produc- 
tion, trade, prices, and employment, so far as may be possible within the scope 
of monetary action and credit administration. 

These provisions have been omitted from the bill reported by_the 
committee. 

Section 205 of the bill as it passed the House provided for an Open 
Market Advisory Committee, consisting of five representatives of the 
Federal Reserve banks, to take the place of the Federal Open Market 
Committee provided for in existing law. The Advisory Committee 
was authorized to consult and advise with and make recommenda- 
tions to the Federal Reserve Board. It had no vote in determining 
open-market policies, but the Board was required to consult the 
Committee before making any changes on its own initiative in open- 
market policies, in rates of interest and discount to be charged by 
Federal Reserve banks, or in the reserve balances required to be 
maintained by member banks. In lieu of this provision, the com- 
mittee in section 204 of the reported bill amends existing law so as 
to provide for a Federal Open Market Committee, consisting of the 
members of the Board of Governors of the Federal Reserve System, 
and five representatives of the Federal Reserve banks to be selected 
annually. Four of such representatives are to be elected by the 
boards of directors of the Federal Reserve banks by regions, that is to 
say, 1 to represent the Boston, New York, and Philadelphia banks, 
1 to represent the Cleveland, Chicago, and St. Louis banks, 1 to rep- 
resent the Richmond, Atlanta, and Dallas banks, and 1 to repre- 
sent the Minneapolis, Kansas City, and San Francisco banks. 
The fifth representative, who is to be chosen from the country at large, 
is to be elected annually by the presidents of the 12 Federal Reserve 
banks. An alternate to serve in the absence of each such repre- 
sentative is to be elected annually in the same manner. 

It is provided that no Federal Reserve bank shall engage or decline 
to engage in open-market operations under section 14 of the Federal 
Reserve Act, except in accordance with regulations adopted by the 
Committee. The provision of existing law which allowed a Federal 
Reserve bank to decline to participate in open-market operations 
recommended and approved by the Committee, upon filing a notice of 
its decision within 30 days, is eliminated. The provision of existin 
law is retained which states that the time, character, and volume of all 
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urchases and sales of paper described in section 14 of the Federal 
eserve Act as eligible for open-market operations, shall be governed 
with a view to accommodating commerce and business and with 
regard to their bearing upon the general credit situation of the country. 

The provision of section 206 of the bill as it passed the House pro- 
viding that upon the endorsement of any member bank, subject to 
such regulations as to maturities and other matters as the Federal 
Reserve Board might prescribe, any Federal Reserve bank might 
discount any commercial, agricultural, or industrial paper and make 
advances to such bank on its promissory notes secured by any sound 
assets of the bank, is eliminated. 

Section 207 of the bill as it passed the House amended section 14 of 
the Federal Reserve Act, so as to make eligible for purchase by Federal 
Reserve banks without regard to maturities direct obligations of the 
United States or obligations which are fully guaranteed by the United 
States as to principal and interest. This provision has been modified 
by secton 205 of the reported bill so as to provide that direct obliga- 
tions of the United States and such guaranteed obligations may be 
purchased only in the open market. Section 205 also amends existi 
jaw with respect to rates of discount to be established by the Sedasel 
Reserve banks, providing that such rate shall be established every 14 
ee - oftener if deemed necessary by the Board of Governors of the 

ederal Reserve-System. 

Section 208 of the bill as it passed the House amended section 16 of 
the Federal Reserve Act so as to repeal the requirements that Federal 
Reserve notes be secured at all times by the specific pledge of col- 
lateral, and it also eliminated the provision of existing law prohibiting 
a Federal Reserve bank from paying out the notes of any such bank 
and made certain technical changes with respect to issue, redemption, 
and retirement of Federal Reserve notes. It was provided that such 
notes should be obligations of the United States and legal tender for 
all purposes, should be secured by a first and paramount lien on all 
the assets of the issuing bank, and should be issued and retired under 
such rules and regulations as the Federal Reserve Board might pre- 
scribe. This provision of the bill has been omitted by the committee. 

Section 209 of the bill as it passed the House authorized the 
Reserve Board, in order to prevent injurious credit expansion or 
contraction, to change by regulation the requirements as to reserves 
to be maintained against demand or time deposits or both by member 
banks in reserve and central reserve cities or by member banks not in 
reserve or central reserve cities or by all member banks. This pro- 
vision has been modified by section 206 of the bill as reported by the 
committee so as to provide that the power to change the requirements 
as to reserves be conditioned upon an affirmative vote of not less than 
five members of the Board of Governors of the Federal Reserve Sys- 
tem, and a limitation has been added that the amount of the statutory 
reserves required to be maintained under existing law may not be 
decreased, nor increased to more than twice such amount. 

Section 210 of the bill as it passed the House amended section 24 of 
the Federal Reserve Act so as to provide that the conditions under 
which real-estate loans might be made by national banks would be 

rescribed by regulations of the Federal Reserve Board, with the 
fimitations’t 1at the amourft of any such loan hereafter made should 
not exceed 60 percent of the appraised value of the real estate at the 
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time the loan is made and that the aggregate amount of such loans by 
any such bank should not exceed the capital and surplus of the bank, 
or 60 percent of its time and savings deposits, whichever is the greater. 

Section 207 of the bill reported by the committee retains the limita- 
tion of existing law that real-estate loans by national banks should be 
limited to those upon properties situated within the Federal Reserve 
district of such bank or within a radius of 100 miles of the place in 
which the association is located, irrespective of district lines. It is 
further provided that any such loan hereafter made should not exceed 
50 a of the appraised value of the real estate offered as security 
and that no such loan should be made for a longer term than 5 years, 
except that any such loan may be made in an amount not to exceed 
60 percent of the appraised value of the real estate and for a term not 
a than 10 years if the loan is secured by an amortized mortgage 
under the terms of which the installment payments are sufficient to 
amortize 50 percent or more of the principal of the loan within a 
— of not more than 10 years. Renewals or extensions of loans 

eretofore made and real estate loans which are insured under the 

rovisions of title II of the National Housing Act are exempted under 

oth the House and Senate provisions. The provisions authorizing 
the Federal Reserve Board to prescribe the conditions under which 
such loans might be made have been eliminated, but the committee 
retained the provision of the bill as it passed the House with respect 
to the aggregate amount of real-estate loans which might be made by 
any such bank. 

Section 208 of the bill reported by the committee fixes the salary of 
the Comptroller of the Currency at $12,000 a year and removes the 
provision of existing law which provides that his appointment be 
made upon the recommendation of the Secretary of the Treasury. 
Under existing law the salary of the Comptroller is $12,000, but he 
receives $7,000 of this amount by reason of his being a member of the 
Federal Reserve Board. 


TITLE III.—TECHNICAL AMENDMENTS TO THE BANKING LAWS 


Section 301 amends section 2 (c) of the Banking Act of 1933 so as 
to exclude from the definition of a ‘‘holding company affiliate”’, and 
from the provisions of law relative to such affiliates (except the provi- 
sions of section 23A of the Federal Reserve Act covering loans to 
and investments in the securities of holding company affiliates), any 
corporation all of the stock of which is owned by the United States 
and any organization which the Board of Governors of the Federal 
Reserve System (which, under title II of the bill, is the new name for 
the Federal Reserve Board) determines is not engaged as a business 
in holding the stock of, managing, or controlling banks. Experience 
in administering the present law has revealed instances of a bank being 
controlled by an organization, such as a church, labor union, chari- 
table foundation, etc., the principal activities of which are entirely 
outside the banking field. The effect of the amendment is to relieve 
such organizations from the limitations and requirements to which 
oe companies engaged as a business in controlling banks are 
subject. 

Section 302 amends section 20 of the Banking Act of 1933 so as to 
eliminate the necessity of a bank going through the formality of 
divorcing a securities affiliate in those cases where the securities 
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affiliate is in formal liquidation and transacts no business other than 
that incidental to liquidation. 

Section 303 (a) amends section 21 (a) (1) of the Banking Act of 
1933 so as to provide that it should not be construed as prohibiting 
banks, bankers, or financial institutions from engaging in securities 
activities within the limits expressly permitted in the case of national 
banks under section 5136 of the Revised Statutes. It is further pro- 
vided that this paragraph shall not be construed as limiting such 
rights as banks may otherwise possess to sell obligations evidencing 
loans on real estate without recourse or obligation to repurchase. 

Section 303 (b) of the House bill repealed section 21 (a) (2) of the 
Banking Act of 1933 which prohibits any person or organization not 
subject to examination and regulation under State or Federal law from 
engaging in the business of receiving deposits unless such person or or- 
ganization submits to the examination by the Comptroller of the 
Currency or by a Federal Reserve bank. Instead of repealing this 
paragraph, the committee recommends that it be amended so as to 
prohibit any person or organization from engaging in the business of 
receiving deposits with others than his or its own officers; agents, or 
employees unless such person or organization is incorporated under 
and authorized to engage in such business by Federal or State law, 
or is permitted to engage in such business by any State, Territory, or 
District and is subject under the laws thereof to examination and 
regulation, or submits to examination by the banking authorities of 
the State, Territory, or District where the business is conducted and 
makes and publishes periodic reports of condition under the same 
conditions as required by local law of an incorporated banking insti- 
tution. It has been deemed advisable to retain the prohibition on 
unregulated private banking so far as practicable and at the same 
time to relieve the Comptroller of the Currency and the Federal 
Reserve banks of many problems which have made the administration 
of the law highly burdensome. Furthermore, as a result of the amend- 
ment it will no longer be possible for such institutions to advertise that 
they are subject to Federal examination, which has a tendency to 
deceive the public into thinking that such institutions are also subject 
to Federal supervisory regulation and control. 

Section 304: Under section 22 of the Banking Act of 1933 double 
liability of stockholders in national banks was abolished as to stock 
issued after June 16, 1933. This section amends section 22 to elimi- 
nate all double liability on stock issued prior to June 16, 1933, such 
liability to terminate on July 1, 1937, as to banks then in active 
operation, provided the bank in question publishes notice of such 
termination of liability not less than 6 months prior to such date. 

Section 305 amends paragraph (c) of section 5155 of the Revised 
Statutes so as to permit national banks to operate a seasonal agency 
in a resort community within the county in which the bank has its 
main office, if there is no bank located or doing business in such 
resort, and if State banks are permitted by the laws of the State 
to maintain branches within county limits. The authority thus 
granted is to be revoked upon the opening of a State or national 
bank in the community in question. Exemption is given from the 
capital requirements otherwise provided by paragraph (c) for the 
operation of branches where the branch in question is of the seasonal 
resort type. 
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Section 306 remedies a defect in the act of June 16, 1934, which 
relieved directors of member banks from the additional stock owner- 
ship requirements imposed by section 31 of the Banking Act of 1933 
and under which national banks in Alaska and Hawaii which are not 
members of the Federal Reserve System were accidentally excluded 
from the benefit of this repeal. 

Section 307 amends section 32 of the Banking Act of 1933, effective 
January 1, 1936, to authorize the Board of Governors ef the Federal 
Reserve System to permit interlocking relationships between member 
banks and securities companies otherwise prohibited by such section 
32, such authorization to be by general regulation in those cases where 
the Board determines the relationship would not unduly influence 
the investment policies of the bank or the advice it gives its custo- 
mers regarding investments. Under existing law, the Federal Reserve 
Board is authorized to permit such relationships only by individual 
permits rather than by amet regulation and by issuance of such 
permits in those cases deemed not incompatible with the public 
interest. The amendment extends the prohibitions on such inter- 
locking relationships to employees of securities companies and banks, 
to individuals engaged in the securities business, and to officers, 
directors, etc., of institutions engaged in such business. The pro- 
hibition of existing law against ‘‘correspondent relationships” is 
eliminated. 

Section 308 (a) amends section 5136 of the Revised Statutes (relat- 
ing to purchasing and holding investment securities by national 
banks) so as to eliminate the existing limitation against purchasing 
and holding more than 10 percent of a particular issue of securities, 
and it also changes the limitation against a bank purchasing and 
holding securities of any one obligor in excess of 15 percent of capital 
and 25 percent of surplus so as to reduce said limitation to 10 percent 
of each. This reduction of limitation is not to apply to securities 
lawfully held in excess of this amount when the act takes effect. An 
additional amendment to this section which was not incorporated in 
the House bill would permit national banks under regulations by the 
Comptroller of the Currency to underwrite and sell bonds, debentures, 
and notes, such sales to be limited to sales on a national securities 
exchange or directly to dealers or brokers (other than banks) regis- 
tered with the Securities Exchange Commission, or at public auction 
or otherwise as may be prescribed by the Comptroller of the Currency. 
Such underwriting is limited to 20 percent of any one issue, or $100,000, 
whichever is the greater, and is further limited as to the total obliga- 
tions of any one issuer to 10 percent of the bank’s capital and surplus. 
The aggregate of all underwriting engagements is limited to twice the 
bank’s capital and surplus. While these amendments are specifi- 
cally made to the law relating to the powers of national banks, they 
also affect private bankers, and all State banks whether or not they 
are members of the Federal Reserve System. The provisions of 
section 9 of the Federal Reserve Act subject State member banks to 
the same limitations and conditions as to purchase, sale, underwriting, 
and holding of investment securities as are applicable to national 
banks, and private bankers and State banks are relieved from the 
operation of section 21 (a) (1) of the Banking Act of 1933 to the extent 
ra their securities operations are permitted in the case of national 

anks. 
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Section 308 (b) merely clarifies section 5136 of the Revised Statutes 
so as to provide that national banks (and consequently member 
banks) may not buy and sell stocks for their own account. 

Section 308 (c) includes within the group of securities that may 
be dealt in by member banks free from the restrictions of section 
5136 of the Revised Statutes, obligations insured by the Federal 
Housing Administrator if debentures guaranteed by the United States 
as to principal and interest are to be issued in payment of such 
insured obligations. 

Section 309 amends section 5138 of the Revised Statutes to require 
a newly organized national bank to have a paid-in surplus equal to 
20 percent of its capital, thus expressly providing by law a condition 
which has long been imposed by the Comptroller of the Currency. 
This requirement may be waived by the Comptroller as to a State 
bank converting into a national bank. An additional condition not 
embraced in the House bill has been added to the effect that any such 
converting State bank shall carry not less than one-half of its net 
profits for the preceding half year to its surplus fund before declaring 
dividends, until its surplus equals 20 percent of its capital. Further 
provision is made for giving any such bank credit as surplus for 
amounts paid into a preferred stock retirement fund. 

Section 310 (a) amends the provisions of section 5139 of the 
Revised Statutes which provide that stock certificates of national 
banks may not represent the stock of any other corporation except 
a member bank or a corporation engaged solely in holding the bank 
premises of the association, so as to provide that such certificate 
may not bear any statement purporting to represent the stock of any 
other corporation, except a member bank or a corporation engaged 
on June 16, 1934, in holding the bank premises. This amendment 
differs from the provision in the House bill in that it exempts corpo- 
rations engaged in holding the bank premises on June 16, 1934, 
whereas the House provision limits the exception to a corporation 
primarily engaged in holding such premises. ++-is-further provided 
that the law shall not operate to prevent the ownership, sale, and 
transfer of stock of other corporations being conditioned upon the 
ownership, sale, and transfer of national-bank stock. 

Section 310 (b) adds a provision not incorporated in the House bill 
which amends section 9 of the Federal Reserve Act and makes the 
same changes in the law relative to stock certificates of State member 
banks as was made by section 310 (a) as to stock certificates of national 
banks. 

Section 311 (a) revises the first paragraph of section 5144 of the 
Revised Statutes so as to eliminate any question as to the voting 
rights of the Reconstruction Finance Corporation or other holders of 
preferred stock of national banks being limited to one vote per share 
where under the terms of the articles of association under which such 
preferred stock was issued a stockholder is entitled to more than one 
vote pershare. It also changes the present prohibition against voting 
of shares of bank stock held by a national bank as sole trustee so as 
to limit such prohibition only to the election of directors, and it per- 
mits such shares to be voted in any case where, under the terms of the 
trust, the donor or beneficiary may and does direct how such shares 
shall be voted. It also permits shares held by a holding-company 
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affiliate to be voted without a permit, in favor of placing the bank 
in voluntary liquidation or taking other action pertaining to volun- 
tary liquidation. 

Section 311 (b) amends said section 5144 so as to clearly indicate 
that when a holding-company affiliate obtains a voting permit it is 
entitled to the cumulative voting rights possessed by other share- 
holders. The amendment further eliminates any question as to the 
power of the Board of Governors of the Federal Reserve System to 
issue limited, as distinguished from general, voting permits. 

Section 311 (c) was not included in the House bill. It amends 
section 5144 of the Revised Statutes by relieving a holding-company 
affiliate, to the extent that the shares of bank stock owned by it are 
not subject to statutory liability, from the requirements of subsection 
(b) of section 5144 which requires a holding-company affiliate to 
maintain and possess readily marketable assets other than bank stock 
in an amount not less than 12 percent of the aggregate par value of 
all such stock controlled by the affiliate, and requires it to increase 
such amount by 2 percent per annum until such amount equals 25 
percent of the par value of such bank stock. In lieu of the foregoing 
requirement, any such holding-company affiliate, to the extent that 
the shares of bank stock held by it are not subject to statutory 
liability, is only required to maintain a reserve out of net earnings 
above 6 percent of such readily marketable assets in an amount equal 
to 12 percent of the par value of bank stocks controlled by it. 

Section 312 amends section 5154 of the Revised Statutes to permit 
the Comptroller of the Currency to allow a State bank converting 
into a national bank to retain and carry at a value determined by 
him such assets of the bank as do not conform to the legal require- 
— governing assets which may be acquired and held by a national 

ank. 

Section 313 authorizes the Comptroller of the Currency to designate 
persons in his place and stead to countersign his name on such assign- 
ments and transfers of bonds as require his countersignature. 

Section 314 amends section 5197 of the Revised Statutes to permit 
national-bank branches located outside the United States to charge 
the rate of interest permitted under local law. 

Section 315 amends section 5199 of the Revised Statutes to provide 
that national banks shall carry not less than one-tenth part of their 
net profits of the preceding half year to surplus before the declaration 
of a dividend until the surplus is built up to equal the amount of the 
common capital. The existing law only requires the surplus to be 
built up to an amount equal to 20 percent of the bank’s capital before 
declaring a dividend. This amendment is deemed essential inasmuch 
as provision elsewhere in the bill has been made for elimination of 
assessment liability on shareholders. An additional provision not 
contained in the House bill allows a national bank to treat as an 
addition to its surplus fund amounts paid into its preferred-stock 
retirement fund. 

Section 316 extends the criminal provisions of section 5209 of the 
Revised Statutes as to embezzlement, false entries, etc., so as to.apply 
to officers, directors, and employees of insured nonmember banks. 

Section 317 amplifies section 5220 of the Revised Statutes to make 
definite provision for the procedure to be followed in the case of 
voluntary liquidation of national banks, permitting the Comptroller 
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of the Currency to examine the affairs of such liquidating bank and 
making its liquidating agent subject to removal by the shareholders 
of the bank. 

Section 318 extends the present prohibitions of section 5243 of the 
Revised Statutes against improper use of the word “national” to 
include a combination of such word with other words or syllables, 
and brings the improper use of the word “Federal” and the words 
“United States”? within the same prohibitions of the statute. 

Sections 319 (a) and (b) amend section 5 of the Federal Reserve 
Act by requiring banks to reduce their holdings of'Federal Reserve 
stock upon reducing their surplus, as they are now required to do by 
existing law upon reducing their onnital. Sections 5 and 6 of the 
Federal Reserve Act are also amended so as to eliminate the present 
useless formality of Federal Reserve banks executing a certificate to 
the Comptroller of the Currency showing increase or decrease in the 
capital stock of Federal Reserve banks. Since such changes in capital 
are now approved by the Federal Reserve Board before the change is 
made, the filing of such certificates serves no useful purpose. 

Section 320 amends section 9 of the Federal Reserve Act to author- 
ize the Board of Governors of the Federal Reserve System to prescribe 
the form for reports of condition of State member banks and the in- 
formation to be contained therein. It further requires the reporting 
banks to publish such reports in such manner and in accordance 
with such regulations as may be prescribed by the Board of Governors 
of the Federal Reserve System. 

Section 321 (a) amends section 11 (m) of the Federal Reserve Act 
to extend to State member banks the provisions applicable to national 
banks which enlarges the maximum limitation on loans to one indi- 
vidual from 10 percent of the bank’s unimpaired capital and surplus 
to 25 percent thereof, where such loans are secured by bonds, notes, 
certificates, or Treasury bills of the United States, or secured by obliga- 
tions fully guaranteed as to principal and interest by the United 
States. The provisions with respect to such guaranteed obligations 
were not included in the House bill. 

Section 321 (b) amends paragraph 8 of section 5200 of the Revised 
Statutes so as to provide a maximum limit of 25 percent instead of 10 
percent of the bank’s capital and surplus on loans secured by various 
obligations of the United States. The amendment adds to such 
obligations, Treasury bills of the United States and obligations fully 
guaranteed both as to principal and interest by the United States. 
The provisions with respect to such guaranteed obligations were not 
included in the House bill. 

Section 322 amends section 13 of the Federal Reserve Act so as 
to permit Federal Reserve banks to discount paper for individuals or 
corporations unable to secure adequate credit accommodation from 
other banks where such paper is either endorsed or otherwise secured 
to the satisfaction of the Federal Reserve bank, and thus modifies 
the present requirements of law that such paper be both endorsed 
and so secured. 

Section 323 amends subsection (e) of section 13b of the Federal Re- 
serve Act to make it conform with the provisions of title I of the bill, 
so as to substitute ‘amount paid” for ‘‘ the par value of” stock of the 
Federal Deposit Insurance Corporation owned by the Federal Reserve 
banks. This change is necessary because under title I stock of the 
Federal Deposit Insurance Corporation will be without par value. 
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Section 324 (a) amends section 19 of the Federal Reserve Act to 
permit the Board of Governors of the Federal Reserve System to 
define for the purposes of the section, the terms ‘“‘demand deposits’’, 
“gross demand deposits”’, ‘“‘deposits payable on demand”’, “time 
deposits”’, ‘‘savings deposits”, and “trust funds”, and to further 
determine what shall be a payment of interest under the section and 
to make regulations to effectuate the purposes of the section. It is 
further provided that within the provisions of the section regarding 
the reserves of member banks the term “time deposits”’ shall include 
“savings deposits.” 

Section 324 (b) amends the tenth paragraph of section 19 of the 
Federal Reserve Act to provide, for purposes of computing bank re- 
serves, that amounts due from other banks (except Federal Reserve 
banks and foreign banks) and cash items in process of collection 
payable upon presentation in the United States, may be deducted 
from gross demand deposits rather than from balances due to other 
banks, thus insuring to country banks which have no balances due to 
other banks, the benefits of such deduction. 

Section 324 (c) amends section 19 of the Federal Reserve Act to add 
to the classes of deposits exempted from the prohibition against the 
payment of interest on demand deposits, deposit contracts existing 
when a bank joins the Federal ReserveSystem. Itis also provided that 
deposits payable outside the States of the United States and the Dis- 
trict of Columbia shall likewise be exempt, rather than ‘‘those pay- 
able in foreign ‘countries’ as is provided in the existing law. An 
amendment not included in the House bill prohibits payment of inter- 
est after the expiration of 2 years from the date of enactment of the 
act, on demand deposits made by savings banks as defined in section 
12B of the Federal Reserve Act, as amended, and by mutual savings 
banks, demand deposits of public funds made by or on behalf of any 
State, county, school district, or auy subdivision or municipality, 
and demand deposits of trust funds, upon which interest is required 
to be paid by State law. The House provision, permitting payment 
of interest. on demand deposits made by any such savings bank or 
mutual savings bank, by the United States or any Territory, District, 
or possession thereof, including the Philippine Islands, or any public 
instrumentality or agency thereof with respect to which interest is 
required by law, or by any State, etc., and on demand deposits of 
trust funds, is eliminated. A new provision is added repealing so 
much of existing law~as requires payment of interest on deposits 
of public funds made by the United States, etc. In conformity with 
the House provision, the amendment makes more flexible the power 
of the Board of Governors of the Federal Reserve System to classify 
time and savings deposits and prescribe the rates of interest to be paid 
thereon. The absolute prohibition against payment of time deposits 
before maturity is relaxed under conditions to be prescribed by the 
Board, and deposits payable only at offices of member banks located 
outside of the United States and the District of Columbia are ex- 
empted from the restrictions on interest rates and the prohibitions on 
payment before maturity. 

Section 324 (d) amends section 19 of the Federal Reserve Act to 
require member banks to maintain the same reserves against Govern- 
ment deposits as are required against other deposits, thus repealing 
the exemption contained in the Liberty Bond Acts. 
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Section 325 amends section 21 of the Federal Reserve Act to permit 
the Comptroller of the Currency and the Board of Governors of the 
Federal Reserve System to waive the requirement of a report from 
or an examination of an affiliate of a member bank when in the judg- 
ment of the Comptroller or the Board the report or examination is 
not necessary to disclose fully the relations between such affiliate and 
the bank and the effect thereof upon the affairs of the bank. 

Section 326 (a) amends section 22 (a) of the Federal Reserve Act 
to extend the existing prohibitions against loans or gratuities to bank 
examiners by member banks, and their officers and employees so as 
to include insured nonmember banks and the examiners thereof, and 
State examiners of member banks and insured banks, but not private 
éxaminers thereof. The prohibitions do not apply, however, either 
to the bank or the examiner if the bank is not subject to examination 
by such examiner, as for example, where a loan is made by a State 
member bank to a national bank examiner. 

Section 326 (b) amends section 22 (b) of the Federal Reserve Act 
to extend existing prohibitions against a national bank examiner re- 
celving compensation from any bank, officer, or employee thereof, so 
as to include examiners of the Federal Deposit Insurance Corporation. 
This section also extends the existing restrictions against examiners 
revealing the names of borrowers or the collateral for loans so as to 
cover insured nonmember banks. 

Section 326 (c) revises section 22 (g) of the Federal Reserve Act 
which prohibits loans to executive officers of member banks by extend- 
ing the time within which such loans may be renewed to June 16, 
1938, provided the directors by resolution determine that such re- 
newal is in the bank’s interest and that the indebted officer has made 
proper effort to reduce his obligation. Provision is also made for 
permitting an executive officer to borrow from his bank in an amount 
not exceeding $2,500, if a majority of the bank’s entire board ap- 
proves. Borrowing by a partnership, a majority interest in which is 
held by one or more executive officers, is prohibited. Executive 
officers may endorse paper previously taken by the bank in good faith 
or may incur indebtedness to the bank where the object is to aid or 
protect the bank. The existing rigid provisions of the law are some- 
what relaxed to permit the Board of Governors of the Federal Reserve 
System to prescribe regulations and define terms in connection there- 
with, and a provisten-for the removal of any officer who violates the 
provisions of the section is substituted for the criminal penalty pro- 
vided for by existing law. 

Section 327 amends section 23A of the Federal Reserve Act which 
limits loans to affiliates, and loans on and investments in securities of 
affiliates, and prescribes certain conditions by way of collateral 
requirements to such loans. It also enumerates certain types of 
affiliates which are exempt from such conditions and requirements. 

Section 328 adds a provision to section 24 of the Federal Reserve 
Act so as to exempt from the restrictions of that section on real-estate 
loans ‘‘working-capital”’ loans participated in by a Federal Reserve 
bank or the Reconstruction Finance Corporation, loans as to which 
any such bank or the Corporation has made a commitment and loans 
of which a part has been discounted, purchased, or loaned against 
as security by a Federal Reserve bank. 
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Section 329 of the bill as reported by the committee repeals section 
8A of the Clayton Act relating to interlocking relationships between 
banks and institutions making loans secured by stock or bond col- 
lateral, and repeals the provisions of sections 25 and 25 (a) of the 
Federal Reserve Act which relate to interlocking relationships. The 
first three paragraphs of section 8 of the Clayton Act are also amended, 
but the provision in the bill reported by the committee differs from 
that in the House bill. The House bill prohibited any director, 
officer or employee of a member bank from being at the same time a 

rivate banker or a director, officer, or employee of another banking 
institution (other than a mutual savings bank) except in limited classes 
of cases in which the Federal Reserve Board might allow such service 
by general regulation when in its judgment such classes of institutions 
were not in substantial competition. As amended by the committee, 
the provision prohibits a director, officer, or employee of a member 
bank or branch thereof from being at the same time a private banker, 
or a director, officer, or employee of more than one other bank or 
trust company or branch thereof, except in the following cases: 

(1) Where such other bank is more than 90 percent controlled by the 
United States or a corporation in which the United States owns more 
than 90 percent of the stock. 

(2) Where such other bank has been placed in liquidation or is in 
the hands of a receiver or conservator. 

(3) Where such other bank is principally engaged in international 
or foreign banking in a possession of the United States and has entered 
into an agreement with the Board of Governors of the Federal 
Reserve System as provided by section 25 of the Federal Reserve Act. 

(4) A bank more than 50 percent of the common stock of which is 
owned by persons owning more than 50 percent of the common stock 
of a member bank. 

(5) A bank not located and having no branch in the same place in 
which a member bank or a branch thereof is located or in a place 
contiguous thereto. 

(6) A bank not engaged in a class of business in which a member 
bank is engaged. 

(7) A mutual savings bank having no capital stock. 

A further provision not comatied in the House bill suspends the 
operation of the amendment until February 1, 1939, insofar as it 
affects interlocking relationships of any director, officer, or employee 
of a member bank or branch thereof lawfully existing on the date the 
act takes effect. 

Sections 330 (a) and (b) amend section 1 of the act of November 7, 
1918, so as to clarify the law relating to consolidation of national 
— particularly as to the rights and obligations of dissenting share- 

olders. 

Sections 331 (a) and (b) make the same clarifying amendments with 
respect to the provisions of existing law relating to consolidation of 
State and national banks. 

Section 332 amends section 2 of the act of May 24, 1926, forbidding 
the misleading use of the words ‘‘Federal’’, ‘‘United States’’, and 
“‘Reserve”’ by banks, insurance companies, etc., so as to prohibit such 
use of the words ‘“‘deposit insurance’’, 

Section 333 extends the provisions of the act of May 18, 1934, 
relating to criminal penalties for robbery of member banks, so as to 
include insured nonmember banks. 
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Section 334 amends section 5143 of the Revised Statutes so as to 
provide that as a condition to approving a reduction of the capital 
stock of a national bank the Comptroller of the Currency may specify 
that such bank shall not make a distribution of assets to its share- 
holders. It also repeals the requirement that capital stock reductions 
by national banks be approved by the Federal Reserve Board inas- 
much as the Comptroller of the Currency must also approve such 
reductions. 

Section 335 amends section 5139 of the Revised Statutes to pre- 
scribe a standard form for stock certificates hereafter issued by na- 
tional banks. 

Section 336 amends section 301 of the Emergency Banking Act of 
March 9, 1933, so as to provide that no issue of preferred stock by 
a national bank will be valid until the Comptroller of the Currency 
has issued a certificate of approval. 

Section 337 terminates the liability of shareholders of banks and 
trust companies in the District of Columbia on July 1, 1937, under 
the same conditions as are applicable under section 304 of the bill 
in the case of national banks. Each such institution is required to 
carry one-tenth part of its net profits of the preceding half year to 
surplus before declaring a dividend and to continue to do so until 
the surplus equals the amount of its common stock, but it is allowed 
to treat as surplus any amounts paid into a fund for retiring its 
preferred stock or debentures. 

Section 338 amends section 9 of the Federal Reserve Act so as to 
no longer make it necessary for State member banks to obtain the 
approval of the Comptroller of the Currency for the establishment 
of branches or retention of branches, and requiring them instead to 
obtain the consent of the Board of Governors of the Federal Reserve 
System. This amendment merely corrects a technical error in the 
Banking Act of 1933 with respect to the supervisory authority from 
whom approval must be obtained. 

Section 339 eliminates the requirements of section 5234 of the 
Revised Statutes that national bank receivership funds deposited in 
other banks be secured by collateral, to the extent that such deposits 
are protected by imsurance by the Federal Deposit Insurance Cor- 
poration. 

Section 340 makes a similar provision as to deposits of bankruptcy 
funds required to be secured by section 61 of the Bankruptcy Act. 

Section 341 of the House bill which amended the provisions of 
section 8 of the Postal Savings Depository Act of June 25, 1910, 
relating to the withdrawal of and interest on postal savings deposits, 
has been eliminated by the committee. 

Section 341 of the reported bill amends section 11 (k) of the Federal 
Reserve Act to provide that State banking authorities may have 
access to the reports of examination of trust departments of national 
banks made by the Comptroller of the Currency. This provision was 
not included in the House bill. 

Section 342 amends section 5240 of the Revised Statutes, relating 
to payment of compensation of employees of the Office of the Comp- 
troller of the Currency by means of assessments on banks, so as to 
include the payment of retirement annuities for such employees. 
There was no corresponding provision in the House bill. 
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Section 343, which was not included in the House bill, makes 
several minor clarifying amendments to the provisions of the National 
Housing Act relating to suits brought under such act, the insurance 
of loans for financing alterations, repairs, and improvements on real 
property, and mortgage insurance. 

Section 344 adds a provision which was not contained in the House 
bill relating to preferred stock, capital notes, and debentures of 
member banks of the Federal Reserve System and the consideration 
to be given to such securities in determining whether the capital stock 
of any such bank is impaired. It is also provided that the dividends 
on preferred stock of national banks shall not exceed 6 percent of the 
original purchase price of such stock, and that in the event of the 
retirement of such stock or the liquidation of the bank the holders of 
the stock shall be entitled to receive not more than the original pur- 
chase price plus accumulative dividends. 

Section 345 contains the usual provision relating to separability in 
the event any part of the act should be held unconstitutional. 


cy 
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Mr. SreaGa.u, from the committee of conference, submitted the 
following 


CONFERENCE REPORT 


[To accompany H. R. 7617] 


The committee of conference on the disagreeing votes of the two 
Houses on the amendment of the Senate to the bill (H. R. 7617) to 
provide for the sound, effective, and uninterrupted operation of the 
banking system, and for other purposes, having met, after full and 
free conference, have agreed to recommend and do recommend to 
their respective Houses as follows: 

That the House recede from its disagreement to the amendment of 
the Senate and agree to the same with an amendment as follows: 

In lieu of the matter proposed to be inserted by the amendment of 
the Senate insert the following: 


That this Act may be cited as the ‘‘ Banking Act of 1935”’. 
TITLE I~FEDERAL DEPOSIT INSURANCE 


Section 101. Section 12B of the Federal Reserve Act, as amended 
(U.S. C., Supp. VI, title 12, sec. 264), 1s amended to read as follows: 

“Sec. 12B. (a) There is hereby created a Federal Deposit Insurance 
Corporation (hereinafter referred to as the ‘Corporation’) which shall 
insure, as hereinafter provided, the deposits of all banks which are en- 
titled to the benefits of insurance under this section, and which shall 
have the powers hereinafter granted. 

‘“(b) The management of the Corporation shall be vested in a board 
of directors consisting of three members, one of whom shall be the Comp- 
troller of the Currency, and two of whom shall be citizens of the United 
States to be appointed by the President, by and with the advice and 
consent of the Senate. One of the appointive members shall be the chair- 
man of the board of directors of the Corporation and not more than two 
of the members of such board of directors shall be members of the same 
political party. Each such appointive member shall hold office for a 
term of sir years and shall receive compensation at the rate of $10,000 per 
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annum, payable monthly out of the funds of the Corporation, but the 
Comptroller of the Currency shall not receive additional compensation 
for his services as such member. In the event of a vacancy in the office 
of the Comptroller of the Currency, and pending the appointment of his 
successor, or during the absence of the Comptroller from Washington. 


the Acting Comptroller of the Currency shall be a member of the board of 


directors in the place and stead of the Comptroller. In the event of a 
vacancy in the office of the chairman of the board of directors, and pending 
the appointment of his successor, the Comptroller of the Currency shall 
act as chairman. The Comptroller of the Currency shall be ineligible 
during the time he is in office and for two years thereafter to hold any 
office, position, or employment in any insured bank. The appointive 
members of the board of directors shall be ineligible during the time they 
are in office and for two years thereafter to hold any office, position, or em- 
ployment i um any insured bank, except that this restriction shall not apply 
to any appointive member who has served the full term for which he was 
appointed. No member of the board of directors shall be an officer or 
director of any bank, banking institution, trust company, or shay stor 
Reserve bank or hold stock in any bank, banking institution, or trust 
company; and before entering upon his duties as a member of Pa board 
of directors he shall certify under oath that he has complied with this 
requirement and such certification shall be filed with the secretary of the 
board of directors. No member of the board of directors serving on the 
board of directors on the effective date shall be subject to any of the provi- 
sions of the three preceding sentences until the expiration of his present 
term of office. 

‘“(c) As used in this section 

(1) The term ‘State bank’ means any bank, banking association, 
trust company, savings bank, or other banking institution which is en- 
gaged in the business of receiving deposits and which is incorporated 
under the laws of any State, Hawari, Alaska, Puerto Rico, or the Virgin 
Islands, or which is operating under the Code of Law for ‘the District of 
Columbia (except a national bank), and includes any unincorporated 
bank the deposits of which are insured on the effective date under the 
provisions of this section. 

‘““(2) The term ‘State member bank’ means any State bank which is a 
member of the Federal Reserve System, and the term ‘State nonmember 
bank’ means any State bank which is not a member of the Federal Re- 
serve System. 

“(3) The term ‘District bank’ means any State bank operating under 
the Code of Law for the District of Columbia. 

‘“(4) The term ‘national member bank’ means any national bank 
located in any of the States of the United States, the District of Columbia, 
Hawaii, Alaska, Puerto Rico, or the Virgin Islands which is a member 
of the Federal Reserve System. 

““(5) The term ‘national nonmember bank’ means any national bank 
located in Hawaii, Alaska, Puerto Rico, or the Virgin Islands which is 
not a member of the Federal Reserve System. 

““(6) The term ‘mutual savings bank’ means a bank without capital 
stock transacting a savings bank business, the net earnings of which inure 
wholly to the benefit of its depositors after payment of obligations for any 
advances by its organizers. 

“(7) The term ‘savings bank’ means a bank (other than a mutual 
savings bank) which transacts its ordinary banking business strictly as a 
savings bank under State laws imposing special requirements on such 
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banks governing the manner of investing their funds and of conducting 
their business: Provided, That the bank maintains, until maturity date 
or until withdrawn, all deposits made with it (other than funds held by it 
im a fiduciary ca pacity) as time savings deposits of the specific term type 
or of the type where the right is reserved to the bank to require written 
notice before permitting withdrawal: Provided further, That such bank 
to be considered a savings bank must elect to become subject to regulations 
of the Corporation with respect to the redeposit of maturing deposits and 
prohibiting withdrawal of deposits by checking except in cases where such 
withdrawal is permitted by law on the effective date from specifically 
designated deposit accounts totaling not more than 15 per centum of the 
bank’s total deposits. 

“(8) The term ‘insured bank’ means any bank the deposits of which 
are insured in accordance with the provisions of this section; and the 
term ‘noninsured bank’ means any bank the deposits of which are not so 
insured. 

“(9) The term ‘new bank’ means a new national banking association 
organized by the Corporation to assume the insured deposits of an insured 
bank closed on account of inability to meet the demands of its depositors 
and otherwise to perform temporarily the functions prescribed in this 
section. 

““(10) The term ‘receiver’ includes a receiver, liquidating agent, 
conservator, commission, person, or other agency charged by law with 
the duty of winding up the affairs of a bank. 

““(11) The term ‘board of directors’ means the board of directors of 
the Corporation. 

“(12) The term ‘deposit’ means the unpaid balance of money or its 
equivalent received by a bank in the usual course of business and for which 
it has given or is obligated to give credit to a commercial, checking, savings, 
time or thrift account, or which is evidenced by its certificate of deposit, 
and trust funds held by such bank whether retained or deposited in any 
department of such bank or deposited in another bank, together with such 
other obligations of a bank as the board of directors shall find and shall 
prescribe by its regulations to be deposit liabilities by general usage: 
Provided, That any obligation of a bank which is payable only at an 
office of the bank located outside the States of the United States, the District 
of Columbia, Hawaii, Alaska, Puerto Rico, and the Virgin Islands, 
shall not be a deposit for any of the purposes of this section or be included 
as a part of total deposits or of an insured deposit: Provided further, 
That any insured bank having its principal place of business in any of the 
States of the United States or in the District of Columhia which maintains 
a branch in Hawaii, Alaska, Puerto Rico, or the Virgin Islands may elect 
to exclude from insurance under this section its deposit obligations which 
are payable only at such branch, and upon so electing the insured bank 
with respect to such branch shall comply with the provisions of this section 
applicable to the termination of insurance by nonmember banks: Pro- 
vided further, That the bank may elect to restore the insurance to such 
deposits at any time its capital stock is unimpaired. 

‘““(13) The term ‘insured deposit’ means the net amount due to any 
depositor for deposits in an insured bank (after deducting offsets) less 
any part thereof which is in excess of $5,000. Such net amount shall 
be determined according to such regulations as the board of directors may 
prescribe, and in determining the amount due to any depositor there shall 
be added together all deposits in the bank maintained in the same capacity 
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and the same right for his benefit either in his own name or in the names 
of others, except trust funds which shall be insured as provided in para- 
graph (9) of subsection (h) of this section. 

“(14) The term ‘transferred deposit’ means a deposit in a new bank or 
other insured bank made available to a depositor by the Corporation as 
payment of the insured deposit of such depositor in a closed bank, and 
assumed by such new bank or other insured bank. 

“(15) The term ‘branch’ includes any branch bank, branch office, 
branch agency, additional office, or any branch place of business located 
in any State of the United States or in Hawaii, Alaska, Puerto Rico, or 
e Virgin Islands at which deposits are received or checks paid or money 
ent. 

““(16) The term ‘effective date’ means the date of enactment of the 
Banking Act of 1935. 

““(d) There is hereby authorized to be appropriated, out of any money 
in the Treasury not otherwise appropriated, the sum of $150,000,000, 
which shall be available for payment by the Secretary of the Treasury for 
capital stock of the Corporation in an equal amount, which shall be 
subscribed for by him on behalf of the United States. Payments upon 
such subscription shall be subject to call in whole or in part by the board 
of directors of the Corporation. Such stock shall be in addition to the 
amount of capital stock required to be subscribed for by Federal Reserve 
banks. Receipts for payments by the United States for or on account of 
such stock shall be issued by the Corporation to the Secretary of the 
Treasury and shall be evidence of the stock ownership of the United 
States. Every Federal Reserve bank shall subscribe to shares of stock 
in the Corporation to an amount equal to one-half of the surplus of such 
bank on January 1, 1933, and its subscriptions shall be accompanied by a 
certified check payable to the Corporation in an amount equal to one-half 
of such subscription. The remainder of such subscription shall be subject 
to call from time to time by the board of directors wpon ninety days’ 
notice. The capital stock of the Corporation shall consist of the shares 
subscribed for prior to the effective date. Such stock shall be without 
nominal or par value, and shares issued prior to the effective date shall 
be exchanged and reissued at the rate of one share for each $100 paid 
into the Corporation for capital stock. The consideration received by 
the Corporation for the capital stock shall be allocated to capital and to 
surplus in such amounts as the board of directors shall prescribe. Such 
stock shall have no vote and shall not be entitled to the payment of dividends. 

““(e) (1) Every operating State or national member bank, including 
a bank incorporated since March 10, 1933, licensed on or before the 
effective date by the Secretary of the Treasury shall be and continue to 
be, without application or approval, an insured bank and shall be 
subject to the provisions of this section. 

‘“*(2) After the effective date, every national member bank which is 
authorized to commence or resume the business of banking, and every 
State bank which is converted into a national member bank or which 
becomes a member of the Federal Reserve System, shall be an insured 
bank from the time it is authorized to commence or resume business or 
becomes a member of the Federal Reserve System. The certificate herein 
prescribed shall be issued to the Corporation by the Comptroller of the 
Currency in the case of such national member bank, or by the Board of 
Governors of the Federal Reserve System in the case of such State member 
bank: Provided, That in the case of an insured bank which is admitted 
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to membership in the Federal Reserve System or an insured State bank 
which is converted into a national member bank, such certificate shall not 
be required, and the bank shall continue as an insured bank. Such 
certificate shall state that the bank is authorized to transact the business 
of banking in the case of a national member bank, or is a member of the 
Federal Reserve System in the case of a State member bank, and that 
consideration has Seon given to the factors enumerated in subsection (g) 
of this section. 

“(f) (1) Every bank which is not a member of the Federal Reserve 
System which on June 30, 1935 was or thereafter became a member of 
the Temporary Federal Deposit Insurance Fund or of the Fund For 
Mutuals heretofore created pursuant to the provisions of this section, 
shall be and continue to be, without application or approval, an insured 
bank and shall be subject to the provisions of this section: Provided, 
That any State nonmember bank which was admitted to the said Tem- 
porary Federal Deposit Insurance Fund or the Fund For Mutuals but 
which did not file on or before the effective date an October 1, 1934 cer- 
tified statement and make the payments thereon required by law, shall 
cease to be an insured bank on August 31, 1935: Provided further, 
That no bank admitted to the said Temporary Federal Deposit Insur- 
ance Fund or the Fund For Mutuals prior to the effective date shall, 
after August 31, 1935, be an insured bank or have its deposits insured 
by the Corporation, if such bank shall have permanently discontinued its 
bankina operations prior to the effective date. 

“(2) Subject to the provisions of this section, any national non- 
member bank, upon application by the bank and certification by the 
Comptroller of the Currency in the manner prescribed in subsection (e) 
of this section, and any State nonmember bank, upon application to and 
examination by the Corporation and approval by the board of directors, 
may become an insured bank. Before approving the application of any 
such State nonmember bank, the board of directors shall give consideration 
to the factors enumerated in subsection (g) of this section and shall deter- 
mine, upon the basis of a thorough examination of such bank, that its 
assets in excess of its capital requirements are adequate to enable it to 
meet all its liabilities to depositors and other creditors as shown by the 
books of the bank. 

‘““(g) The. factors to be enumerated in the certificate required under 
subsection (e) and to be considered by the board of directors under sub- 
section (f) shall be the following: The financial history and condition of 
the bank, the adequacy of its capital structure, its future earnings pros- 
pects, the general character of its management, the convenience and needs 
of the community to be served by the bank, and whether or not its corporate 
powers are consistent uith the purposes of this section. 

““(h) (1) The assessment rate shall be one-twelfth of 1 per centum per 
annum. The semiannual assessment for each insured bank shall be in 
the amount of the product of one-half the annual assessment rate multi- 
plied by an assessment base which shall be the average for siz months of 
the differences at the end of each calendar day between the total amount of 
liability of the bank for deposits (according to the definition of the term 
‘deposit’ in and pursuant to paragraph (12) of subsection (c) of this 
section, without any deduction for indebtedness of depositors) and the 
total of such uncollected items as are included in such deposits and credited 
subject to final payment: Provided, however, That the daily total of such 
uncollected items shall be determined according to regulations prescribed 
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by the board of directors upon a consideration of the factors of general 
usage and ordinary time of availability, and for the purposes of such 
deduction no item shall be regarded as uncollected for longer periods ae 
those prescribed by such regulations. Each insured bank shall, as 
condition to the right to deduct any specific uncollected item in Sauainiee 
ats assessment base, maintain such records as will readily permit veri- 
fication of the correctness of the particular deduction claimed. The cer- 
tified statements required to be filed with the Corporation under para- 
graphs (2), (3), and (4) of this subsection shall be in such form and set 
forth such supporting information as the board of directors shall prescribe. 
The assessment payments required from insured banks under paragraphs 
(2), (3), and (4) of this subsection shall be made in such manner and 
at such time or times as the board of directors shall prescribe, provided 
the time or times so prescribed shall not be later than sixty days after 
filing the certified statement setting forth the amount of the assessment. 
In the event that a separate Fund For Mutuals is established as provided 
in subsection (Ll), the board of directors from time to time may fix a lower 
assessment rate operative for such period as the board may determine 
which shall be‘applicable to insured mutual savings banks only, and the 
remainder of this paragraph shall not be applicable to such banks. 

‘(2) On or before the 15th day of July of each year, each insured bank 
shall file with the Corporation a certified statement under oath showing 
for the six months ending on the preceding June 30 the amount of the 
assessment base and the amount of the semiannual assessment due to the 
Corporation, determined in accordance with paragraph (1) of this sub- 
section. Each insured bank shall pay to the Corporation the amount 
of the semiannual assessment it is required to certify. On or before the 
15th day of January of each year after 1936 each insured bank shall file 
with the Corporation a similar certified statement for the six months 
ending on the preceding December 31 and shall pay to the Corporation 
the amount of the semiannual assessment it is required to certify. 

“(3) Each bank which ee an insured bank according to the pro- 
visions of subsection (e) or (f) of this section shall, on or before the 15th 
day of November 1938, "ile with the Corporation a certified statement 
under oath showing the amount of the assessment due to the Corporation 
for the period ending December 81, 1985, which shall be an amount 
equal to the product of one-third the annual assessment rate m ultiplied 
by the assessment base determined in accordance with paragraph (1) 
of this subsection , except that the assessment base shall be the average for the 
31 days in the month of October 1935, and payment shall be made to the 
Corporation of the amount of the assesement so required to be certified. 
Each such bank shall, on or before the 15th day of January 1936, file 
with the Corporation a certified statement under oath showing the amount 
of the semiannual assessment due to the Corporation for the period ending 
June 30, 1936, which shall be an amount equal to the product of one-half 
the annual assessment rate ipa oa by the assessment base determined 
in accordance with paragraph (1) of this subsection, except that the assess- 
ment base shall be the average be the days of the months of October, 
November and December of 1935, and payment shall be made to the Cor- 
poration of the amount of the assessment so required to be certified. 

(4) Each bank which becomes an insured bank after the ey date 
shall be relieved from complying with the provisions of paragraph (2) of 
this subsection until it has operated as an insured bank for a full semi- 
annual period ending on June 30 or December 31 as the case may be. 
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Each such bank, on or before the forty-fifth day after its first day of oper- 
ation as an insured bank, shall file with the Corporation its first certified 
statement which shall be under oath and shall show the amount of the 
assessment base determined in accordance with paragraph (1) of this sub- 
section, except that the assessment base shall be the average for the first 
thirty-one calendar days it operates as an insured bank. Each such cer- 
tified statement shall also show as the amount of the first assessment due 
to the Corporation the prorated portion (for the period between its first day 
of operation as an insured bind and the next succeeding last day of June 
or December, as the case may be) of an amount equal to the product of 
one-half the annual assessment rate multiplied by the base required to be 
set forth on its first certified statement. Each bank which becomes an 
insured bank after the effective date which has not operated as an insured 
bank for a full semiannual period ending on June 30 or December 31, 
as the case may be, shall, on or before the 15th day of the first month 
thereafter (except that banks becoming insured in June or December shall 
have thirty-one additional days) file with the Corporation its second cer- 
tified statement under oath showing the amount of the assessment base 
and the amount of the semiannual assessment due to the Corporation. 
Such assessment base and amount shall be determined in accordance with 
paragraph (1) of this subsection, except that if the bank became an in- 
sured bank in the month of December or June the assessment base shall 
be the average for the first thirty- -one calendar days it operates as an in- 
sured bank, and except that if it became an insured bank in any other 
month than December or June the assessment base shall be the average for 
the days between its first day of operation as an insured bank and the 
next succeeding last day of June or December, as the case may be. Each 
bank required to file a certified statement under this paragraph shall pay 
to the ¢ ‘orporation the amount of the assessment the bank is required to 
ce tify. 

“(5) Each bank which shall be and continue without application or 
approval an insured bank in accordance with the provisions of subsection 
(e) or (f) of this section, shall, in lieu of all right to refund (except as 
authorized in paragraph (3) of subsection (i)), be credited with any 
balance to which such bank shall become entitled wpon the termination of 
the said Temporary Federal Deposit Insurance Fund or the Fund For 
Mutuals. The credit shall be applied by the Corporation toward the 
payment of the assessment next becoming due from such bank and upon 
succeeding assessments until the credit is exhausted. 

‘(6) Any insured bank which fails to file any certified statement 
required to be filed by it in connection with determining the amount of 
any assessment payable by the bank to the Corporation may be compelled 
to file such statement by mandatory injunction or other appropriate 
remedy in a suit brought for such purpose by the Corporation against the 
bank and any officer or officers thereof in any court of the United States of 
competent jurisdiction in the district or territory in which such bank is 
located. 

(7) The Corporation, in a suit brought at law or in equity in any 
court of competent jurisdiction, shall be entitled to recover from any 
insured bank the amount of any unpaid assessment lawfully payable by 
such insured bank to the Corporation, whether or not such bank shall 
have filed any such certified statement and whether or not suit shall have 
been brought to compel the bank to file any such statement. 
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(8) Should any national member bank or any insured national non- 
member bank fail to file any certified statement required to be filed by such 
bank under any provision of this subsection, or fail to pay any assessment 
required to be paid by such bank under any provision of this section, and 
should the bank not correct such failure within thirty days after written 
notice has been given by the Corporation to an officer of the bank, citing 
this paragraph, and stating that the bank has failed to file or pay as 
required by law, all the rights, privileges, and franchises of the bank 
granted to it under the National Bank Act or under the provisions of 
this Act, as amended, shall be thereby forfeited. Whether or not the 
penalty provided in this paragraph has been incurred shall be determined 
and adjudged in the manner provided in the sixth paragraph of section 2 
of this Act, as amended. The remedies provided in this paragraph and 
in the two preceding paragraphs shall not be construed as limiting any 
other remedies against any insured bank, but shall be in addition thereto. 

“(9) Trust funds held by an insured bank in a fiduciary capacity 
whether held in its trust or deposited in any other department or in 
another bank shall be insured in an amount not to exceed $5,000 for each 
trust estate, and when deposited by the fiduciary bank in another insured 
bank such trust funds shall be similarly insured to the fiduciary bank 
according to the trust estates represented. Notwithstanding any other 
provision of this section, such vnsurance shall be separate from and 
additional to that covering other deposits of the owners of such trust funds 
or the beneficiaries of such trust estates: Provided, That where the fiduci- 
ary bank deposits any of such trust funds in other insured banks, the 
amount so held by other insured banks on deposit shall not for the purpose 
of any certified statement required under paragraph (2), (3), or (4) of 
this subsection be considered to be a deposit liability of the fiduciary bank, 
but shall be considered to be a deposit liability of the bank in which such 
funds are so deposited by such fiduciary bank. The board of directors 
shall have power by regulation to prescribe the manner of reporting and 
of depositing such trust funds. 

““(7) (1) Any insured bank (except a national member bank or State 
member bank) may, upon not less than ninety days’ written notice to the 
Corporation, and to the Reconstruction Finance Corporation if it owns or 
holds as pledgee any preferred stock, capital notes, or debentures of such 
bank, terminate its status_as an insured bar Whenever the board of 
directors shall find that an insured bank or its directors or trustees have 
continued unsafe or unsound practices in conducting the business of such 
bank, or have knowingly or negligently permitted any of its officers or 
agents to violate any provision of any law or regulation to which the insured 
bank is subject, the board of directors shall first give to the Comptroller 
of the Currency in the case of a national bank or a District bank, to the 
authority having supervision of the bank in the case of a State bank, or 
to the Board of Governors of the Federal Reserve System in the case of a 
State member bank, a statement unith respect to such practices or violations 
for the purpose of securing the correction thereof. Unless such correc- 
tion shall be made within one hundred and twenty days or such shorter 
period of time as the Comptroller of the Currency, the State authority, 
or Board of Governors of the Federal Reserve System, as the case may 
be, shall require, the board of directors, if it shall determine to proceed 
further, shall give to the bank not less than thirty days’ written notice of 
intention to terminate the status of the bank as an insured bank, and shall 

fix a time and place for a hearing before the board of directors or before a 
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person designated by it to conduct such hearing, at which evidence may be 
produced, and upon such evidence the board of directors shall make 
written findings which shall be conclusive. Unless the bank shall appear 
at the hearing by a duly authorized representative, it shall be deemed 
to have consented to the termination of its status as an insured bank. If 
the board of directors shall find that any violation specified in such notice 
has been established, the board of directors may order that the insured 
status of the bank be terminated on a date subsequent to such finding and 
to the expiration of the time specified in such notice of intention. The 
Corporation may publish notice of such termination and the bank shall 
give notice of such termination to each of its depositors at his last address 
of record on the books of the bank, in such manner and at such time as the 
board of directors may find to be necessary and may order for the protection 
of depositors. After the termination of the insured status of any bank 
under the provisions of this paragraph, the insured deposits of each depos- 
itor in the bank on the date of such termination, less all subsequent with- 
drawals from any deposits of such depositor, shall continue for a period 
of two years to be insured, and the bank shall continue to pay to the Cor- 
poration assessments as in the case of an insured bank during such period. 
No additions to any such deposits and no new deposits in such bank 
made after the date of such termination shall be insured by the Corpora- 
tion, and the bank shall not advertise or hold itself out as having insured 
deposits unless in the same connection it shall also state with equal prom- 
inence that such additions to deposits and new deposits made after 
such date are not so insured. Such bank shall, in all other respects, 
be subject to the duties and obligations of an insured bank for the period 
of two years from the date of such termination, and in the event that such 
bank shall be closed on account of inability to meet the demands of its 
depositors within such period of two years, the Corporation shall have 
the same powers and rights with respect to such bank as in case of an 
insured bank. 

‘““(2) Whenever the insured status of a State member bank shall be 
terminated by action of the board of directors, the Board of Governors of 
the Federal Reserve System shall terminate its membership in the Federal 
Reserve System in accordance with the provisions of section 9 of this 
Act, and whenever the insured status of a national member bank shall 
be so terminated the Comptroller of the Currency shall appoint a receiver 
for the bank, which shall be the Corporation whenever the bank shall be 
unable to meet the demands of its depositors. Whenever a member bank 
shall cease to be a member of the Federal Reserve System, its status as an 
insured bank shall, without notice or other action by the board of direc- 
tors, terminate on the date the bank shall cease to be a member of the 
Federal Reserve System, with like effect as if its insured status had been 
terminated on said date by the board of directors after proceedings under 
paragraph (1) of this subsection. 

(3) If any nonmember bank which becomes an insured bank 
under the provisions of paragraph (1) of subsection (f) of this section 
shall elect, within thirty days after the effective date, not to continue as an 
insured bank, and shall within such period give written notice to the 
Corporation of its election, in accordance with regulations to be pre- 
scribed by the board of directors, and to the Reconstruction Finance 
Corporation if it owns or holds as pledgee any preferred stock, capital 
notes, or debentures of such bank, rt shall cease to be an insured bank 
and cease to be subject to the provisions of this section and the rights of 
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the bank (including its right to any refund) shall be as provided by law 
existing prior to the effective date. The board of directors shall cause 
notice of termination of insurance to be given to the depositors of such 
bank by publication or otherwise as the board of directors may determine, 
and the deposits in such bank shall continue to be insured for twenty 
days beyond such thirty day period. 

“(4) Whenever the liabilities of an insured bank for deposits shall 
have been assumed by another insured bank or banks, the insured status 
of the bank whose liabilities are so assumed shall terminate on the date 
of receipt by the Corporation of satisfactory evidence of such assumption 
i like effect as if its insured status had been terminated on said date 

by the board of directors after proceedings under paragraph (1) of this 
subsection: Provided, That if the bank whose liabilities are so assumed 
gives to its depositors notice of such assumption within thirty days after 
such assumption takes effect, by publication or by any reasonable means, 
in accordance with regulations to be prescribed by the board of directors, 
the insurance of its deposits shall terminate at the end of six months from 
the date such assumption takes effect, and such bank shall thereupon be 
relieved of all future obligations to the Corporation, including the obliga- 
tion to pay future assessments. 

““(9) Upon the date of enactment of the Banking Act of 1933, the Corpo- 
ration shall become a body corporate and as such shall have power— 

“First. To adopt and use a corporate seal. 

“Second. To have succession until dissolved by an Act of Congress. 

“Third. To make contracts. 

“Fourth. To sue and be sued, complain and defend, in any court of 
law or equity, State or Federal. All suits of a ciwil nature at common 
law or in equity to which the Corporation shall be a party shall be deemed 
to arise under the laws of the United States: Provided, That any such 
suit to which the Corporation is a party in its capacity as receiver of a 
State bank and which involves only the rights or obligations of depositors, 
creditors, stockholders and such State bank under State law shall not be 
deemed to arise under the laws of the United States. No attachment or 
execution shall be issued against the Corporation or its property before 
final judgment in any suit, action, or proceeding in any State, county, 
municipal, or United States court. The board of directors shall designate 
an agent upon whom service of process may be made in any State, Terri- 
tory, or jurisdiction in which any insured bank is located. 

“Fifth. To appoint by its board of directors such officers and employees 
as are not otherwise provided for in this section, to define their duties, fix 
their compensation, require bonds of them and fix the penalty thereof, and 
to dismiss at pleasure such officers or employees. Nothing in this or any 
other Act shall be construed to prevent the appointment and compensation 
as an officer or employee of the Corporation of any officer or employee of 
the United States in any board, commission, independent establishment, 
or executive department thereof. 

“Sizth. To prescribe by its board of directors, bylaws not inconsistent 
with law, regulating the manner in which its general business may be 
conducted, and the privileges granted to it by law may be exercised and 
enjoyed. 

“Seventh. To exercise by its board of directors, or duly authorized offi- 
cers or agents, all powers specifically granted by the provisions of this sec- 
tion and such incidental powers as shall be necessary to carry out the 
powers so granted. 
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‘‘Highth. To make examinations of and to require information and 
reports from banks, as provided in this section. 

‘Ninth. To act as recewer. 

‘Tenth. To prescribe by its board of directors such rules and regula- 
tions as it may deem necessary to carry out the provisions of this section. 

““(k) (1) The board of directors shall. administer the affairs of the 
Corporation fairly and impartially and without discrimination. The 
board of directors of the Corporation shall determine and prescribe the 
manner in which its obligations shall be incurred and its expenses allowed 
and paid. The Corporation shall be entitled to the free use of the United 
States mails in the same manner as the executive departments of the 
Government. The Corporation with the consent of any Federal Reserve 
bank or of any board, commission, independent establishment, or executive 
department of the Government, including any field service thereof, may 
avail itself of the use of information, services, and facilities thereof in 
carrying out the provisions of this section. 

‘“(2) The board of directors shall appoint examiners who shall have 
power, on behalf of the Corporation, to examine any insured State non- 
member bank (except a District bank), any State nonmember bank making 
application to become an insured bank, and any closed insured bank, 
whenever in the judgment of the board of directors an examination of the 
bank is necessary. Such examiners shall have like power to examine, 
with the written consent of the Comptroller of the Currency, any national 
bank or District bank, and, with the written consent of the Board of 
Governors of the Federal Reserve System, any State member bank. Each 
such eraminer shall have power to make a thorough examination of all 
the affairs of the bank and in doing so he shall have power to administer 
oaths and to examine and take and preserve the testimony of any of the 
officers and agents thereof, and shall make a full and detailed report of 
the condition of the bank to the Corporation. The board of directors in 
like manner shall appoint claim agents who shall have power to investi- 
gate and examine all claims for insured deposits and transferred deposits. 
Each claim agent shall have power to administer oaths and to examine 
under oath and take and preserve the testimony of any persons relating 
to such claims. The provisions of sections 184 to 186 (both inclusive) of 
the Revised Statutes (U.S. C., title 5, secs. 94 to 96) are hereby extended 
to eraminations and investigations authorized by this paragraph. 

“(3) Each insured State nonmember bank (except a District bank) 
shall make to the Corporation reports of condition in such form and at 
such times as the board of directors may require. The board of directors 
may require such reports to be published in such manner, not incon- 
sistent with any applicable law, as it may direct. Every such bank which 
fails to make or publish any such report within such time, not less than 
Jive days, as the board of directors may require, shall be subject to a 
penalty of not more than $100 for each day of such failure recoverable by 
the Corporation for its use. 

(4) The Corporation shall have access to reports of examinations 
made by, and reports of condition made to, the Comptroller of the Cur- 
rencu or any Federal Reserve bank, may accept any report made by or to 
any commission, board, or authority having supervision of a State non- 
member bank (except a District bank), and may furnish to the Comp- 
troller of the Currency, to any Federal Reserve bank, and to any such 
commission, board, or authority, reports of examinations made on behalf 
of, and reports of condition made to, the Corporaticn. 
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‘““(l) (1) The Temporary Federal Deposit Insurance Fund and the 
Fund For Mutuals heretofore created pursuant to the provisions of this 
section are hereby consolidated into a Permanent Insurance Fund for 
insuring deposits, and the assets therein shall be held by the Corporation 
for the uses and purposes of the Corporation: Provided, That the obligations 
to and rights of the Corporation, depositors, banks, and other persons 
arising out. of any event or transaction prior to the effective date shall 
remain unimpaired. On and after the effective date, the Corporation shall 
insure the deposits of all insured banks as provided in this section: 
Provided, That the insurance shall apply only to deposits of insured 
banks which have been made available since March 10, 1933, for with- 
drawal in the usual course of the banking business: Provided further, 
That if any insured bank shall, without the consent of the Corporation, 
release or modify restrictions on or deferments of deposits which had not 
been made available for withdrawal in the usual course of the banking 
business on or before the effective date, such deposits shall not be insured. 
The maximum amount of the insured deposit of any depositor shall be 
$5,000. The Corporation, in the discretion of the board of directors, may 
open on its books solely for the benefit of mutual savings banks and deposi- 
tors therein a separate Fund For Mutuals. If such Fund is opened, all 
assessments upon mutual savings banks shall be paid into such Fund and 
the Permanent Insurance Fund of the Corporation shall cease to be liable 
for insurance losses sustained in mutual savings banks: Provided, That 
the capital assets of the Corporation shall be so liable and all expenses of 
operation of the Corporation shall be allocated between such Funds on an 
equitable basis. 

‘“‘(2) For the purposes of this section, an insured bank shall be deemed 
to have been closed on account of inabi lity to meet the demands of its 
depositors in any case in which it has been closed for the purpose of 
liquidation without adequate provision being made for payment of its 
depositors. 

(3) Notwithstanding any other provision of law, whenever any 
insured national bank or insured District bank shall have been closed by 
action of its board of directors, or by the Comptroller of the Currency, as 
the case may be, on account of inability to meet the demands of its de- 
positors, the Comptroller of the Currency shall appoint the Corporation 
receiver for such closed bank, and no other person shall be appointed as 
receiver of such closed bank. 

““(4) It shall be the duty of the Corporation as such receiver to realize 
upon the assets of such closed bank, having due regard to the condition of 
credit in the locality; to enforce the individual liability of the stockholders 
and directors thereof; and to wind up the affairs of such closed bank in 
conformity with the provisions of law relating to the liquidation of closed 
national banks, except as herein otherwise provided. The Corporation 
shall retain for its own account such portion of the amounts realized from 
such liquidation as it shall be entitled to receive on account of its subro- 
gation to the claims of depositors, and it shall pay to depositors and other 
creditors the net amounts available for distribution to them. With 
respect to any such closed bank, the Corporation as such receiver shall 
have all the rights, powers, and privileges now possessed by or hereafter 
granted by law to a receiver of an insolvent national bank. 

‘“*(5) Whenever any insured State bank (except a District bank) shall 
have been closed by action of its board of directors or by the authority 
having supervision of such bank, as the case may be, on account of 
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inability to meet the demands of its depositors, the Corporation shall 
accept appointment as receiver thereof, if such appointment is tendered 
by the authority having supervision of such bank and is authorized or 
permitted by State law. With respect to any such insured State bank, 
the Corporation as such receiver shall possess all the rights, powers and 
privileges granted by State law to a receiver of a State bank. 

‘“(6) Whenever an insured bank shall have been closed on account of 
inability to meet the demands of its depositors, payment of the insured 
deposits in such bank shall be made by the Corporation as soon as possi- 
ble, subject to the provisions of paragraph (7) of this subsection, either 
(A) by making available to each depositor a transferred deposit in a new 
bank in the same community or in another insured bank in an amount 
equal to the insured deposit of such depositor and subject to urithdrawal 
on demand, or (B) in such other manner as the board of directors may 
prescribe: Provided, That the Corporation, in its discretion, may require 
proof of claims to be filed before paying the insured deposits, and that in 
any case where the Corporation is not satisfied as to the validity of a 
claim for an insured deposit, it may require the final determination of a 
court of competent jurisdiction before paying such claim. 

“(7) In the case of a closed shassouill bank or District bank, the Corpo- 
ration, upon the payment of any depositor as provided in paragraph (6) 
of this subsection, shall be subrogated to all vigil of the depositor against 
the closed bank to the extent of such payment. In the case of any other 
closed insured bank, the Corporation shall not make any payment to any 
depositor until the right of the Corporation to be subrogated to the rights 
of such depositor on the same basis as provided in the case of a closed 
national bank under this section shall have been recognized either by 
express provision of State law, by allowance of claims by the authority 
having supervision of such bank, by assignment of claims by depositors, 
or by any other effective method. In the case of any closed insured bank, 
such subrogation shall include the right on the part of the Corporation to 
receive the same dividends from the proceeds of the assets of such closed 
bank and recoveries on account of stockholders’ liability as would have 
been payable to the depositor on a claim for the insured deposit, but such 
depositor shall retain his claim for any uninsured portion of his deposit: 
Provided, That the rights of depositors and other creditors of any State 
pa co be determined in accordance with the applicable provisions of 

tate law. 

““(8) As soon as possible after the closing of an insured bank, the Cor- 
poration, if it finds that it is advisable and in the interest of the depositors 
of the closed bank or the public, shall organize a new national bank to 
assume the insured deposits of such closed bank and otherwise to perform 
temporarily the functions hereinafter provided for. The new bank shall 
have its place of business in the same community as the closed bank. 

““(9) The articles of association and the organization certificate of the 
new bank shall be executed by representatives designated by the Corpora- 
tion. No capital stock need be paid in by the Corporation. The new 
bank shall not have a board of directors, but shall be managed by an 
executive officer appointed by the board of directors of the Corporation 
who shall be subject to its directions. In all other respects the new bank 
shall be organized in accordance with the then existing provisions of law 
relating to the organization of national banking associations. The new 
bank may, with the approval of the Corporation, accept new deposits 
which shall be subject to withdrawal on demand and which, except where 
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the new bank is the only bank in the community, shall not exceed $5,000 
from any aauadin The new bank, without application to or approval 
‘by the Corporation, shall be an insured bank and shall maintain on 
deposit with the Federal Reserve bank of its district reserves in the amount 
required by law for member banks, but it shall not be required to subscribe 
for stock of the Federal Reserve bank. Funds of the new bank shall be 
kept on hand in cash, invested in obligations of the United States, or in 
obligations guaranteed as to principal and interest by the United States, 
or deposited with the Corporation, with a Federal Reserve bank, or, to the 
extent of the insurance coverage thereon, with an insured bank. The 
new bank, unless otherwise authorized by the Comptroller of the Cur- 
rency, shall transact no business except that authorized by this section and 
as may be incidental to its organization. Notwithstanding any other 
provision of law the new bank, its franchise, property, and income shall be 
exempt from all taxation now or hereafter imposed by the United States, 
by any Territory, dependency, or possession thereof, or by any State, 
county, municipality, or local taxing authority. 

““(10) Upon the organization of a new bank, the Corporation shall 
promptly make available to it an amount equal to the estimated insured 
deposits of such closed bank plus the estimated amount of the expenses of 
operating the new bank, and shall determine as soon as possible the amount 
due each depositor for his insured deposit in the closed bank, and the 
total expenses of operation of the new bank. Upon such determination, 
the amounts so estimated and made available shall be adjusted to con- 
form to the amounts so determined. Earnings of the new bank shall be 
“paid over or credited to the Corporation in such adjustment. If any new 
bank, during the period it continues its status as such, sustains any losses 
with respect to which it is not effectively protected except by reason of 
being an insured bank, the Corporation shall furnish to it additional 
funds in the amount of such losses. The new bank shall assume as 
transferred deposits the payment of the insured deposits of such closed 
bank to each of its depositors. Of the amounts so made available, the 
Corporation shall transfer to the new bank, in cash, such sums as may 
be necessary to enable it to meet its expenses of operation and immediate 
cash demands on such transferred deposits, and the remainder of such 
amounts shall be subject to withdrawal by the new bank on demand. 

(11) Whenever in the judgment of the board of directors it is desira- 
ble to do so, the Corporation shall cause capital stock of the new bank to 
be offered for sale on such terms and conditions as the board of directors 
shall deem advisable in an amount sufficient, in the opinion of the board 
of directors, to make possible the conduct of the business of the new bank 
on a sound basis, but in no event less than that required by section 5138 
of the Revised Statutes, as amended (U.S. C., Supp. VII, title 12, sec. 
51), for the organization of a national bank in the place where such new 
bank is located. The stockholders of the closed insured bank shall be 
given the first opportunity to purchase any shares of common stock so 
offered. Upon proof that an adequate amount of capital stock in the 
new bank has been subscribed and paid for in cash, the Comptroller of 
the Currency shall require the articles of association and the organiza- 
tion certificate to be amended to conform to the requirements for the 
organization of a national bank, and thereafter, when the requirements 
of law with respect to the organization of a national bank have been com- 
plied with, he shall issue to the bank a certificate of authority to commence 
business, and thereupon the bank shall cease to have the status of a new 
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bank, shall be managed by directors elected by its own shareholders and 
may exercise all the powers granted by law, and it shall be subject to all 
the provisions of law relating to national banks. Such bank shall there- 
after be an insured national bank, without certification to or approval 
by the Corporation. 

(12) If the capital stock of the new bank is not offered for sale, or if 
an adequate amount of capital for such new bank is not subscribed and 
paid for, the board of directors may offer to transfer its business to any 
ensured bank in the same community which will take over its assets, 
assume its liabilities, and pay to the Corporation for such business such 
amount as the board of directors may deem adequate; or the board of 
directors in its discretion may change the location of the new bank to 
the office of the Corporation or to some other place or may at any time 
wind up its affairs as herein provided. Unless the capital stock of the 
new bank is sold or its assets are taken over and its liabilities are assumed 
by an insured bank as above provided within two years from the date of 
its organization, the Corporation shall wind up the affacrs of such bank, 
after giving such notice, if any, as the Comptroller of the Currency may 
require, and shall certify to the Comptroller of the Currency the termina- 
tion of the new bank. Thereafter the Corporation shall be liable for the 
obligations of such bank and shall be the owner of its assets. The pro- 
visions of sections 5220 and 5221 of the Revised Statutes (U.S. C., title 
12, secs. 181 and 182) shall not apply to such new banks. 

‘““(m) (1) The Corporation as receiver of a closed national bank or 
District bank shall not be required to furnish bond and shall have the 
right to appoint an agent or agents to assist it in its duties as such 
receiver, and all fees, compensation, and erpenses of liquidation and 
administration thereof shall be fixed by the Corporation, subject to the 
approval of the Comptroller of the Currency, and may be paid by it out 
of funds coming into its possession as such recewer. The Comp- 
troller of the Currency is authorized and empowered to waive and relieve 
the Corporation from complying with any regulations of the Comptroller 
of the Currency with respect to recewerships where in his discretion such 
action is deemed advisable to simplify administration. 

‘““(2) Payment of an insured deposit to any person by the Corporation 
shall discharge the Corporation, and payment of a transferred deposit 
to any person by the new bank or by an insured bank in which a transferred 
deposit has been made available shall discharge the Corporation and such 
new bank or other insured bank, to the same extent that payment to such 
person by the closed bank would have discharged it from liability for the 
insured deposit. 

(3) Ercept as otherwise prescribed by the board of directors, neither 
the Corporation nor such new bank or other insured bank shall be required 
to recognize as the owner of any portion of a deposit appearing on the 
records of the closed bank under a name other than that of the alaiment 
any person whose name or interest as such owner is not disclosed on the 
records of such closed bank as part owner of said deposit, if such recog- 
nition would increase the aggregate amount of the insured deposits vn 
such closed bank. 

“(4) The Corporation may withhold payment of such portion of the 
insured deposit of any depositor in a closed bank as may be required to 
provide for the payment of any liability of such depositor as a stockholder 
of the closed bank, or of any liability of such depositor to the closed bank 
or its receiver, which is not offset against a claim due from such bank, 
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pending the determination and payment of such liability by such depositor 
or any other person liable therefor. 

“(6) If, after the Corporation shall have given at least three months’ 
notice to the depositor by mailing a copy thereof to his last known address 
appearing on the records of the closed bank, any depositor in the closed 
bank shall fail to claim his insured deposit from the Corporation within 
erghteen months after the appointment of the receiver for the closed bank, or 
shall fail within such period to claim or arrange to continue the transferred 
deposit with the new bank or with the other insured bank which assumes 
liability therefor, all rights of the depositor against the Corporation with 
respect to the insured deposit, and against the new bank and such other 
insured bank with respect to the transferred deposit, shall be barred, and 
all rights of the depositor against the closed bank and its shareholders, 
or the recewership estate to which the Corporation may have become sub- 
rogated, shall thereupon revert to the depositor. The amount of any 
transferred deposits not claimed unthin such eighteen months’ period, shall 
be refunded to the Corporation. 

““(n) (1) Money of the Corporation not otherwise employed shall be 
invested in obligations of the United States or in obligations guaranteed 
as to principal and interest by the United States, except that for temporary 
periods, in the discretion of the board of directors, funds of the Corpora- 
tion may be deposited in any Federal Reserve bank or unth the Treasurer 
of the United States. When designated for that purpose by the Secretary 
of the Treasury, the Corporation shall be a depositary of public moneys, 
except receipts from customs, under such regulations as may be prescribed 
by the said Secretary, and may also be employed as a financial agent 
of the Government. It shall perform all such reasonable duties as deposi- 
tary of public moneys and financial agent of the Government as may be 
required of it. 

‘(2) Nothing contained in this section shall be construed to prevent 
the Corporation from making loans to national banks closed by action 
of the Comptroller of the Currency, or by vote of their directors, or to State 
member banks closed by action of the appropriate State authorities, or 
by vote of their directors, or from entering into negotiations to secure 
the reopening of such banks. 

(3) Receivers or liquidators of insured banks closed on account of 
inability to meet the demands of their depositors shall be entitled to offer 
the assets of such banks for sale to the Corporation or as security for loans 
from the Corporation, upon receiving permission from the appropriate 
State authority vn accordance with express provisions of State law in the 
case of insured State banks, or from the Comptroller of the Currency in 
the case of national banks or District banks. The proceeds of every such 
sale or loan shall be utilized for the same purposes and in the same manner 
as other funds realized from the liquidation of the assets of such banks. 
The Comptroller of the Currency may, in his discretion, pay dividends on 
proved claims at any time after the expiration of the period of advertise- 
ment made pursuant to section 5235 of the Revised Statutes (U. S. C., 
title 12, sec. 193), and no liability shall attach to the Comptroller of the 
Currency or to the recewer of any national bank by reason of any such 
payment for failure to pay dividends to a claimant whose claim is not 
proved at the time of any such payment. The Corporation, in its dis- 
cretion, may make loans on the security of or may purchase and liquidate 
or sell any part of the assets of an insured bank which is now or may 
hereafter be closed on account of inability to meet the demands of its 
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depositors, but in any case in which the Corporation is acting as receiver 
of a closed insured bank, no such loan or purchase shall be made without 
the approval of a court of competent jurisdiction. 

(4) Until July 1, 1936, whenever in the judgment of the board of 
directors such action will reduce the risk or avert a threatened loss to the 
Corporation and will facilitate a merger or consolidation of an insured 
bank with another insured bank, or will facilitate the sale of the assets 
of an open or closed insured bank to and assumption of its liabilities 
by another insured bank, the Corporation may, upon such terms and 
conditions as it may determine, make loans secured in whole or in part 
by assets of an open or closed insured bank, which loans may be in 
subordination to the rights of depositors and other creditors, or the Cor- 
poration may purchase any such assets or may guarantee any other 
unsured bank against loss by reason of its assuming the liabilities and 
purchasing the assets of an open or closed insured bank. Any insured 
national bank or District bank, or, with the approval of the Comptroller 
of the Currency, any receiver thereof, is authorized to contract for such 
sales er loans and to pledge any assets of the bank to secure such loans. 

‘““(0) (1) The Corporation is authorized and empowered to issue and to 
have outstanding its notes, debentures, bonds, or other such obligations, in a 
par amount aggregating not more than three times the amount received 
by the Corporation in payment of its capital stock and in payment of the 
assessments upon insured banks for the year 1936. The notes, deben- 
tures, bonds, and other such obligations issued under this subsection shall 
be redeemable at the option of the Corporation before maturity in such 
manner as may be stipulated in such obligations, and shall bear such 
rate ox rates of interest, and shall mature at such time or times, as may be 
determined by the Corporation: Provided, That the Corporation may sell 
on a discount basis short-term obligations payable at maturity without 
interest. The notes, debentures, bonds, and other such obligations of the 
Corporation may be secured by assets of the Corporation in such manner 
as shall be prescribed by its board of directors. Such obligations may be 
offered for sale at such price or prices as the Corporation may determine. 

‘““(2) The Secretary of the Treasury, in his discretion, 1s authorized 
to purchase any obligations of the Corporation to be issued hereunder, 
and for such purpose the Secretary of the Treasury is authorized to use 
as a public-debt transaction the proceeds of the sale of any securities here- 
after issued under the Second Lnberty Bond Act, as amended, and the 
purposes for which securities may be issued under the Second Liberty 
Bond Act, as amended, are extended to include such purchases: Provided, 
That if the Reconstruction Finance Corporation fails for any reason to 
purchase any of the obligations of the Corporation as provided in sub- 
section (b) of section 5e of the Reconstruction Finance Corporation Act, 
as amended, the Secretary of the Treasury is authorized and directed to 
purchase such obligations in an amount equal to- the amount of such 
obligations the Reconstruction Finance Corporation so fails to purchase: 
Provided further, That the Secretary of the Treasury is authorized and 
directed, whenever in the zudgment of the board of directors of the Cor- 
poration additional funds are required for insurance purposes, to pur- 
chase obligations of the Corporation in an additional amount of not to 
exceed $250,000,000 par value: Provided further, That the proceeds 
derived from the purchase by the Secretary of the Treasury of any such 
obligations shall be used by the Corporation solely in carrying cut its 
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Functions with respect to such insurance. The Secretary of the Treasury 
may, at any time, sell any of the obligations of the Corporation acquired 
by him under this subsection. All redemptions, purchases, and sales 
by the Secretary of the Treasury of the obligations of the Corporation 
shall be treated as public-debt transactions of the United States. 

‘‘(p) All notes, debentures, bonds, or other such obligations issued by 
the Corporation shall be exempt, both as to principal and interest, from 
all taxation (except estate and inheritance taxes) now or hereafter imposed 
by the United States, by any Territory, dependency, or possession 
thereof, or by any State, county, municipality, or local taxing authority. 
The Corporation, including its franchise, its capital, reserves, and sur- 
plus, and its income, shall be excempt from all taxation now or hereafter 
umposed by the L ited States, by any Territory, dependency, or possession 
thereof, or by any State, county, municipality, or local taxing authority, 
except that any real property of the Corporation shall be subject to State, 
Territorial, county, municipal, or local taxation to the same extent accord= 
ing to rts value as other real property is taxed. 

“‘(q) In order that the Corporation may be supplied with such forms 
of notes, debentures, bonds, or other such obligations as it may need for 
issuance under this Act, the Secretary of the Treasury is authorized to 
prepare such forms as shall be suitable and approved by the Corporation, 
to be held in the Treasury subject to delivery, upon order of the Corpora- 
tion. The engraved plates, dies, bed pieces, and other material executed 
in connection thereurth shall remain in the custody of the Secretary of the 
Treasury. The Corporation shall reimburse the Secretary of the Treasury 
for any expenses incurred in the preparation, custody, and delivery of such 
notes, debentures, bonds, or other such obligations. 

““(r) The Corporation shall annually make a report of its operations 

to the Congress as soon as practicable after the 1st day of January in each 
year. 
: ““(s) Whoever, for the purpose of obtaining any loan from the Cor- 
poration, or any extension or renewal thereof, or the acceptance, release, 
or substitution of security therefor, or for the purpose of inducing the 
Corporation to purchase any assets, or for the purpose of obtaining the 
payment of any insured deposit or transferred deposit or the allowance, 
approval, or payment of any claim, or for the purpose of influencing in 
any way the action of the Corporation under this section, makes any 
statement, knowing it to be false, or willfully overvalues any security, 
shall be punished by a fine of not more than $5,000, or by imprisonment 
for not more than two years, or both. 

‘“(t) Whoever (1) falsely makes, forges, or counterfeits any obligation 
or coupon, in vmitation of or purporting to be an obligation or coupon 
issued by the Corporation, or (2) passes, utters, or publishes, or attempts 
to pass, utter, or publish, any false, forged, or counterfeited obligation or 
coupon purporting to have been issued by the Corporation, knowing the 
same to be false, forged, or counterfeited, or (3) falsely alters any obliga- 
tion or coupon issued or purporting to have bx issued by the Corpora- 
tion, or (4) passes, utters, or publishes, or attempts to pass, utter, or 
publish, as true, any falsely altered or spurious obligation or coupon, 
issued or purporting to have been issued by the Corporation, knowing the 
same to be falsely altered or spurious, shall be punished by a fine of not 
more than $10,000, or by imprisonment for not more than five years, or 
both. 

““(w) Whoever, being connected in any capacity with the Corporation, 
(1) embezzles, abstracts, purloins, or willfully misapplies any moneys, 
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funds, securities, or other things of value, whether belonging to it or 
pledged, or otherwise entrusted to it, or (2) with intent to defraud the 
Corporation or any other body, politic or corporate, or any indwwidual, or 
to deceive any officer, auditor, or examiner of the Corporation, makes 
any false entry in any book, report, or statement of or to the Corporation, 
or without being duly authorized draws any order or issues, puts forth, 
or assigns any note, debenture, bond, or other such obligation, or draft, 
bill of exchange, mortgage, judgment, or decree thereof, shall be punished 
by a fine of not more than $10,000, or by imprisonment for not more 
than five years, or both. 

‘““(v) (1) No individual, association, partnership, or corporation shall 
use the words ‘ Federal Deposit Insurance Corporation’, or a combination 
of any three of these four words, as the name or a part thereof under 
which he or it shall do business. No individual, association, partnership, 
or corporation shall advertise or otherwise represent falsely by any device 
whatsoever that his or its deposit liabilities are insured or in anywise 
guaranteed by the Federal Deposit Insurance Corporation or by the 
United States or any instrumentality thereof; and no insured bank shall 
advertise or otherwise represent falsely by any device whatsoever the 
extent to which or the manner in which its deposit liabilities are insured 
by the Federal Deposit Insurance Corporation. Every individual, part- 
nership, association, or corporation violating this subsection shall be 
punished by a fine of not exceeding $1,000, or by imprisonment not 
exceeding one year, or both. 

““(2) Every insured bank shall display at each place of business main- 
tained by it a sign or signs, and shall include in advertisements relating 
to deposits a statement to the effect that its deposits are insured by the 
Corporation. The board of directors shall prescribe by regulation the 
forms of such signs and the manner of display and the substance of such 
statements and the manner of use. For each day an insured bank con- 
tinues to violate any provision of this paragraph or any lawful provision 
of said regulations, it shall be subject to a penalty of not more than $100, 
recoverable by the Corporation for its use. 

‘“(3) No wnsured bank shall pay any dividends on its capi al stock or 
interest on its capital notes or debentures (if such interest 1s required to 
be paid only out of net profits) while it remains in default in the payment 
of any assessment due to the Corporation; and any director or officer of 
any insured bank who participates in the declaration or payment of any 
such dividend shall, upon conviction, be fined not more than $1,000, or 
imprisoned not more than one year, or both: Provided, That if such default 
is due to a dispute between the insured bank and the Corporation over 
the amount of such assessment, this paragraph shall not apply, if such 
bank shall deposit security satisfactory to the Corporation for payment 
upon final determination of the issue. 

(4) Unless, in addition to compliance with other provisions of law, 
it shall have the prior written consent of the Corporation, no insured bank 
shall enter into any consolidation or merger with any nonin ured bank, 
or assume liability o pay any deposits made in any noninsured bank, or 
transfer assets to any noninsured bank in consideration of the assumption 
of liability for any portion of the deposits made in such insured bank, 
and no insured State nonmember bank (except a District bank) without 
such consent shall reduce the amount or retire any part of us common 
or preferred capital stock, or retire any part of vs capital notes or 
debentures. 
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““(5) No State nonmember insured bank (except a District bank) shall 
establish and operate any new branch after thirty days after the effective 
date unless it shall have the prior written consent of the Corporation, and 
no branch of any State nonmember insured bank shal! be moved from 
one location to another after thirty days afe the effective date wi hout 
such consent. The factors to be considered in gran ing or withholding 
the consent of the Corporation under th s paragraph shall be those enu- 
merated in subsection (g) of this section. 

“(6) The Corporation may require any insured bank to provide pro- 
tection and indemnity against burglary, defalcation, and other similar 
insurable losses. Whenever any insured bank refuses to comply with 
any such requirement the Corporation may contract for such protection 
and indemnity and add the cost thereof to the assessment otherwise pay- 
able by such bank. 

(7) Whenever any insured bank (except a national bank or a Dis- 
trict bank), after written notice of the recommendations of the Corporation 
based on a report of examination of such bank by an examiner of the 
Corporation, shall fail to comply urth such recommendations within one 
hundred and twenty days after such notice, the Corporation shall have 
the power, and is hereby authorized, to publish only such part of such 
report of examination as relates to any recommendation not complied 
unth: Provided, That notice of intention to make such publication shall 
be given to the bank at least ninety days before such publication is made. 

““(8) The board of directors shall by regulation prohibit the payment 
of interest on demand deposits in insured nonmember banks and for 
such purpose it may define the term ‘demand deposits’; but such excep- 
tions from this prohibition shall be made as are now or may hereafter 
be prescribed with respect to deposits payable on demand in member 
banks by section 19 of this Act, as amended, or by regulation of the Board 
of Governors of the Federal Reserve System. The board of directors 
shall from time to time limit by regulation the rates of interest or divi- 
dends which may be paid by insured nonmember banks on time and 
savings deposits, but such regulations shall be consistent with the con- 
tractual obligations of such banks to their depositors. For the purpose 
of fixing such rates of interest or dividends, the board of directors shall 
by regulation prescribe different rates for such payment on time and 
savings deposits having different maturities, or subject to different con- 
ditions respecting withdrawal or repayment, or subject to different 
conditions by reason of different locations, or according to the varying 
discount rates of member banks in the several Federal Reserve districts. 
The board of directors shall by regulation define what constitutes time 
and savings deposits in an insured nonmember bank. Such regulations 
shall prohibit any insured nonmember bank from paying any time 
deposit before its maturity except upon such conditions and in accordance 
with such rules and regulations as may be prescribed by the board of 
directors, and from waiving any requirement of notice before payment 
of any savings deposit except as to all savings deposits having the same 
requirement. For each violation of any provision of this paragraph or 
any lawful provision of such regulations relating to the payment of 
interest or dividends on deposits or to withdrawal of deposits, the offend- 
ing bank shall be subject to a penalty or not more than $100, recoverable 
by the Corporation for its use. 

““(w) The provisions of sections 112, 113, 114, 115, 116, and 117 of 
the Criminal Code of the United States (U. S. C., title 18, ch. 5, secs. 
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202 to 207, inclusive), insofar as applicable, are extended to apply to 
contracts or agreements with the Corporation under this section, which for 
the purposes hereof shall be held to include loans, advances, extensions, : 
and renewals thereof, and acceptances, releases, and substitutions of 
security therefor, purchases or sales of assets, and all contracts and 
agreements pertaining to the same. 

“(x) The Secret Service Division of the Treasury Department 1s 
authorized to detect, arrest, and deliver into the custody of the United 
States marshal having jurisdiction any person committing any of the 
offenses punishable under this section. 

“(y) (1) No State bank which during the calendar year 1941 or any 
succeeding calendar year shall have average deposits of $1,000,000 or more 
shall be an insured bank or continue to have any part of its deposits insured 
after July 1 of the year following any such calendar year during which it 
shall have had such amount of average deposits, unless such bank shall be a 
member of the Federal Reserve System: Provided, That for the purposes of 
this paragraph the term ‘State bank’ shall not include a savings bank, 
a mutual savings bank, a Morris Plan bank or other incorporated banking 
institution engaged only in a business similar to that transacted by Morris 
Plan banks, a State trust company doing no commercial banking business, 
or a bank located in Hawaii, Alaska, Puerto Rico, or the Virgin Islands. 

(2) It is not the purpose of this section to discriminate, in any man- 
ner, against State nonmember, and in favor of, national or member banks; 
but the purpose is to provide all banks with the same opportunity to obtain 
and enjoy the benefits of this section. No bank shall be discriminated 
against because its capital stock is less than the amount required for 
eligibility for admission into the Federal Reserve System. 

““(z) The provisions of this section limiting the insurance of the deposits 
of any depositor to a maximum less than the full amount shall be inde- 
pendent and separable from each and all of the provisions of this section.” 


TITLE II—AMENDMENTS TO THE FEDERAL RESERVE 
ACT 


Secrion 201. Paragraph “ Fifth”’ of section 4 of the Federal Reserve 
Act, as amended, is amended, effective March 1, 1936, to read as follows: 

“Fifth. To appoint by its board of directors a president, vice presi- 
dents, and such officers and employees as are not otherwise provided for in 
this Act, to define their duties, require bonds for them and fix the penalty 
thereof, and to dismiss at pleasure such officers or employees. The presi- 
dent shall be the chief executive officer of the bank and shall be appointed 
by the board of directors, with the approval of the Board of Governors of 
the Federal Reserve System, for a term of five years; and all other execu- 
tive officers and all employees of the bank shall be directly responsible to 
him. The first vice president of the bank shall be appointed in the same 
manner and for the same term as the president, and shall, in the absence or 
disability of the president or during a vacancy in the office of president, 
serve as chief executive officer of the bank.’ Whenever a vacancy shall 
occur in the office of the president or the first vice president, it shall be 
filled in the manner provided for original appointments; and the per- 
son so appointed shall hold office until the expiration of the term of his 
predecessor.” 

Sec. 202. Section 9 of the Federal Reserve Act, as amended, is 
amended by inserting after the tenth paragraph thereof the following new 
paragraph: 
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“In order to facilitate the admission to membership in the Federal 
Reserve System of any State bank which is required under subsection (y) 
of section 12B of this Act to become a member of the Federal Reserve 
System in order to be an insured bank or continue to have any part of its 
deposits insured under such section 12B, the Board of Governors of the 
Federal Reserve System may waive in whole or in part the requirements of 
this section relating to the admission of such bank to membership: 
Provided, That, if such bank is admitted with a capital less than that 
required for the organization of a national bank in the same place and 
its capital and surplus are not, in the judgment of the Board of Governors 
of the Federal Reserve System, adequate in relation to its liabilities to 
depositors and other creditors, the said Board may, in its discretion, 
require such bank to increase its cayital and surplus to such amount as 
the Board may deem necessary within such period prescribed by the 
Board as in its judgment shall be reasonable in view of all the circum- 
stances: Provided, however, That no such bank shall be required to 
ancrease its capital to an amount in excess of that required for the organiza- 
tion of a national bank in the same place.” 

Sec. 203. (a) Hereafter the Federal Reserve Board shall be known as 
the ‘‘ Board of Governors of the Federal Reserve System’’, and the governor 
and the vice governor of the Federal Reserve Board shall be known as the 
“chairman” and the ‘vice chairman’’, respectively, of the Board of 
Governors of the Federal Reserve System. 

(6) The first two paragraphs of section 10 of the Federal Reserve Act, 
as amended, are amended to read as follows: 

“Sec. 10. The Board of Governors of the Federal Reserve System 
(hereinafter referred to as the ‘Board’) shall be composed of seven mem- 
bers, to be appointed by the President, by and with the advice and consent 
of the Senate, after the date of enactment of the Banking Act of 1935, 
jor terms of fourteen years except as hereinafter provided, but each ap- 
pointive member of the Federal Reserve Board in office on such date shall 
continue to serve as a member of the Board until February 1, 1936, and 
the Secretary of the Treasury and the Comptroller of the Currency shall 
continue to serve as members of the Board until February 1, 1936. In 
selecting the members of the Board, not more than one of whom shall be 
selected from any one Federal Reserve district, the President shall have 
due regard to a fair representation of the financial, agricultural, industrial, 
and commercial interests, and geographical divisions of the country. The 
members of the Board shall devote their entire time to the business of the 
Board and shall each receive an annual salary of $15,000, payable 
monthly, together with actual necessary traveling expenses. 

‘“The members of the Board shall be ineligible during the time they 
are in office and for two years thereafter to hold any office, position, or 
employment in any member bank, ercept that this restriction shall not 
apply to a member who has served the full term for which he was appointed. 
Upon the expiration of the term of any appointive member of the Federal 
Reserve Board in office on the date of enactment of the Banking Act of 
1935, the President shall fix the term of the successor to such member at 
not to exceed fourteen years, as designated by the President at the time of 
nomination, but in such manner as to provide for the expiration of the 
term of not more than one member in any two-year period, and thereafter 
each member shall hold office for a term of fourteen years from the expi- 
ration of the term of his predecessor, unless sooner removed for cause by 
the President. Of the persons thus appointed, one shall be designated by 
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the President as chairman and one as vice chairman of the Board, to 
serve as such for a term of four years. The chairman of the Board, 
subject to its supervision, shall be its active executive officer. Each 
member of the Board shall within fifteen days after notice of appoint- 
ment make and subscribe to the oath of office. Upon the expiration of 
their terms of office, members of the Board shall continue to serve until 
their successors are appointed and have qualified. Any person appointed 
as a member of the Board = the date of enactment of the Banking Act 
of 1935 shall not be eligible for reappointment as such member after he 
shall have served a full term of fourteen years.” 

(c) The fourth paragraph of section 10 of the Federal Reserve Act, 
as amended, is amended by striking out the second, third, and fourth 
sentences thereof and inserting in lieu thereof the following: ‘At meetings 
of the Board the chairman shall preside, and, in his absence, the vice 
chairman shall preside. In the absence of the chairman and the vice 
chairman, the Board shall elect a member to act as chairman pro tem- 
pore.” 

(d) Section 10 of the Federal Reserve Act, as amended, is further 
amended by adding at the end thereof the following new paragraph: 

“The Board of Governors of the Federal Reserve System shall keep a 
complete record of the action taken by the Board and by the Federal Open 
Market Committee upon all questions of policy relating to open-market 
operations and shall record therein the votes taken in connection with the 
determination of open-market policies and the reasons underlying the 
action of the Board and the Committee in each instance. The Board shall 
keep a similar record with respect to all questions of policy determined by 
the Board, and shall include in its annual report to the Congress a full 
account of the action so taken during the preceding year with respect to 
open-market policies and operations and with respect to the policies 
determined by it and shall include in such report a copy of the records 
required to be kept wnder the provisions of this paragraph.”’ 

Sec. 204. Section 10 (b) of the Federal Reserve Act, as amended, is 
amended to read as follows: 

“Sec. 10 (b). Any Federal Reserve bank, under rules and regulations 
prescribed by the Board of Governors of the Federal Reserve System, 
may make advances to any member bank on its time or demand notes 
having maturities of not more than four months and which are secured 
to the satisfaction of such Federal Reserve bank. Each such note shall 
bear interest at a rate not less than one-half of 1 per centum per annum 
higher than the highest discount rate in effect at such Federal Reserve 
bank on the date of such note.” 

Src. 205. Section 12A of the Federal Reserve Act, as amended, is 
amended, effective March 1, 1936, to read as follows: 

“Sec. 12A. (a) There is hereby created a Federal Open Market Com- 
mittee (hereinafter referred to as the ‘Committee’), which shall consist of 
the members of the Board of Governors of the Federal Reserve System and 
five representatives of the Federal Reserve banks to be selected as herein- 
after provided. Such representatives of the Federal Reserve banks shall 
be elected annually as follows: One by the boards of directors of the 
Federal Reserve Banks of Boston and New York, one by the boards o 
directors of the Federal Reserve Banks of Philadelphia _and Cleveland, 
one by the boards of directors of the Federal Reserve Banks of Chicago 
and Saint Louis, one by the boards of directors of the Federal Reserve 
Banks of Richmond, Atlanta, and Dallas, and one by the boards of 
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directors of the Federal Reserve Banks of Minneapolis, Kansas City, 
and San Francisco. An alternate to serve in the absence of each such 
representative shall be elected annually in the same manner. The meetings 
of said Committee shall be held at Washington, District of Columbia, at 
least four times each year upon the call of the chairman of the Board of 
Governors of the Federal Reserve System or at the request of any three 
members of the Committee. 

‘““(b) No Federal Reserve bank shall engage or decline to engage in 
open-market operations under section 14 of this Act except in accordance 
with the direction of and regulations adopted by the Committee. The 
Committee shall consider, adopt, and transmit to the several Federal 
Reserve banks, regulations relating to the open-market transactions of 
such banks. 

‘““(¢) The time, character, and volume of all purchases and sales of 
paper described in section 14 of this Act as eligible for open-market 
operations shall be governed with a view to accommodating commerce 
and business and with regard to their bearing upon the general credit 
situation of the country.”’ 

Sec. 206. (a) Subsection (b) of section 14 of the Federal Reserve Act, 
as amended, is amended by inserting before the semicolon at the end thereof 
a colon and the following: Provided, That any bonds, notes, or other obli- 
gations which are direct obligations of the United States or which are fully 
guaranteed by the United States as to principal and interest may be 
bought and sold without regard to maturities but only in the open market” 

(6) Subsection (d) of section 14 of the Federal Reserve Act, as amended, 
is amended by adding at the end thereof the following: ‘‘but each such 
bank shall establish such rates every fourteen days, or oftener if deemed 
necessary by the Board;” 

Sec. 207. The sizth paragraph of section 19 of the Federal Reserve 
Act, as amended, is amended to read as follows: 

‘Notwithstanding the other provisions of this section, the Board of 
Governors of the Federal Reserve System, upon the affirmative vote of not 
less than four of its members, in order to prevent injurious credit erpan- 
sion or contraction, may by regulation change the requirements as to 
reserves to be maintained against demand or time deposits or both by 
member banks in reserve and central reserve cities or by member banks 
not in reserve or central reserve cities or by all. member banks; but the 
amount of the reserves required to be maintained by any such member 
bank as a result of any such change shall not be less than the amount of 
the reserves required by law to be maintained by such bank on the date 
of enactment of the Banking Act of 19385 nor more than twice such 
amount.”’ 

Szec. 208. The first paragraph of section 24 of the Federal Reserve 
Act, as amended, is amended to read as follows: 

“Sec. 24. Any national banking association may make real-estate 
loans secured by first liens upon improved real estate, including improved 
farm land and improved business and residential properties. A loan 
secured by real estate within the meaning of this section shall be in the 
form of an obligation or obligations secured by mortgage, trust deed, or 
other such instrument upon real estate, and any national banking associa- 
tion may purchase any obligation so secured when the entire amount of 
such obligation is sold to the association. The amount of any such loan 
hereafter made shall not exceed 50 per centum of the appraised value of 
the real estate offered as security and no such loan shall be made for a longer 
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term than five years; except that (1) any such loan may be made in an 
amount not to exceed 60 per centum of the appraised value of the real 
estate offered as security and for a term not longer than ten years if the loan 
vs secured by an amortized mortgage, deed of trust, or other such instru- 
ment under the terms of which the installment payments are sufficient to 
amortize 40 per centum or more of the principal of the loan within a 
period of not more than ten years, and (2) the foregoing limitations and 
restrictions shall not prevent the renewal or extension of loans heretofore 
made and shall not apply to real-estate loans which are insured under the 
provisions-of Title II of the National Housing Act. No such association 
shall make such loans in an aggregate sum in excess of the amount of the 
capital stock of such association paid in and unimpaired plus the amount 
of its unimpaired surplus fund, or in excess of 60 per centum of the amount 
of its time and savings deposits, whichever is the greater. ~Any such asso- 
ciation may continue hereafter as heretofore to receive time and savings 
deposits and to pay interest on the same, but the rate of interest which such 
association may pay upon such time deposits or wpon savings or other 
deposits shall not exceed the maximum rate authorized by law to be paid 
upon such deposits by State banks or trust companies organized under the 
laws of the State in which such association is located.”’ 

— 209. Section 325 of the Revised Statutes is amended to read as 
follows: 

“Szc. 325. The Comptroller of the Currency shall be appointed by 
the President, by and with the advice and consent of the Senate, and shall 
hold his office for a term of five years unless sooner removed by the Presi- 
dent, upon reasons to be communieated by him to the Senate; and he shall 
receive a salary at the rate of $15,000 a year.” 


TITLE ITII—TECHNICAL AMENDMENTS TO THE 
BANKING LAWS 


Secrion 301. Subsection (c) of section 2 of the Banking Act of 1933, 
as amended, is amended by adding at the end thereof the following 
pa agraph . 

‘‘ Notwithstanding the foregoing, the term ‘holding company affiliate’ 
shall not include (except for the purposes of section 238A of the Federal 
Reserve Act, as amended) any corporation all of the stock of which is 
owned by the United States, or any organization which is determined by 
the Board of Governors of the Federal Reserve System not to be engaged, 
directly or indirectly, as a business in holding the stock of, or managing 
or controlling, banks, banking associations, savings banks, or trust 
companies.” 

Sec. 302. The first paragraph of section 20 of the Banking Act of 
1933, as amended, is amended by inserting before the period at the end 
thereof a colon and the following: ‘Provided, That nothing in this 
paragraph shall apply to any such organization which shell have been 
placed in formal liquidation and which shall transact no business except 
such as may be incidental to the liquidation of its affairs’’. 

Sec. 308. (a) Paragraph (1) of subsection (a) of section 21 of the 
Banking Act of 1933, as amended, is amended by inserting before the 
semicolon at the end thereof a colon and the following: ‘‘ Provided, That 
the provisions of this paragraph shall not prohibit national banks or State 
banks or trust companies (whether or not members of the Federal Reserve 
System) or other financial institutions or private bankers from dealing in, 
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underuriting, purchasing, and selling investment securities to the extent 
permitted to national banking associations by the provisions of section 
5136 of the Revised Statutes, as amended (U.S. C., title 12, sec. 24; 
Supp. VII, title 12, sec. 24): Provided further, That nothing in this 
paragraph shall be construed as affecting in any way such right as any 
bank, banking association, savings bank, trust company, or other banking 
institution, may otherwise possess to sell, without recourse or agreement to 
repurchase, obligations evidencing loans on real estate’. 

(b) Paragraph (2) of subsection (a) of such section 21 is amended to 
read as follows: 

““(2)- For any person, firm, corporation, association, business trust, 
or other similar organization to engage, to any extent whatever with 
others than his or its officers, agents or employees, in the business of 
receiving deposits subject to check or to repayment upon presentation of 
a pass book, certificate of deposit, or other evidence of debt, or wpon request 
of the depositor, unless such person, jirm, corporation, association, 
business trust, or other similar organization (A) shall be incorporated 
under, and authorized to engage in such business by, the laws of the 
United States or of any State, Territory, or District, or (B) shall be per- 
mitted by any State, Territory, or District to engage in such business and 
shall be subjected by the law of such State, Territory, or District to 
examination and regulation, or (C) shall submit to periodic examination 
by the banking authority of the State, Territory, or District where such 
business is carried on and shall make and publish periodic reports of 
its condition, exhibiting in detail its resources and liabilities, such exami- 
nation and reports to be made and published at the same times and in 
the same manner and under the same conditions as required by the law 
of such State, Territory, or District in the case of incorporated banking 
institutions engaged in such business in the same locality.” 

Sec. 804. Section 22 of the Banking Act of 1933, as amended, is 
amended by adding at the end thereof the following sentences: ‘‘ Such 
additional liability shall cease on July 1, 1937, with respect to all shares 
issued by any association which shall be transacting the business of 
banking on July 1, 1937: Provded, That not less than six months prior 
to such date, such association shall have caused notice of such prospective 
termination of liability to be published in a newspaper published in the 
city, town, or county in which such association is located, and if no news- 
paper is published in such city, town, or county, then in a newspaper of 
general circulation therein. If the association fail to give such notice 
as and when above provided, a termination of such additional liability 
may thereafter be accomplished as of the date six months subsequent to 
publication, in the manner above provided.” 

Sec. 305. erie (c) of section 5155 of the Revised Statutes, as 
amended (U.S. C., Supp. VII, title 12, sec. 36), is amended (1) by in- 
serting after the first sentence thereof the following new sentence: ‘‘ In any 
State in whaech State banks are permitted by statute law to maintain 
branches within county or greater limits, if no bank is located and doing 
business in the place where the proposed agency is to be located, any 
national banking association situated in such State may, urith the ap- 
proval of the Comptroller of the Currency, establish and operate, without 
regard to the capital requirements of this section, a seasonal agency in 
any resort community within the limits of the county in which the main 
office of such association is located, for the purpose of receiving and paying 
out deposits, issuing and cashing checks and drafts, and doing business 
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incident thereto: Provided, That any permit issued under this sentence 
shall be revoked upon the opening of a State or national bank in such 
community.”’; and (2) by striking out the first word in the last sentence 
of such paragraph (c) and inserting in lieu thereof the following: “ Ex- 
cept as provided in the immediately preceding sentence, no’’. 

Sec. 306. Section 4 of the Act entitled ‘An Act to amend section 12B 
of the Federal Reserve Act so as to extend for one year the temporary plan 
for deposit insurance, and for other purposes’’, approved June 16, 1934 
(48 Stat. 969), is amended to read as follows: 

“Sec. 4. So much of section 31 of the Banking Act of 1933, as amended, 
as relates to stock ownership by directors, trustees, or members of similar 
governing bodies of any national banking association, or of any State 
bank or trust company which is a member of the Federal Reserve System, 
is hereby repealed.” 

Sec. 307. Effective January 1, 1936, section 32 of the Banking Act 
of 1933, as amended, is amended to read as follows: 

“Sec. 32. No officer, director, or employee of any corporation or un- 
incorporated association, no partner or employee of any partnership, and 
no individual, primarily engaged in the issue, flotation, underwriting, 
public sale, or distribution, at wholesale or retail, or through syndicate 
participation, of stocks, bonds, or other similar securities, shall serve 
the same time as an officer, director, or employee of any member bank 
except in limited classes of cases in which the Board of Governors of the 
Federal Reserve System may allow such service by general regulations 
when in the judgment of the said Board it would not unduly influence 
the investment policies of such member bank or the advice it gives its cus- 
tomers regarding investments.” 

Sec. 308. (a) The second sentence of paragraph Seventh of section 
5136 of the Revised Statutes, as amended (U.S. C., Supp. VII, title 12, 
sec. 24), is amended to read as follows: ‘“‘The business of dealing in 
securities and stock by the association shall be limited to purchasing and 
selling such securities and stock without recourse, solely wpon the order, 
and for the account of, customers, and in no case for its own account, and 
the association shall not underwrite any issue of securities or stock: 
Provided, That the association may purchase for its own account invest- 
ment securities under such limitations and restrictions as the Comptroller 
of the Currency may by regulation prescribe. In no event shall the total 
amount of the investment securities of any one obligor or maker, held by 
the association for its own account, exceed at any time 10 per centum of its 
capital stock actually paid in and unimpaired and 10 per centum of its 
unimpaired surplus fund, except that this:limitation shall not require 
any association to dispose of any securities lawfully held by it on the 
date of enactment of the Banking Act of 1935.” 

(b) The fourth sentence of such paragraph Seventh is amended to read 
as follows: ‘‘ Except as hereinafter provided or otherwise permitted by 
law, nothing herein contained shall authorize the purchase by the asso- 
ciation for its own account of any shares of stock of any corporation.” 

(c) The last sentence of such paragraph Seventh is amended by insert- 
ing before the colon after the words ‘‘Home Owners’ Loan Corporation”’ 
a comma and the following: ‘‘or obligations which are insured by the 
Federal Housing Administrator pursuant to section 207 of the National 
Housing Act, if the debentures to be issued in payment of such insured 
obligations are guaranteed as to principal and interest by the United 
States’. 
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Sec. 309 Section 5138 of the Revised Statutes, as amended (U.S. C., 
Supp. VII, title 12, sec 51), is amended by adding the following sen- 
tences at the end thereof: ‘“‘ No such association shall hereafter be author- 
ized to commence the business of banking until it shall have a paid-in 
surplus equal to 20 per centum of its capital: Provided, That the Comp- 
troller of the Currency may waive this requirement as to a State bank 
converting into a national banking association, but each such State 
bank which is converted into a national banking association shall, before 
the declaration of a dividend on its shares of common stock, carry not less 
than one-half part of its net profits of the preceding half year to its surplus 
fund until it shall have a surplus equal to 20 per centum of its capital: 
Provided, That for the purposes of this section any amounts paid into 
a fund for the retirement of any preferred stock of any such converted 
State bank out of its net earnings for such half-year period shall be 
deemed to be an addition to its surplus fund if, upon the retirement of such 
preferred stock, the amount so paid into such retirement fund for such 
period may then properly de carried to surplus. In any such case the 
converted State bank shall be obligated to transfer to surplus the amount so 
paid into such retirement fund for such period on account of the preferred 
stock as such stock is retired.”’ 

Sec. 310. (a) The last paragraph of section 5139 of the Revised 
Statutes, as amended (U.S. C., Supp. VII, title 12, sec. 52), is amended 
to read as follows: 

“After the date of the enactment of the Banking Act of 1935, no 
certificate evidencing the stock of any such association shall bear any 
statement purporting to represent the stock of any other corporation, 
except a member bank or a corporation engaged on June 16, 1984 in 
holding the bank premises of such association, nor shall the ownership, 
sale, or transfer of any certificate representing the stock of any such associ- 
ation be conditioned in any manner whatsoveer upon the ownership, sale, 
or transfer of a certificate representing the stock of any other corporation, 
except a member bank or a corporation engaged on June 16, 1924 in 
holding the bank premises of such association: Provided, That this section 
shall not operate to prevent the ownership, sale, or transfer of stock of any 
other corporation being conditioned upon the ownership, sale, or transfer 
of a certificate representing stock of a national banking association.” 

(b) The nineteenth paragraph of section 9 of the Federal Reserve Act, 
as amended, is amended to read as follows: 

“« After the date of the enactment of the Banking Act of 1935, no certifi- 
cate evidencing the stock of any State member bank shall bear any state- 
ment purporting to represent the stock of amy other corporation, except a 
member bank or a corporation engaged on June 16, 1984 in holding the 
bank premises of such member bank, nor shall the ownership, sale, or 
transfer of any certificate representing the stock of any State member bank 
be conditioned in any manner whatsoever upon the ownership, sale, or 
transfer of a certificate representing the stock of any other corporation, 
except a member bank or a corporation engaged on June 16, 1934 in 
holding the bank premises of such member bank: Provided, That this 
section shall not operate to prevent the ownership, sale, or transfer of 
stock of any other corporation being conditioned upon the ownership, 
sale, or transfer of a certificate representing stock of a State member bank.”’ 

Sze. 311. (a) The first paragraph of section 5144 of the Revised 
Statutes, as amended (U.S. C., Supp. VII, title 12, sec. 61), is amended 
to read as follows: 
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“Sec. 5144. In all elections of directors, each shareholder shail have 
the right to vote the number of shares owned by him for as many persons 
as there are directors to be elected, or to cumulate such shares and give 
one candidate as many votes as the number of directors multiplied by 
the number of his shares shall equal, or to distribute them on the same 
principle among as many candidates as he shall think fit; and in deerding 
all other questions at meetings of shareholders, each shareholder shatl be 
entitled to one vote on each share of stock held by him; except that (1) 
this shall not be construed as limiting the voting rights of holders of 
preferred stock under the terms and provisions of articles of association, 
or amendments thereto, adopted pursuant to the provisions of section 302 
(a) of the Emergency Banking and Bank Conservation Act, approved 
March 9, 1933, as amended, (2) in the election of directors, shares of its 
own stock held by a national bank as sole trustee, whether registered in its 
own name as such trustee or in the name of its nominee, shall not be 
voted by the registered owner unless under the terms of the trust the man- 
ner in which such shares shall be voted may be determined by a donor or 
beneficiary of the trust and unless such donor or beneficiary actually 
directs how such shares shall be voted, (3) shares of its own stock held b 
a national bank and one or more persons as trustees may be voted by suc 
other person or persons, as trustees, in the same manner as if he or they 
were the sole trustee, and (4) shares controlled by any holding company 
affiliate of a national bank shall not be voted unless such holding compan 
affiliate shall have first obtained a voting permit as hereinafter provided, 
which permit is in force at the time such shares are voted, but such holding 
company affiliate may, without obtaining such permit, vote in favor of 
placing the association in voluntary liquidation or taking any other 
action pertaining to the voluntary liquidation of such association. Share- 
holders may vote by proxies duly authorized in writing; but no officer, 
clerk, teller, or bookkeeper of such bank shall act as proxy; and no share- 
holder whose liability is past due and unpaid shall be allowed to vote. 
Whenever shares of stock cannot be voted by reason of being held by the 
bank as sole trustee, such shares shall be excluded in determining whether 
matters voted upon by the shareholders were adopted by the requisite 
percentage of shares.”’ 

(b) The first sentence of the third paragraph of such section 5144 18 
amended to read: ‘‘ Any such holding company affiliate may make appli- 
cation to the Board of Governors of the Federal Reserve System for a voting 
permit entitling it to vote the stock controlled by it at any or all meetings of 
shareholders of such bank or authorizing the trustee or turstees holding 
the stock for its benefit or for the benefit of its shareholders so to vote the 
same.”’ 

(c) Section 5144 of the Revised Statutes, as amended, 1s ae 
amended by adding at the end of subsection (c) thereof the following: 
‘‘and the provisions of this subsection, instead of subsection (6), shall 
apply to all holding company affiliates with respect to any shares of bank 
stock owned or controlled by them as to which there is no statutory lability 
imposed upon the holders of such bank stock;”’. 

Sec. 312. Section 5154 of the Revised Statutes, as amended (U.S. C., 
title 12, sec. 35), is amended by adding at the end thereof the following 
paragraph: 

“The Comptroller of the Currency may, in his discretion and subject 
to such conditions as he may prescribe, permit such converting bank to 
retain and carry at a value determined by the Comptroller such of the 
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assets of such converting bank as do not conform to the legal requirements 
relative to assets acquired and held by national banking associations.” 

Sec. 313. Section 5162 of the Revised Statutes (U.S. C., title 12, sec. 
170) is amended by adding at the end thereof the following paragraph: 

“The Comptroller of the Currency may designate one or more persons 
to countersign in his name and on his behalf such assignments or transfers 
of bonds as require his countersignature.”’ 

Sec. 314. Section 5197 of the Revised Statutes, as amended (U.S. C., 
Supp. VII, title 12, sec. 85), is amended by inserting after the second 
sentence thereof the following new sentence: “The maximum amount of 
interest or discount to be charged at a branch of an association located 
outside of the States of the United States and the District of Columbia 
shall be at the rate allowed by the laws of the country, territory, dependency, 
province, dominion, insular possession, or other political subdivision 
where the branch is located.”’ 

Sec. 315. Section 5199 of the Revised Statutes (U. S. C., title 12, 
sec. 60), is amended to read as follows: 

“Sze. 5199. The directors of any association may, semiannually, 
declare a dividend of so much of the net profits of the association as they 
shall judge expedient; but each association shall, before the declaration of a 
dividend on its shares of common stock, carry not less than one-tenth 
part of its net profits of the preceding half year to its surplus fund until 
the same shall equal the amount of its common capital: Provided, That for 
the purposes of this section, any amounts paid into a fund for the retire- 
ment of any preferred stock of any such association out of its net earnings 
for such half-year period shall be deemed to be an addition to its surplus 
fund if, upon the retirement of such preferred stock, the amount so paid 
into such retirement fund for such period may then properly be carried to 
surplus. In any such case the association shall be obligated to transfer 
to surplus the amounts so paid into such retirement fund for such period 
on account of the preferred stock as such stock is retired.” 

Sec. 316. Section 5209 of the Revised Statutes (U.S. C., title 12, sec. 
592), is hereby amended by inserting after the words ‘“‘known as the 
Federal Reserve Act’’, the words “or of any national banking association, 
or of any insured bank as defined in subsection (c) of section 12B of the 
Federal Reserve Act’’; and by inserting after the words ‘‘such Federal 
Reserve bank or member bank’’, wherever they appear in such section, the 
words ‘‘or such national banking association or insured bank’’; and by 
inserting after the words ‘‘or the Comptroller of the Currency’’, the words 
*‘or the Federal Deposit Insurance Corporation,’’. 

Szc. 317. Section 5220 of the Revised Statutes (U. S. C., title 12, sec. 
181), 1s amended by adding at the end thereof the following paragraph: 

““The shareholders shall designate one or more persons to act as 
liquidating agent or committee, who shall conduct the liquidation in 
accordance with law and under the supervision of the board of directors, 
who shall require a suitable bond to be given by said agent or committee. 
The liquidating agent or committee shall render annual reports to the 
Comptroller of the Currency on the 31st day of December of each year 
showing the progress of said liquidation until the same is completed. 
The liquidating agent or committee shall also make an annual report to 
a meeting of the shareholders to be held on the date fixed in the articles of 
association for the annual meeting, at which meeting the shareholders 
may, if they see fit, by a vote representing a majority of the entire stock 
of the bank, remove the liquidating agent or committee and appoint one 
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or more others in place thereof. A special meeting of the shareholders 
may be called at any time in the same manner as 1f the bank continued 
an active bank and at said meeting the shareholders may, by vote of the 
majority of the stock, remove the liquidating agent or committee. . The 
Comptroller of the Currency is authorized to have an examination made 
at any time into the affairs of the liquidating bank until the claims of all 
creditors have been satisfied, and the expense of making such examina- 
tions shall be assessed against such bank in the same manner as in the 
case of examinations made pursuant to section 5240 of the Revised 
Statutes, as amended (U. S. C., title 12, secs. 484, 485; Supp. VII, 
title 12, secs. 481-483).”’ 

Sec. 318. Section 5243 of the Revised Statutes (U.S. C., title 12, sec. 
583) is amended by striking out the semicolon therein and all that precedes 
it and substituting the following: 

“Sec. 5243. The use of the word ‘national’, the word ‘ Federal’ or the 
words ‘United States’, separately, in any combination thereof, or in 
combination with other words or syllables, as part of the name or title used 
by any person, corporation, firm, partnership, business trust, association 
or other business entity, doing the business of bankers, brokers, or trust or 
savings institutions is prohibited except where such institution is organ- 
ized under the laws of the United States, or is otherwise permitted by the 
laws of the United States to use such name or title, or is lawfully using 
such name or title on the date when this section, as amended, takes effect;’’. 

Sec. 319. (a) Section 5 of the Federal Reserve Act, as amended, is 
umended by striking out the last three sentences thereof and inserting in 
lieu thereof the following: ‘‘ When a member bank reduces its capital stock 
or surplus it shall surrender a proportionate amount of its holdings in the 
capital stock of said Federal Reserve bank. Any member bank which 
holds capital stock of a Federal Reserve bank in excess of the amount 
required on the basis of 6 per centum of its paid-up capital stock and sur- 
plus shall. surrender such excess stock. When a member bank volun- 
tarily liquidates it shall surrender all of its holdings of the capital 
stock of said Federal Reserve bank and be released from its stock 
subscription not previously called. In any such case the shares sur- 
rendered shall be canceled and the member bank shall receive in pay- 
ment therefor, under regulations to be prescribed by the Board of Gov- 
ernors of the Federal Reserve System, a sum equal to its cash-paid sub- 
scriptions on the shares surrendered and paaiial of 1 per centum a month 
from the period of the last dividend, not to exceed the book value thereof, 
less any liability of such member bank to the Federal Reserve bank.”’ 

(b) Section 6 of the Federal Reserve Act, as amended, is amended by 
striking out the last paragraph thereof. 

Sec. 320. The fifth paragraph of section 9 of the Federal Reserve 
Act, as amended, is amended by adding at the end thereof the following 
sentence: ‘Such reports of condition shall be in such form and shall 
contain such information as the Board of Governors of the Federal Reserve 
System may require and shall be published by the reporting banks in 
such manner and in accordance with such regulations as the said Board 
may prescribe.” 

Sec. 321. (a) The first sentence of paragraph (m) of section 11 of the 
Federal Reserve Act, as amended, is amended by inserting before the 
period at the end thereof a colon and the following: ‘‘ Provided, That 
with respect to loans represented by obligations in the form of notes 
secured by not less than a like amount of bonds or notes of the United 
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States issued since April 24, 1917, certificates of indebtedness of the 
United States, Treasury bills of the United States, or obligations fully 
guaranteed both as to principal and interest by the United States, such 
limitation of 10 per centum on loans to any person shall not apply, 
but State member banks shall be subject to the same limitations and 
conditions as are applicable in the case of national banks under para- 
graph (8) of section 5200 of the Revised Statutes, as amended (U.S. C., 
Supp. VII, title 12, sec. 84)”. : 

(b) Paragraph (8) of section 5200 of the Revised Statutes, as amended 
(U.S. C., Supp. VIT, title 12, sec. 84), is amended by inserting after the 
comma following the words ‘certificates of indebtedness of the United 
States’’, the words “Treasury bills of the United States, or obligations 
fully guaranteed both as to principal and interest by the United States,’’. 

Sec. 322. The third paragraph of section 18 of the Federal Reserve 
Act, as amended, is amended by changing the words ‘‘indorsed and other- 
wise secured to the satisfaction of the Federal Reserve bank” in that para- 
graph to read ‘indorsed or otherwise. secured to the satisfaction of the 
Federal Reserve bank’’. 

Sxrc. 323. Subsection (e) of section 13b of the Federal Reserve Act, as 
amended, is amended by striking out ‘‘upon the date this section takes 
effect’’, and inserting in lieu thereof ‘‘on and after June 19, 1934”; and 
by striking out ‘‘the par value of the holdings of each Federal Reserve 
bank of Federal Deposit Insurance Corporation stock”’, and inserting in 
lieu thereof ‘‘the amount paid by each Federal Reserve bank for stock of 
the Federal Deposit Insurance Corporation’... 

Sec. 324. (a) The first paragraph of section 19 of the Federal Reserve 
Act, as amended, is amended to read as follows: 

“Sec. 19. The Board of Governors of the Federal Reserve System is 
authorized, for the purposes of this section, to define the terms ‘demand 
deposits’, ‘gross demand deposits’, ‘deposits payable on demand’, ‘time 
deposits’, ‘savings deposits’, and ‘trust funds’, to determine what shall 
be deemed to be a payment of interest, and to prescribe such rules and regu- 
lations as it may deem necessary to effectuate the purposes of this section 
and prevent evasions thereof: Provided, That, within the meaning of the 
provisions of this section regarding the reserves required of member banks, 
the term ‘time deposits’ shall include ‘savings deposits’.”’ 

(b) The tenth paragraph of such section 19 1s amended to read as 
follows: 

“In estimating the reserve balances required by this Act, member banks 
may deduct from the amount of their gross demand deposits the amounts 
of balances due from other banks (except Federal Reserve banks and foreign 
banks) and cash items in process of collection payable immediately upon 
presentation in the United States, within the meaning of these terms as 
defined by the Board of Governors of the Federal Reserve System.” 

(c) The last two paragraphs of such section 19 are amended to read as 
follows: 

‘‘No member bank shall, directly or indirectly, by any device what- 
soever, pay any interest on any deposit which rs payable on demand: 
Provided, That nothing herein contained shall be construed as pro- 
hibiting the payment of interest in accordance with the terms of any 
certificate of deposit or other contract entered into in good faith which is 
in force on the date on which the bank becomes subject to the provisions of 
this paragraph; but no such certificate of deposit or other contract shall be 
renewed or extended unless it shall be modified to conform to this para- 
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graph, and every member bank shall take such action as may be necessary 
to conform to this paragraph as soon as possible consistently with its 
contractual obligations: Provided further, That this paragraph shall 
not apply to any deposit of such bank which is payable only at an office 
thereof located outside of the States of the United States and the District 
of Columbia: Provided further, That until the expiration of two years 
after the date of enactment of the Banking Act of 1935 this paragraph shall 
not apply (1) to any deposit made by a savings bank as defined in section 
12B of this Act, as amended, or by a mutual savings bank, or (2) to any 
deposit of public funds made by or on behalf of any State, county, school 
district, or other subdivision or municipality, or to any deposit of trust 
FSunds if the payment of interest with respect to such deposit of public 
JSunds or of trust funds 1s required by State law. So much of existing law 
as requires the payment of interest with respect to any funds deposited 
by the United States, by any Territory, District, or possession thereof 
(including the Philippine Islands), or by any public instrumentality, 
agency, or officer of the foregoing, as. is inconsistent with the provisions 
of this section as amended, 1s hereby repealed. 

“The Board of Governors of the Federal Reserve System shall from 
time to time limit by regulation the rate of interest which may be paid by 
member banks on time and savings deposits, and shall prescribe different 
rates for such payment on time and savings deposits having different 
maturities, or subject to different conditions respecting withdrawal or 
repayment, or subject to different conditions by reason of different loca- 
tions, or according to the varying discount rates of member banks in the 
several Federal Reserve districts. No member bank shall pay any time 
deposit before its maturity except upon such conditions and in accordance 
unth such rules and regulations as may be prescribed by the said Board, 
or waive any requirement of notice before payment of any savings deposit 
except as to all savings deposits having the same requirement: Provided, 
That the provisions of this paragraph shall not apply to any deposit 
which is payable only at an office of a member bank located outside of the 
States of the United States and the District of Columbia.” 

(d) Such section 19 is amended by adding at the end thereof the follow- 
ing new paragraph: 

‘“‘ Notwithstanding the provisions of the First Liberty Bond Act, as 
amended, the Second Liberty Bond Act, as amended, and the Third 
Liberty Bond Act, as amended, member banks shall be required to main- 
tain the same reserves against deposits of public moneys by the United 
States as they are required by this section to maintain against other 
deposits.” 

Src. 325. Section 21 of the Federal Reserve Act, as amended, is 
amended by adding at the end thereof the following paragraph: 

‘Whenever member banks are required to obtain reports from affiliates, 
or whenever affiliates of member banks are required to submit to exami- 
nation, the Board of Governors of the Federal Reserve System or the 
Comptroller of the Currency, as the case may be, may waive such re- 
quirements unth respect to any such report or examination of any affiliate 
if in the judgment of the said Board or Comptroller, respectively, such 
report or examination is not necessary to disclose fully the relations 
between such affiliate and such bank and the effect thereof upon the 
affairs of such bank.” 
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Sec. 326. (a) Subsection (a) of section 22 of the Federal Reserve 
Act, as amended, is amended by inserting in the first paragraph thereof 
after ‘‘No member bank’’ the following: ‘‘and no insured bank as de- 
jined in subsection (c) of section 12B of this Act”; by inserting before 
the period at the end of the first sentence of such paragraph “or assistant 
examiner, who examines or has authority to eramine such bank”; and 
by inserting after ‘any member bank” in the second paragraph thereof 
“or insured bank”; by inserting before the period at the end thereof 
‘“‘or Federal Deposit Insurance Corporation examiner”; and by adding 
at the end of such subsection a new paragraph, as follows: 

“The provisions of this subsection shall apply to all public examiners 
and assistant examiners who examine member banks of the Federal 
Reserve System or insured banks, whether appointed by the Comptroller 
of the Currency, by the Board of Governors of the Federal Reserve System, 
by a Federal Reserve agent, by a Federal Reserve bank, or by the Federal 
Deposit Insurance Corporation, or appointed or elected under the laws 
of any State; but shall not apply to private eraminers or assistant 
examiners employed only by a clearing-house association or by the 
directors of a bank.”’ 

(b) Subsection (6) of such section 22 is amended by inserting therein 
after ‘“‘no national bank examiner” the following: ‘‘and no Federal 
Deposit Insurance Corporation examiner’’; and by inserting after ‘‘mem- 
ber bank”’ the following: ‘‘or insured bank”; and by inserting after 
“from the Comptroller of the Currency,” the following: ‘‘as to a national 
bank, the Board of Governors of the Federal Reserve System as to a State 
member bank, or the Federal Deposit Insurance Corporation as to any 
other insured bank,’’. 

(c) Subsection (gq) of such section 22 is amended to read as follows: 

‘““(g) No executive officer of any member bank shall borrow from or 
otherwise become indebted to any member bank of which he is an execu- 
tive officer, and no member bank shall make any loan or extend credit in 
any other manner to any of its own executive officers: Provided, That 
loans made to any such officer prior to June 16, 1933, may be renewed 
or extended for periods expiring not more than five years from such date 
where the board of directors of the member bank shall have satisfied 
themselves that such extension or renewal is in the best interest of the 
bank and that the officer indebted has made reasonable effort to reduce 
his obligation, these findings to be evidenced by resolution of the board 
of directors spread upon the minute book of the bank: Provided further, 
That with the prior approval of a majority of the entire board of directors, 
any member bank may extend credit to any executive officer thereof, and 
such officer may become indebted thereto, in an amount not exceeding 
$2,500. If any executive officer of any member bank borrow from or 
if he be or become indebted to any bank other than a member bank of 
which he is an executive officer, he shall make a written report to the 
board of directors of the member bank of which he is an executive officer, 
stating the date and amount of such loan or indebtedness, the security 
therefor, and the purpose for which the proceeds have been or are to be 
used. Borrowing by, or loaning to, a partnership in which one or more 
executive officers of a member bank are partners having either individually 
or together a majority interest in said partnership, shall be considered 
within the prohibition of this subsection. Nothing contained in this 
subsection shall prohibit any executive officer of a member bank from 
endorsing or guaranteeing for the protection of such bank any loan or 
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other asset which shall have been previously acquired by such bank in 
good faith or from incurring any indebtedness to such bank for the 
purpose of protecting such bank against loss or giving financial assistance 
toit. The Board of Governors of the Federal Reserve System is authorized 
to define the term ‘executive officer’, to determine what shall be deemed to 
be a borrowing, indebtedness, loan, or extension of credit, for the purposes 
of this subsection, and to prescribe such rules and regulations as it ma 
eem necessary to effectuate the provisions of this subsection in accor 
ance with its purposes and to prevent evasions of such provisions. Any 
executive officer of a member bank accepting a loan or extension of credit 
which is in violation of the provisions of this subsection shall be subject 
to removal from office in the manner prescribed in section 30 of the Bank- 
ing Act of 1933: Provided, That for each day that a loan or extension of 
credit made in violation of this subsection exists, it shall be deemed to be 
a continuation of such violation within the meaning of said section 30.” 

Src. 327. The third paragraph of section 23A of the Federal Reserve 
Act, as amended, is amended to read as follows: 

‘“‘For the purpose of this section, the term ‘affiliate’ shall include 
holding-company affiliates as well as other affiliates, and the provisions 
of this section s not apply to any affiliate (1) engaged on June 16, 
1934, in holding the bank premises of the member bank with which it is 
affiliated or in maintaining and operating properties acquired for banking 
purposes prior to such date; (2) sapaedl solely in conducting a. safe- 
deposit business or the business of an agricultural credit corporation or 
livestock loan company; (8) in the capital stock of which a national 
banking association is authorized to invest pursuant to section 25 of this 
Act, as amended, or a subsidiary of such affiliate, all the stock of which 
(except qualifying shares of directors in an amount not to exceed 10 per 
centum) is owned by such affiliate; (4) organized under section 25 (a) of 
this Act, as amended, or a subsidiary of such affiliate, all the stock of 
which (except qualifying shares of directors in an amount not to exceed 
10 per centum) is owned by such affiliate; (5) engaged solely in holding 
obligations of the United States or obligations fully guaranteed by the 
United States as to principal and interest, the Federal intermediate credit 
banks, the Federal land banks, the Federal Home Loan Banks, or the 
Home Owners’ Loan Corporation; (6) where the affiliate relationship 
has arisen out of a bona fide debt contracted prior to the date of the creation 
of such relationship; or (7) where the affiliate relationship exists by 
reason of the ownership or control of any voting shares thereof by a member 
bank as executor, administrator, trustee, recewer, agent, depositary, or in 
any other fiduciary capacity, except where such shares are held for the 
benefit of all or a majority of the stockholders of such member bank; but 
as to any such affiliate, member banks shalt continue to be subject to other 
provisions of law applicable to loans by such banks and investments by 
such banks in stocks, bonds, debentures, or other such obligations. The 
provisions of this section shall likewise not apply to indebtedness of any 
affiliate for unpaid balances due a bank on assets purchased from such 
bank or to loans secured by, or extensions of credit against, obligations of 
the United States or obligations fully guaranteed by the United States as 
to principal and interest.” 

Sec. 328. Section 24 of the Federal Reserve Act, as amended, is 
amended by adding at the end thereof the following new paragraph: 

““Loans made to established industrial or aatnamlel businesses (a) 
which are in whole or in part discounted or purchased or loaned against 
as security by a Federal Reserve bank under the provisions of section 136 
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of this Act, (b) for any part of which a commitment shall have been made 
by a Federal Reserve bank under the provisions of said section, (c) in the 
making of which a Federal Reserve bank participates under the provisions 
of said section, or (d) in which the Reconstruction Finance Corporation 
cooperates or purchases a participation under the provisions of section 
6d of the Reconstruction Finance Corporation Act, shall not be subject 
to the restrictions or limitations of this section upon loans secured by 
real estate.’’ 

Sxc. 3829. Section 26 of the Federal Reserve Act, as amended, is further 
amended by striking out the last paragraph of such section; the paragraph 
of section 25 (a) of the Federal Reserve Act, as amended, which com- 
mences with the words ‘‘A majority of the shares of the capital stock of 
any such corporation”’ is amended by striking out all of said paragraph 
except the first sentence thereof; and the Act entitled ‘An Act to supple- 
ment existing laws against unlawful restraints and monopolies, and for 
other purposes”’ (38 Stat. 730), approved October 15, 1914, as amended, 
is further amended (a) by striking out section 8A thereof and (6) by 
substituting for the first three paragraphs of section 8 thereof the following: 

“Sze. 8. No private banker or director, officer, or employee of any 
member bank of the Federal Reserve System or any branch thereof shall 
be at the same time a director, officer, or employee of any other bank, 
banking association, savings bank, or trust company organized under the 
Netsanal Bank Act or organized under the laws of any State or of the 
District of Columbia, or any branch thereof, except that the Board of 
Governors of the Federal Reserve System may by regulation permit such 
service as a director, officer, or employee of not more than one other such 
institution or branch thereof; but the foregoing prohibition shall not 
apply in the case of any one or more of the following or any branch 
thereof: 

‘“(1) A bank, banking association, savings bank, or trust company, 
more than 90 per centum of the stock of which is owned directly or in- 
directly by the United States or by any corporation of which the United 
States directly or indirectly owns more than 90 per centum of the stock. 

‘““(2) A bank, banking association, savings bank, or trust company 
which has been placed formally in liquidation or which is in the hands of 
a receiver, conservator, or other official exercising similar functions. 

‘“*(3) A corporation principally engaged in international or foreign 
banking or banking in a dependency or insular possession of the United 
States which has entered into an agreement with the Board of Governors 
of the Federal Reserve System pursuant to section 25 of the Federal 
Reserve Act. 

(4) A bank, banking association, savings bank, or trust company, 
more than 50 per centum of the common stock of which is owned directly 
or indirectly by persons who own directly or indirectly more than 50 per 
centum of the common stock of such member bank. 

fz @) A bank, banking association, savings bank, or trust company not 
located and having no branch in the same city, town, or village as that in 
which such member bank or any branch thereof is located, or in any city, 
town, or village contiguous or adjaceni thereto. 

“(6) A bank, banking association, savings bank, or trust company 
not engaged in a class or classes of business vn which such member bank 
is engaged. 

“(7) A mutual savings bank having no capital stock. 

“Until February 1, 1939, nothing in this section shall prohibit any 
director, officer, or employee of any member bank of the Federal Reserve 
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System, or any branch thereof, who is lawfully serving at the same time 
as a private banker or as a director, officer, or employee of any other bank, 
banking association, savings bank, or trust company, or any branch 
thereof, on the date of enactment of the Banking Act of 1935, from con- 
tinuing such service. 

‘“‘The Board of Governors of the Federal Reserve System is authorized 
and directed to enforce compliance with this section, and to prescribe such 
rules and regulations as it deems necessary for that purpose.” 

Src. 330. (a) Section 1 of the Act of November 7, 1918, as amended 
(U.S. C., title 12, sec. 33; Supp. VII, title 12, sec. 33), is amended by 
striking out the second proviso down to and including the words ‘‘to be 
ascertained” and inserting in lieu thereof the following: ‘‘ And provided 
further, That vf such consolidation shall be voted for at said meetings by 
the necessary majorities of the shareholders of each of the associations 
proposing to consolidate, any shareholder of any of the associations so 
consolidated, who has voted against such consolidation at the meeting of 
the association of which he is a shareholder or has given notice in writing 
at or prior to such meeting to the presiding officer that he dissents from the 
plan of consolidation, shall be entitled to receive the value of the shares so 
held by him if and when said consolidation shall be approved by the 
Comptroller of the Currency, such value to be ascertained as of the date 
of the Comptroller’s approval’. 

(b) Such section 1 1s further amended by adding at the end thereof the 
following paragraphs: 

‘“‘ Publication of notice and notification by registered mail of the meeting 
provided for in the foregoing paragraph may be waived by unanimous 
action of the shareholders of the respective associations. Where a dissent- 
ing shareholder has given notice as above provided to the association of 
which he is a shareholder of his dissent from the plan of consolidation, 
and the directors thereof fail for more than thirty days thereafter to appoint 
an appraiser of the value of his shares, said shareholder may request the 
Comptroller of the Currency to appoint such appraiser to act on the 
appraisal committee for and on behalf of such association. 

“Tf shares, when sold at public auction in accordance with this section, 
realize a price greater than their final appraised value, the excess in such 
sale price shall be paid to the shareholder. The consolidated association 
shall be liable for all liabilities of the respective consolidating associations. 
In the event one of the appraisers fails to agree with the others as to the 
value of said shares, then the valuation of the remaining appraisers shall 
govern.” 

Sec. 331. (a) Section 3 of the Act of November 7, 1918, as amended 
(U. S. C., Supp. VII, title 12, sec. 34 (a)), is amended by striking out 
the first sentence following the proviso down to and including the words 
“to be ascertained” and inserting in lieu thereof the following: ‘‘ If such 
consolidation shall be voted for at said meetings by the necessary majorities 
of the shareholders of the association and of the State or other bank pro- 
posing to consolidate, and thereafter the consolidation shall be approved 

y the Comptroller of the Currency, any shareholder of either the associa- 
tion or the State or other bank so consolidated, who has voted against such 
consolidation at the meeting of the association of which he is a stock- 
holder, or has given notice in writing at or prior to such meeting to the 
presiding officer that he dissents from the plan of consolidation, shall be 
entitled to receive the value of the shares so held by him if and when said 
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consolidation shall be approved by the Comptroller of the Currency, such 
value to be ascertained as of the date of the Comptroller’s approval.”’ 

(b) Such section 3 is further amended by adding at the end thereof the 
following paragraph: 

‘““Where a dissenting shareholder has given notice as provided in this 
section to the bank of which he is a shareholder of his dissent from the 
plan of consolidation, and the directors thereof fail for more than thirty 
days thereafter to appoint an appraiser of the value of his shares, said 
shareholder may request the Comptroller of the Currency to appoint such 
appraiser to act on the appraisal committee for and on behalf of such 
bank. In the event one of the appraisers fails to agree with the others 
as to the value of said shares, then the valuation of the remaining appraisers 
shall govern.” 

Sec. 332. The Act entitled ‘‘An Act to prohibit offering for sale as 
Federal farm-loan bonds any securities not issued under the terms of 
the Farm Loan Act, to limit the use of the words ‘ Federal’ , ‘United States’, 
or ‘reserve’, or a combination of such words, to prohibit false advertising, 
and for other purposes”’, approved May 24, 1926 (U.S. C., Supp. VII, 
title 12, secs. 584-588), is amended by inserting in section 2 thereof after 
“‘the words ‘ United States’’’, the following: ‘‘the words ‘ Deposit Insur- 
ance’”’; and by inserting in said section after the words ‘‘the laws of the 
United States”, the following: ‘‘nor to any new bank organized by the 
Federal Deposit Insurance Corporation as provided in section 12B of 
the Federal Reserve Act, as amended,’’; and by striking out the period at 
the end of section 4 and inserting the following: ‘‘or the Federal Deposit 
Insurance Corporation.” 

Szc. 333. The Act entitled ‘‘ An Act to provide punishment for certain 
offenses committed against banks organized or operating under laws of 
the United States or any member of the Federal Reserve System”, approved 
May 18, 1934 (48 Stat. 783), is amended by striking out the period after 
“United States” in the first section thereof and inserting the following: 
‘“‘and any insured bank as defined in subsection (c) of section 12B of the 
Federal Reserve Act, as amended.” 

Sec. 334. Section 5143 of the Revised Statutes, as amended, is hereby 
amended by striking out everything following the words ‘‘ Comptroller of 
the Currency’’, where such words last appear in such section, and sub- 
stituting the following: ‘‘and no shareholder shall be entitled to any 
distribution of cash or other assets by reason of any reduction of the 
common capital of any association unless such distribution shall have 
been approved by the Comptroller of the Currency and by the affirmative 
vote of at least two-thirds of the shares of each class of stock outstanding, 
voting as classes.”’ 

Sec. 335. Section 5139 of the Revised Statutes, as amended, is 
amended by adding at the end of the first paragraph the following new 


paragraph: 
“Certificates hereafter issued representing shares of stock of the associa- 
tion shall state (1) the name and Comins of the association, (2) the name 
of the holder of record of the stock represented therby, (3) the number and 
class of shares which the certificate represents, and (4) of the association 
shall issue stock of more than one class, the respective rights, preferences, 
privileges, voting rights, powers, restrictions, imitations, and qualifica- 


tions of each class of stock issued shall be stated in full or in summary 
upon the front or back of the certificates or shall be incorporated by a 
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reference to the articles of association set forth on the front of the certifi- 
cates. Every certificate shall be signed by the president and the cashver 
of the association, or by such other officers as the bylaws of the association 
shall provide, and shall be sealed unth the seal of the association.” 

Sec. 336, The last sentence of section 301 of the Emergency Banking 
and Bank Conservation Act, approved March 9, 1933, as amended, 1s 
amended to read as follows: ‘“‘No issue of preferred stock shall be valid 
until the par value of all stock so issued shall be paid in and notice thereof, 
duly acknowledged before a notary public by the president, vice president, 
or cashier of said association, has been transmitted to the Comptroller 
of the Currency and his certificate obtained specifying the amount of such 
issue of preferred stock and his approval thereof and that the amount 
has been duly paid in as a part of the capital of such association; which 
certificate shall be deemed to be conelusive evidence that such preferred 
stock has been duly and validly issued.” 

Sec. 337. The additional lability imposed by section 4 of the Act of 
March 4, 1983, as amended (D. C. Code, Supp. I, title 5, sec. 300a), 
upon the shareholders of savings banks, savings companies, and banking 
institutions and the additional liability imposed by section 734 of the 
Act of March 8, 1901 (D. C. Code, title 5, sec. 361), wpon the shareholders 
of irust companies, shall cease to apply on July 1, 1937, with respect to 
such savings banks, savings companies, banking institutions, and trust 
companies which shall be transacting business on such date: Provided, 
That not less than six months prior to such date, the savings bank, 
savings company, banking institution, or trust company, desiring to 
take advantage hereof, shall have caused notice of such prospective 
termination of liability to be published in a newspaper published in 
the District of Columbia and having general circulation therein. In 
the event of failure to give such notice as and when above provided, a 
termination of such additional lichility may thereafter be accomplished 
as of the date six months subsequent to publication in the manner 
above provided. Each such savings bank, savings company, banking 
institution, and trust company shall, before the declaration of a dividend 
on its shares of common stock, carry not less than one-tenth part of its 
net profits of the preceding half year to its surplus fund undid the same 
shall equal the amount of its common stock: Provided, That for the 
purposes of this section, any amounts paid into a fund for the retire- 
ment of any preferred stock or debentures of any such savings bank, 
savings company, banking institution, or trust company, out of its net 
earnings for such half-year period shall be deemed to be an addition 
to its surplus if, upon the retirement of such preferred stock or debentures, 
the amount so paid into such retirement fund for such period may then 
properly be carried to surplus. In any such case the savings bank, 
savings company, banking institution, or trust company shall be obli- 
gated to transfer to surplus the amount so paid into such retirement 
fund for such period on account of the preferred stock or debentures as 
such stock or debentures are retired. 

Src. 338. The second paragraph of section 9 of the Federal Reserve 
Act, as amended, is amended by striking out the period at the end thereof 
and adding thereto the following: ‘‘except that the approval of the Board 
of Governors of the Federal Reserve System, instead of the Comptroller 
of the Currency, shall be obtained before any State member bank may 
hereafter establish any branch and before any State bank hereafter admitted 
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to membership may retain any branch established after February 25, 
1927, beyond the limits of the city, town, or village in which the parent 
bank is situated.” 

Szc. 339. Section 5234 of the Revised Statutes, as amended (U. S. C., 
title 12, sec. 192), is amended by striking out the period after the words 
“money so deposited’’ at the end of the next to the last sentence of such 
section and inserting in lieu of such period a colon and the following: 
‘* Provided, That no security in the form of deposit of United States bonds, 
or otherwise, shall be required in the case of such parts of the deposits 
as are insured under section 12B of the Federal Reserve Act, as amended.”’ 

Sec. 340. Section 61 of the Act entitled ‘‘An Act to establish a uniform 
system of bankruptcy throughout the United States’”’, approved July 1, 
1898, as amended, is amended by inserting before the period at the end 
thereof a colon and the following: ‘‘ Provided, That no security in form of a 
bond or otherwise shall be required in the case of such part of the deposits 
as are insured under section 12B of the Federal Reserve Act, as amended”. 

Sec. 341. Section 8 of the Act entitled “‘An Act to establish postal 
savings depositories for depositing savings at interest with the security 
of the Government for repayment thereof, and for other purposes”’, 
approved June 25, 1910, as amended (U.S. C., title 39, sec. 758; Supp. 
VII, title 39, sec. 758), is amended by striking out the first sentence 
thereof and inserting in liew thereof the following: ‘Notwithstanding 
any other provision of law, (1) each deposit in a postal savings depository 
office shall be a savings deposit, and interest thereon shall be allowed and 
entered to the credit of the depositor once for each quarter beginning with 
the first day of the month following the date of such deposit, but no interest 
shall be allowed to any such depositor with respect to the whole or any 
part of the funds to his or her credit for any period of less than three 
months; (2) no interest shall be paid on any such deposit at a rate in 
excess of that which may lawfully be paid on savings deposits under 
regulations prescribed by the Board of Governors of the Federal Reserve 
System pursuant to the Federal Reserve Act, as amended, for member 
banks of the Federal Reserve System located in or nearest to the place 
where such depository office 1s situated; and (3) postal savings depositories 
may deposit funds on tume in member banks of the Federal Reserve System 
subject to the provisions of the Federal Reserve Act, as amended, and the 
regulations of the Board of Governors of the Federal Reserve System, 
with respect to the payment of time deposits and interest thereon.” 

Sec. 342. The last sentence of the third paragraph of subsection (k) 
of section 11 of the Federal Reserve Act, as amended (U.S. C., title 12, 
sec. 248(k)), is amended to read as follows: ‘“‘The State banking author- 
ities may have access to reports of examination made by the Comptroller 
of the Currency insofar as such reports relate to the trust department of 
such bank, but nothing in this Act shall be construed as authorizing the 
State banking authorities to examine the books, records, and assets of such 
bank.” 

Sec. 343. The first sentence after the third proviso of section 5240 of 
the Revised Statutes, as amended (U. S. C., Supp. VII, title 12, sees. 
481 and 482), is amended by striking out the word ‘‘is”’ after the words 
““whose compensation” and inserting in lieu thereof a comma and the 
following: ‘including retirement annuities to be fixed by the Comptroller 
of the Currency, is and shall be”’ ; and such section 5240 is further amended 
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by striking out ‘‘The Federal Reserve Board, upon the recommendation of 
the Comptroller of the Currency,” and inserting in lieu thereof “‘The 
Comptroller of the Currency”’. 

Sec. 344. (a) Section 1 of the National Housing Act is amended by 
adding at the end thereof the following new sentence: ‘‘ The Administrator 
shall, in carrying out the provisions of this title and titles II and III, be 
authorized, in his official capacity, to sue and be sued in any court of 
competent jurisdiction, State or Federal.” 

(b) The first sentence of section 2 of the National Housing Act, as 
amended, is further amended by striking out the words ‘“‘including the 
the installation of equipment and machinery” and inserting in lieu 
thereof the words ‘“‘and the purchase and installation of equipment and 
machinery on real property’’. 

(c) Subsection (a) of section 203 of the National Housing Act is 
amended by inserting the words “‘ property and”’ before the word “‘ projects” 
in clause (1) of such subsection. 

(d) The last sentence of section 207 of the National Housing Act is 
amended by inserting the words ‘‘ property or” before the word “‘ project”’ 

Sec. 345. If any part of the capital of a national bank, State member 
bank, or bank applying for membership in the Federal Reserve System 
consists of preferred stock, the determination of whether or not the capital 
of such bank is wmpaired and the amount of such «impairment shall be 
based upon the par value of its stock even though the amount which the 
holders of such preferred stock shall be entitled to receive in the event of 
retirement or liquidation shall be in excess of the par value of such pre- 
ferred stock. If any such bank or trust company shall have outstanding 
any capital notes or debentures of the type which the Reconstruction 
Finance Corporation is authorized to purchase pursuant to the provisions 
of section 304 of the Emergency Banking and Bank Conservation Act, 
approved March 9, 1938, as amended, the capital of such bank may be 
deemed to be unimpaired vf the sound value of its assets is not less than 
its total liabilities, including capital stock, but excluding such capital 
notes or debentures and any obligations of the bank expressly subordi- 
nated thereto. Notwithstanding any other provision of law, the holders 
of preferred stock issued by a national banking association pursuant to the 
provisions of the Emergency Banking and Bank Conservation Act, 
approved March 9, 1933, as amended, shall be entitled to receive such 
cumulative dividends at a rate not exceeding six per centum per annum 
on the purchase price received by the association for such stock and, in 
the event of the retirement of such stock, to receive such retirement price, 
not in excess of such purchase price plus all accumulated dividends, as 
may be provided in the articles of association with the approval of the 
Comptroller of the Currency. If the association is placed in voluntary 
liquidation, or if a conservator or a receiver is appointed therefor, no 
payment shall be made to the holders of common stock until the holders 
of preferred stock shall have been paid in full such amount as may be 
provided in the articles of association with the approval of the Comp- 
troller. of the Currency, not in excess of such purchase price of such 
preferred stock plus all accumulated dividends. 

Sec. 346. If any provision of this Act, or the application thereof to 
any person or circumstances, is held invalid, the remainder of the Act, 
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and the application of such provision to other persons and circumstances, 
shall not be affected thereby. 


And the Senate agree to the same. 


Henry B. STEAGALL, 

T. ALAN GOLDSBOROUGH, 

JouN B. Ho.uister, 
Managers on the part of the House. 


CARTER GLASS, 
Duncan U. FLETCHER, 
Rosert J. BULKLEY, 
JoHN G. TOWNSEND, Jr., 
Wo. G. McApoo, 
Peter NoRBECK, 

Managers on the part of the Senate. 








STATEMENT OF THE MANAGERS ON THE PART OF THE HOUSE 


The managers on the part of the House at the conference on the 
disagreeing votes of the two Houses on the amendment of the Senate 
to the bill (H. R. 7617) to provide for the sound, effective, and unin- 
terrupted operation of the banking system, and for other purposes, 
submit the following statement in explanation of the effect of the 
action agreed upon and recommended in the accompanying conference 
report: 

TITLE I—FEDERAL DEPOSIT INSURANCE 


The provisions of title I of the House bill, which amended various 
subsections of section 12B of the Federal Reserve Act (relating to the 
subject of Federal deposit insurance), did not differ in many respects 
from those contained in title I of the Senate amendment. However, 
the Senate amendment rewrote such section 12B so as to include the 
provisions of existing law which were not affected by the specific amend- 
ments made by title I of the House bill in order that all the provisions 
of the amended section might be found in one place when the amended 
section takes effect. The conference agreement retains the form of 
the Senate amendment, and the material differences in substance 
between its provisions and those of the House bill, and the conference 
action with respect thereto, are indicated below. Certain formal and 
clarifying amendments of a minor nature have also been made in other 
parts of Title I which are not specifically mentioned. 

The House bill contained a provision which was omitted in the 
Senate amendment authorizing a Deputy Comptroller of the Cur- 
rency to serve as a member of the board of directors of the Federal 
Deposit Insurance Corporation in the absence of the Comptroller. 
The conference agreement provides that the Acting Comptroller of 
the Currency may serve as a member of the board of directors of the 
Corporation during the absence of the Comptroller from Washington 
as well as in the case of a vacancy in the office of the Comptroller as 
was provided for by both the House bill and the Senate amendment. 

The Senate amendment extended the benefits of deposit insurance 
to banks in Puerto Rico and the Virgin Islands. There was no corre- 
sponding provision in the House bill. The conference agreement 
retains the provision of the Senate amendment. 

The House bill prohibited insured savings banks from withdrawing 
deposits by checking except from specific accounts totaling not more 
than 15 percent of the bank’s total deposits. The Senate amendment 
limited this exception to cases where such withdrawal is permitted by 
law on the date of enactment of the Act. The conference agreement 
retains the provision of the Senate amendment. 

The Senate amendment permitted any insured bank with a branch 
in Hawaii, Alaska, Puerto Rico, or the Virgin Islands to exclude from 
insurance deposits payable only at such branch. There was no cor- 
responding provision in the House bill. The conference agreement 
retains the provision of the Senate amendment. 


43 








44 BANKING ACT OF 1935 


The House bill permitted the board of directors of the Federal 
Deposit Insurance Corporation to further define terms used in con- 
nection with the definition of the word ‘‘deposit.’”” The Senate amend- 
ment omitted this provision, and the conference agreement also 
omits it. 

The House bill permitted nonmember banks to terminate their 
insured status on June 30, 1935, but this was extended to August 31, 
1935, by the Senate amendment since the Temporary Federal Deposit 
Insurance Fund was extended to that date by S. J. Res. No. 152, 
approved June 28, 1935. The conference agreement permits such 
banks to terminate their insured status within 30 days after the 
effective date by giving written notice to the Corporation. In such 
event, the directors of the Corporation are required to give notice to 
the depositors, and the insurance of the deposits continues for 20 
days beyond such 30-day period. 

The House bill provided that the factors to be considered by the 
Federal Deposit Insurance Corporation in connection with the 
admission of banks to the benefits of deposit insurance should be 
their financial condition and adequacy of capital structure. The 
Senate amendment added to these factors, the financial history of 
the banks, their future earning prospects, the general character of 
their management, the convenience and needs of the community, and 
whether or not their corporate powers were consistent with the act. 
The conference agreement retains the provisions of the Senate 
amendment. 

The House bill provided for assessments upon insured banks at the 
rate of one-eighth of 1 percent upon their average deposit liability as 
determined on 1 day of each of 3 or more months preceding July and 
January of each year. Payments were required to be made semi- 
annually. The Senate amendment provided for assessments at the 
rate of one-twelfth of 1 percent on the average deposit liability of 
insured banks over a 6 months’ period and payments were also to be 
made semiannually. The Senate amendment added a provision 
under which assessments would be terminated when the assets of the 
Corporation exceeded $500,000,000, with an automatic restoration of 
assessments when the excess was reduced to $425,000,000. The 
conference agreement retains the assessment rate and base provided 
for in the Senate amendment, eliminates the provision relating to the 
termination of assessments, and provides for adjusting the first 
assessment according to the period remaining between the effective 
date of the act and the first of next year. 

The Senate amendment provided for the termination of the insured 
status of member banks when their membership in the Federal Reserve 
System was terminated. There was no corresponding provision in the 
House bill. The conference agreement retains the Senate amend- 
ment. 

The House bill provided that insured banks “‘may’”’ be subject to 
a penalty of $100 for each day they fail to make or publish reports or 
to display signs indicating that their deposits areinsured. The Senate 
amendment provided that in such cases a penalty ‘‘shall’’ be imposed 
but the amount was fixed at ‘‘not more than $100.” The conference 
agreement retains the provisions of the Senate amendment. 

The Senate amendment provided for limiting the insurance coverage 
to deposits which have been made available since March 10, 1933, for 
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withdrawal in the.usual course of the banking business, and prohibited 
insurance of deposits which had not been so made available for with- 
drawal by the date of enactment of the act and with respect to which 
the insured bank had released or modified restrictions or deferments 
without the consent of the Corporation. There was no similar pro- 
vision in the House bill, but the temporary insurance was so limited 
under the existing law. The conference agreement retains the pro- 
vision of the Senate amendment. 

The House bill provided for the guarantee by the United States of 
obligations issued by the Corporation. This provision was omitted 
in the Senate amendment, and the conference agreement also omits it. 

The House bill authorized the Secretary of the Treasury to pur- 
chase the guaranteed obligations of the Corporation. The Senate 
amendment authorized the Secretary to purchase any of the obliga- 
tions of the Corporation and provided that if the Reconstruction 
Finance Corporation failed for any reason to purchase such obliga- 
tions as required by section 5e of the Reconstruction Finance Cor- 
poration Act, the Secretary should purchase such obligations in an 
amount equal to the amount the Reconstruction Finance Corporation 
so failed to purchase. The conference agreement retains the pro- 
visions of the Senate amendment and adds a provision requiring the 
Secretary of the Treasury to purchase an additional $250,000,000 of 
the obligations of the Corporation. 

The House bill also authorized the Secretary of the Treasury to 
market the guaranteed obligations of the Federal Deposit Insurance 
Corporation. This provision was omitted in the Senate amendment. 
The conference agreement also omits it. 

The Senate amendment restored the penalty of existing law appli- 
cable to directors of insured banks who participated in the declaration 
of dividends while their banks were in default in the payment of 
assessments to the Corporation. This provision was not included in 
the House bill. The conference agreement retains this provision. 

The Senate amendment prohibited State nonmember insured 
banks from establishing and operating new branches, and from moving 
branches from one location to another, after 30 days after the date 
of enactment of the act, without the consent of the Corporation. 
There was no corresponding provision in the House bill. The con- 
ference agreement retains the provision of the Senate amendment. 

The House bill authorized the board of directors of the Corporation 
to limit by regulation the rates of interest or dividends payable by 
insured nonmember banks on deposits other than demand deposits, 
and directed the board to prohibit the payment of interest on demand 
deposits except to the extent that exceptions are prescribed under 
section 19 of the Federal Reserve Act, or by regulation of the Federal 
Reserve Board, in the case of demand deposits in member banks. 
The board of directors was authorized to define demand and savings 
deposits and in fixing rates it was empowered but not directed to 
classify deposits according to maturities, conditions respecting re- 
ceipt, withdrawal, or repayment, and to classify banks according to 
locations or kinds of banking business chiefly done as the board might 
deem necessary in the public interest. The board was also authorized 
to prescribe different rates for different classes of deposits or different 
classes of banks provided the different rates were reasonable when the 
bases for the classifications were considered. Payment of deposits 
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prior to maturity was to be prohibited by regulations of the board 
of directors as well as the waiving of any notice requirement with 
respect to withdrawal of deposits, but the prohibitions with respect 
to such withdrawals were not to apply to savings banks and excep- 
tions might be made when by reason of special circumstances such 
prohibitions would cause unnecessary hardship to depositors. For 
each violation of any of these provisions or of the Corporation’s 
regulations the offending bank was subject to a penalty of $100. 
The Senate amendment subjected insured State nonmember banks 
(other than savings banks, mutual savings banks, and Morris Plan 
banks) to the provisions of the Federal Reserve Act and regulations 
thereunder relating to the withdrawal and payment of deposits, and 
the payment of interest thereon, which are sumaaiia to insured mem- 
ber banks. For each violation the offending bank was to be subject 
to a penalty of ‘‘not more than” $100. The conference agreement 
provides that the regulation of these matters in the case of insured 
State nonmember banks is to be left to the board of directors of the 
Corporation, as in the House bill, rather than to the Board of Gov- 
ernors of the Federal Reserve System as would have been the case 
under the Senate amendment. The board is directed to consider 
the same factors in fixing rates as are applicable when the Board of 
Governors acts under section 19 of the Federal Reserve Act with re- 
spect to member banks, and the board is authorized to define what 
constitutes demand time, and savings deposits in insured nonmember 
banks. The provisions with respect to the payment of deposits before 
maturity and the waiving of notice requirements before payment of 
savings deposits are also made to correspond to the provisions of such 
section 19. The penalty provision corresponds to that in the Senate 
amendment. 

The Senate amendment included a provision not contained in the 
House bill which required every State bank organized after the date 
of enactment of the act, and every State bank which has average 
deposits of $1,000,000 or more during 1936 or any subsequent calen- 
dar year, to become a member of the Federal Reserve System in order 
to get the benefit of insurance after July 1, 1937. Exceptions were 
made, however, in the case of savings banks, mutual savings banks, 
Morris Plan banks, State trust companies doing no commercial 
business, and banks in Hawaii, Alaska, Puerto Rico, and the Virgin 
Islands. The conference agreement limits the requirement of the 
Senate amendment to State nonmember banks having average de- 
posits of $1,000,000 or more and extends to July 1, 1942 the date 
upon which such banks are required to become members of the Fed- 
eral Reserve System. The effect of the provision agreed to is to 
liberalize the provisions of existing law so that more than 6,500 State 
nonmember banks having average deposits of less than $1,000,000 
will not be required to join the Federal Reserve System in order to 
continue their insured status. 

The Senate amendment included a separability provision especially 
applicable to the provisions relating to the maximum limitation 
upon the amount of insurance payable to each depositor. There 
was no corresponding provision in the House bill. The conference 
agreement retains this provision. 
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TITLE II—AMENDMENTS TO THE FEDERAL RESERVE ACT 


Section 201 of the House bill amended section 4 of the Federal 
Reserve Act so as to combine the offices of chairman of the board of 
directors and Governor of the Federal Reserve banks and to provide 
for the appointment of the Governor to be made annually by the 
directors of each bank subject to approval every 3 years by the 
Federal Reserve Board. The Governor would be the chief executive 
officer of the bank, chairman of its board of directors and a class C 
director. The Vice Governor would be Governor in his absence. 
It was also provided that the offices of Federal Reserve agent and 
assistant Federal Reserve agent would be abolished and that all duties 
prescribed by law for the Federal Reserve agent would be performed 
by the Governor of the bank or such person as he might designate. 
This section of the bill was not included in the Senate amendment, 
The conference agreement omits this section. 

Section 201 of the Senate amendment amended the provisions of 
section 4 of the Federal Reserve Act relating to appointment of officers 
and employees of the Federal Reserve banks so as to provide for the 
appointment of a president and vice president for each such bank. 
It was provided that the president shall be the chief executive officer 
of the bank and shall be appointed by the board of directors with the 
approval of the Board of Governors of the Federal Reserve System 
(which under section 202 of the Senate amendment is the new name 
for the Federal Reserve Board) for a term of 5 years, and all other 
executive officers and all employees of the bank are to be directly 
responsible to him. The vice president of the bank is to be appointed 
in the same manner and for the same term as the president and is to 
serve as chief executive officer of the bank in the absence or disability 
of the president or during a vacancy in the office of president. ; When- 
ever a vacancy occurs in either office it is to be filled in the same manner 
as provided for in the case of original appointments and the person so 
appointed is to hold office until the expiration of the term of his 
predecessor. This provision was not included in the House bill. The 
conference agreement allows for the appointment:of more than one 
vice president for each bank and provides that the first vice president 
shall be appointed in the same manner as the president. It is also 
provided that the section shall take effect March 1, 1936. 

Section 202 of the House bill contained a provision authorizing the 
Federal Reserve Board to waive in whole or in part the requirements 
of section 9 of the Federal Reserve Act relating to admission to 
membership of any nonmember bank which at the time of its appli- 
cation for membership is insured by the Federal Deposit Insurance 
Corporation under section 12B of the Federal Reserve Act. The 
conference agreement restores the provision of section 202 of the 
House bill but limits its application to State banks which are required 
under subsection (y) of section 12B to become members of the Federal 
Reserve System in order to have their deposits insured after July 1, 
1942. 

Section 203 of the House bill changed the qualifications of members 
of the Federal Reserve Board by striking out the requirement of exist- 
ing law that in selecting such members the President shall have due 
regard to a fair representation of the financial, agricultural, industrial, 
and commercial interests and geographical divisions of the country, 
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and substituting a requirement that they should be well qualified by 
education or experience, or both, to participate in the formulation of 
national economic and monetary policies. The requirement of exist- 
ing law that not more than one member of the Board should be selected 
from any one Federal Reserve district, was preserved for all appoin- 
tive members of the Board except the governor. It was also provided 
that the governor and vice governor of the Board should serve as such 
until the further order of the President, and that if the governor’s 
designation as such be terminated he might continue to serve as a 
member of the Board for the remainder of his term. This section of 
the bill was eliminated from the Senate amendment in view of the 
changes in the organization and membership of the Board provided 
for in section 202. The conference agreement also eliminates this 
section. 

Section 202 of the Senate amendment provided for changing the 
name of the Federal Reserve Board to the Board of Governors of 
the Federal Reserve System, and for changing the name of the 
governor and vice governor of the Federal Reserve Board to chairman 
and vice chairman, respectively. It was provided that the Board of 
Governors of the Federal Reserve System shall be composed of seven 
members to be appointed by the President, by and with the advice 
and consent of the Senate, after the date of enactment of the act, 
for terms of 14 years, but that the present appointive members of the 
Federal Reserve Board and the Secretary of the Treasury and the 
Comptroller of the Currency may continue to serve as such members 
for not longer than 90 days after such date. The provision of existing 
law with respect to qualifications of members of the new Board were 
retained, namely, that the President shall have due regard for a fair 
representation of the financial, agricultural, industrial, and commer- 
cial interests, and geographical divisions of the country, and a further 
requirement was added that at least two of such members shall be 
persons of tested banking experience. The annual salary of members 
of the Board was fixed at $15,000, and it was provided that not more 
than four of the members of the Board shall be members of the same 
political party. The successors to the present members of the Board 
were to be appointed in such manner that the term of not more than 
one member will expire in any 2-year period, and their successors will 
hold office for a term of 14 years, unless sooner removed for cause by 
the President. The President was also to designate the chairman and 
vice chairman of the Board to serve as such for terms of 4 years. 
It was also provided that any person appointed as a member of the 
Board after the date of enactment of the act shall not be eligible for 
reappointment as such member after he shall have served a full term 
of 14 years. A provision was also included in this section providing 
that the Board of Governors of the Federal Reserve System shall keep 
a complete record of the action taken by the Board and the Federal 
Open Market Committee upon all questions of policy relating to 
open-market operations, together with the votes taken and the 
reasons underlying the action of the Board and the Committee in 
each instance. Similar records were required to be kept by the Board 
with respect to all questions of policy determined by it, and a copy 
of such records was to be included in the annual report of the Board 
to the Congress. The conference agreement modifies the provisions 
of the Senate amendment by eliminating the requirement that two 
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members of the Board shall be persons of tested banking experience 
and also the provision relating to the political affiliations of the mem- 
bers of the Board. The date upon which the change in the organiza- 
tion of the Board is to take effect is extended to February 1, 1936. 

Section 203 of the Senate amendment reenacted and made perma- 
nent law the provisions of section 10b of the Federal Reserve Act which 
expired on March 3, 1935, and under which any member bank that 
had no eligible and acceptable assets to enable it to obtain adequate 
credit accommodations through rediscounting at a Federal Reserve 
bank, or any other method provided by the Federal Reserve Act 
(other than that provided by sec. 10 (a)), might apply to the Federal 
Reserve bank, under rules and regulations prescribed by the Board, 
for advances on its time or demand notes secured to the satisfaction 
of the bank. The provision that each such note shall bear interest at 
a rate not less than 1 percent per annum higher than the highest dis- 
count rate in effect at the Federal Reserve bank on the date of the 
note, was also retained, but the limitation of existing law that such 
advances may be made only ‘‘in exceptional and exigent circum- 
stances”? was eliminated. There was no corresponding provision in 
the House bill but section 206 provided that upon the endorsement of 
any member bank, subject to such regulations as to maturities and 
other matters as the Federal Reserve Board might prescribe, an 
Federal Reserve bank might discount any commercial, egvicuttorel, 
or industrial paper and make advances to such member bank on its 
promissory notes secured by any sound assets of the bank. This 
section was eliminated from the Senate amendment. The conference 
agreement eliminates from the Senate amendment the provision 
requiring the exhausting of eligible and acceptable assets before 
securing advances, changes the 1-percent rate to one-half of 1 per- 
cent, and adds a provision that the notes of the member banks shall 
have maturities of not more than 4 months. 

Section 204 of the House bill authorized the Federal Reserve Board 
to assign to designated members of the Board or its representatives 
under rules and regulations prescribed by the Board the performance 
of specific duties and functions, not including, however, the deter- 
mination of any national or System policies, or any power to make 
rules and regulations, or any power which is required to be exercised 
by specified members of the Board. oe was also a provision in 
this section stating that it shall be the duty or the Board to exercise 
its powers ‘‘in such manner as to promote conditions conducive to 
business stability and to mitigate by its influence unstabilizing fluc- 
tuations in the general level of production, trade, prices, and employ- 
ment, so far as may be possible within the scope of monetary action 


r 


and credit administration.’’ ‘These provisions were omitted from the 
Senate amendment. The conference agreement also omits them. 


Section 205 of the House bill provided for an Open Market Advisory 
Committee, consisting of five representatives of the Federal Reserve 
banks, to take the place of the Federal Open Market Committee 
provided for in existing law. The Advisory Committee was authorized 
to consult and advise with and make recommendations to the Federal 
Reserve Board. It had no vote in determining open-market policies, 
but the Board was required to consult the Committee before making 
any changes on its own initiative in open-market policies, in rates of 
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interest and discount to be charged by Federal Reserve banks, or in 
the reserve balances required to be maintained by member banks. It 
was also provided that all transactions of the Federal Reserve banks 
under section 14 of the Federal Reserve Act should be subject to such 
regulations, limitations, and restrictions as the Federal Reserve Board 
might prescribe. In lieu of this section, the Senate amendment 
in section 204 amended existing law so as to provide for a Federal 
Open Market Committee, consisting of the members of the Board of 
Governors of the Federal Reserve System, and five representatives of 
the Federal Reserve banks to be selected annually. Four of such 
representatives were to be elected by the boards of directors of the 
Federal Reserve banks by regions; that is to sey, 1 to represent the 
Boston, New York, and Philadelphia banks; 1 to represent the Cleve- 
land, Chicago, and St. Louis banks; 1 to represent the Richmond, 
Atlanta, and Dallas banks; and 1 to represent the Minneapolis, 
Kansas City, and San Francisco banks. The fifth representative, 
who was to be chosen from the country at large, was to be elected 
annually by the presidents of the 12 Federal Reserve banks. An 
alternate to serve in the absence of each such representative was to 
be elected annually in the same manner. It was also provided that 
no Federal Reserve bank shall engage or decline to engage in open- 
market operations under section 14 of the Federal Reserve Act except 
in accordance with regulations adopted by the Committee and that 
the Committee should make regulations relating to the open-market 
transactions of the Federal Reserve banks and the relations of the 
Federal Reserve System with foreign central or other foreign banks. 
The provision of existing law which allowed a Federal Reserve bank to 
decline to participate in open-market operations recommended and 
approved by the Committee, upon filing a notice of its decision within 
30 days, was eliminated, but the provision of existing law was retained 
which states that the time, character, and volume of all purchases 
and sales of paper described in section 14 of the Federal Reserve 
Act as eligible for open-market operations, shall be governed with a 
view to accommodating commerce and business and with regard 
to their bearing upon the general credit situation of the country. The 
conference agreement retains the provisions of the Senate amendment 
in substance as section 205 but instead of providing for a representa- 
tive-at-large of the banks, it provides for 5 representatives to be 
elected as follows: 1 by the board of directors of the Boston and 
New York banks; 1 by the board of directors of the Philadelphia and 
Cleveland banks; 1 by the board of directors of the Chicago and 
St. Louis banks; 1 by the board of directors of the Richmond, Atlanta, 
and Dallas banks; and 1 by the board of directors of the Kansas 
City, Minneapolis and San Francisco banks. The conference agree- 
ment also eliminates the power of the Committee to make regulations 
with respect to the relations of the Federal Reserve System with 
foreign central or other foreign banks since this would be in conflict 
with the general authority over such matters which is granted to the 
Federal Reserve Board under existing law. This provision becomes 
effective March 1, 1936. 

Section 207 of the House bill amended section 14 of the Federal 
Reserve Act so as to make eligible for purchase by Federal Reserve 
banks, without regard to maturities, direct obligations of the United 
States or obligations which are fully guaranteed by the United States 
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as to principal and interest. This provision was modified by section 
205 of the Senate amendment so as to provide that direct obligations 
of the United States and such guaranteed obligations may be pur- 
chased only in the open market. The conference agreement retains 
the provisions of the Senate amendment as section 208. 

Section 205 of the Senate amendment also amended existing law 
with respect to rates of discount to be established by the Federal 
Reserve banks by providing that such rates shall be established every 
14 days, or oftener if deemed necessary by the Board of Governors of 
the Federal Reserve System. There was no corresponding provision 
in the House bill. The conference agreement retains the provisions 
of the Senate amendment as section 206. 

Section 208 of the House bill amended section 16 of the Federal 
Reserve Act so as to repeal the requirements that Federal Reserve 
notes be secured at all times by the specific pledge of collateral, and 
it also eliminated the provision of existing law prohibiting a Federal! 
Reserve bank from paying out the notes of any such bank and made 
certain technical changes with respect to issue, redemption, and retire- 
ment of Federal Reserve notes. It was provided that such notes 
should be obligations of the United States and legal tender for all 
purposes, should be secured by a first and paramount lien on all the 
assets of the issuing bank, and should be issued and retired under such 
rules and regulations as the Federal Reserve Board might prescribe. 
This provision of the bill was not included in the Senate amendment. 
The conference agreement omits this provision. 

Section 209 of the House bill authorized the Federal Reserve Board, 
in order to prevent injurious credit expansion or contraction, to 
change by regulation the requirements as to reserves to be main- 
tained against demand or time deposits or both by member banks in 
reserve and central reserve cities or by member banks not in reserve 
or central reserve cities or by all member banks. This provision was 
modified by section 206 of the Senate amendment so as to provide 
that the power to change the requirements as to reserves be condi- 
tioned upon an affirmative vote of not less than five members of the 
Board of Governors of the Federal Reserve System, and a limitation 
was added that the amount of the statutory reserves required to be 
maintained under existing law may not be decreased, nor increased 
to more than twice such amount. The conference agreement modifies 
the Senate amendment so as to require the affirmative vote of not 
more than four members of the Board. 

Section 210 of the House bill amended section 24 of the Federal 
Reserve Act so as to provide that the eis under which real- 
estate loans might be made by national banks would be prescribed 
by regulations of the Federal Reserve Board, with the limitations 
that the amount of any such loan hereafter made should not exceed 60 
percent of the appraised value of the real estate at the time the loan 
is made and that the aggregate amount of such loans by any such bank 
should not exceed the capital and surplus of the bank, or 60 percent of 
its time and savings deposits, whichever is the greater. Section 207 of 
the Senate amendment retained the limitation of existing law that 
real-estate loans by national banks should be limited to those upon 
properties situated within the Federal Reserve district of such bank 
or within a radius of 100 miles of the place in which the bank is located, 
irrespective of district lines, and it also retained the requirement that 
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a real-estate loan should be in the form of an obligation secured by a 
mortgage or similar instrument when the entire amount of the obliga- 
tion was made or sold to the bank. It was further provided that any 
such loan hereafter made should not exceed 50 percent of the appraised 
value of the real estate offered as security and that no such loan should 
be made for a longer term than 5 years, except that any such loan might 
be made in an amount not to exceed 60 percent of the appraised value 
of the real estate and for a term not longer than 10 years if the loan was 
secured by an amortized mortgage under the terms of which the install- 
ment payments were sufficient to amortize 50 percent or more of the 
principal of the loan within a period of not more than 10 years. 
Renewals or extensions of loans heretofore made and real-estate loans 
which are insured under the provisions of title II of the National Hous- 
ing Act were exempted under both the House and Senate provisions. 
The provisions authorizing the Federal Reserve Board to prescribe 
the conditions under which such loans might be made were eliminated 
in the Senate amendment, but the provision of the House bill with 
respect to the aggregate amount of real-estate loans which might be 
made by any such bank was retained in the Senate amendment. The 
conference agreement retains the provisions of section 207 of the Senate 
amendment, except that the territorial limitation upon loans is 
eliminated and the requirement as to the form of the loans when the 
entire amount of the obligations securing them are made or sold to 
the banks is modified so as to permit more than one such bank to 
participate in making real estate loans but to permit any such bank 
to purchase obligations secured by mortgages only when the entire 
amount of the obligations are sold to the bank. The amortization 
requirement is also reduced from 50 to 40 percent. A provision of 
existing law is also restored relating to the receipt of time and savings 
deposits by such banks and the payment of interest thereon. 

Section 208 of the Senate amendment provided for fixing the salary 
of the Comptroller of the Currency at $12,000 a year and removed the 
provision of existing law which provides that his appomtment be 
made upon the recommendation of the Secretary of the Treasury. 
There was no corresponding provision in the House bill. The 
conference agreement retains the Senate provision but fixes the salary 
of the Comptroller at $15,000 to correspond to the salaries provided 
for members of the Board of Governors of the Federal Reserve 
System. 


TITLE. III—TECHNICAL AMENDMENTS TO THE BANKING LAWS 


In this title many of the sections are identical both in form and in 
substance in the House bill and in the Senate amendment. Other 
sections of the Senate amendment, which are the same in substance as 
the corresponding sections of the House bill, contain formal and clari- 
fying changes which are retained in the conference agreement. Many 
of the alterations thus made are the result of changing the name of the 
Federal Reserve Board to the Board of Governors of the Federal 
Reserve System. Certain clerical and typographical errors are also 
corrected. The sections in these two general groups are not specifi- 
cally referred to but those in which there are material differences 
between the House and Senate provisions and which contain matter 
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not included in the House bill, together with the conference action 
with respect thereto, are indicated below. 

Section 303 (b) of the House bill repealed section 21 (a) (2) of the 
Banking Act of 1933 which prohibits any person or organization not 
subject to examination and regulation under State or Federal law 
from engaging in the business of receiving deposits unless such person 
or organization submits to the examination by the Comptroller of 
the Currency or by a Federal Reserve bank. Instead of repealing 
this paragraph, the Senate amendment amended it so as to prohibit 
any person or organization from engaging in the business of receiving 
deposits with others than his or its own officers, agents, or employees 
aes such person or organization is incorporated under and authorized 
to engage in such business by Federal or State law, or is permitted to 
engage in such business by any State, Territory, or District and is 
subject under the laws thereof to examination and a or sub- 
mits fo examination by the banking authorities of the State, Territory, 
or District where the business is conducted and makes and publishes 
ae reports of condition under the same conditions as required by 
ocal law of an incorporated banking institution. The conference 
agreement retains the provision of the Senate amendment, 

Section 308 (a) of the Senate amendment contained a provision 
which was not included in the House bill amending paragraph seventh 
of section 5136 of the Revised Statutes so as to permit national banks 
under regulations by the Comptroller of the Currency and with other 
restrictions to underwrite and sell bonds, debentures, and notes. 
The conference agreement eliminates this provision. 

Section 308 (c) of the Senate amendment provided for including 
within the group of securities that may be dealt in by member banks 
free from the restrictions of section 5136 of the Revised Statutes, 
obligations insured by the Federal Housing Administrator if deben- 
tures guaranteed by the United States as to principal and interest are 
to be issued in payment of such insured ovdigsticts. There was no 
corresponding provision in the House bill. The conference agree- 
ment retains the provision of the Senate amendment. 

Section 309 of the House bill amended section 5138 of the Revised 
Statutes to require a newly organized national bank to have a paid-in 
surplus equal to 20 percent of its capital, thus expressly providing by 
law a condition which has long been imposed by the Comptroller of 
the Currency. This requirement may be waived by the Comptroller 
as to a State bank converting into a national bank. An additional 
condition not included in the House bill was added by the Senate 
amendment to the effect that any such converting State bank shall 
carry not less than one-half of its net profits for the preceding half 
year to its surplus fund before declaring dividends, until its surplus 
equals 20 percent of its capital. Further provision was also made for 

iving any such bank credit as surplus for amounts paid into a pre- 
fated stock retirement fund. The conference agreement retains the 
provision of the Senate amendment. 

Section 310 (a) of the Senate amendment amended the provisions 
of section 5139 of the Revised Statutes which provide that stock 
certificates of national banks may not represent the stock of any other 
corporation except a member bank or a corporation engaged solely in 
holding the bank premises of the association, so as to provide that such 








Sey NEN SET geo rEeEEEEENAEEERTESyeeEEEEETEEEEEEEESEES EEE 


TS 





54 BANKING ACT OF 1935 


certificate may not bear any statement purporting to represent the 
stock of any other corporation, except a member bank or a corporation 
engaged on June 16, 1934, in holding the bank premises. This 
amendment differs from the provision in the House bill in that it 
exempts corporations engaged in holding the bank premises on June 
16, 1934, whereas the House provision limited the exception to a cor- 
poration primarily engaged in holding such premises. The confer- 
ence agreement retains the provisions of the Senate amendment. 

Section 310 (b) of the Senate amendment added a provision not 
incorporated in the House bill which amends section 9 of the Federal 
Reserve Act and makes the same changes in the law relative to stock 
certificates of State member banks as was made by section 310 (a) 
as to stock certificates of national banks. The conference agreement 
retains the provisions of the Senate amendment. 

Section 311 (c) of the Senate amendment was not included in the 
House bill. It amends section 5144 of the Revised Statutes by 
relieving a holding company affiliate, to the extent that the shares of 
bank stock owned by it are not subject to statutory liability, from the 
requirements of subsection (b) of section 5144 which requires a hold- 
ing company affiliate to maintain and possess readily marketable 
assets other than bank stock in an amount not less than 12 percent 
of the aggregate par value of all such stock controlled by the affiliate, 
and requires it to increase such amount by 2 percent per annum until 
such amount equals 25 percent of the par value of such bank stock. 
In lieu of the foregoing requirement, any such holding company 
affiliate, to the extent that the shares of bank stock held bv it are not 
subject to statutory liability, is only required to maintain a reserve 
out of net earnings above 6 percent of such readily marketable assets 
in an amount equal to 12 percent of the par value of bank stocks con- 
trolled by it. The conference agreement retains the provisions of 
the Senate amendment. 

Section 315 of the House bill amended section 5199 of the Revised 
Statutes to provide that national banks shall carry not less than 
one-tenth part of their net profits of the preceding half year to surplus 
before the declaration of a dividend until the surplus is built up to 
equal the amount of the common capital. The Senate amendment 
added a provision which was not contained in the House bill which 
would allow a national bank to treat as an addition to its surplus fund 
amounts paid into its preferred-stock retirement fund. The confer- 
ence agreement retains the provision of the Senate amendment. 

Section 316 extends the criminal provisions of section 5209 of the 
Revised Statutes as to embezzlement, false entries, etc., so as to apply 
to officers, directors, and employees of insured nonmember banks. 
The conference agreement adds a provision to make certain that non- 
member national banks in the Territories are included within the 
terms of the section whether or not they are insured. 

Section 321 (a) of the Senate amendment amended section 11 (m) 
of the Federal Keserve Act to extend to State member banks the 
provisions applicable to national banks which enlarge the maximum 
limitation on loans to one individual from 10 percent of the bank’s 
unimpaired capital and surplus to 25 percent thereof where such loans 
are secured by bonds, notes, certificates, or Treasury bills of the 
United States, or secured by obligations fully guaranteed as to 
principal and interest by the United States. The provisions with 
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respect to such guaranteed obligations were not included in the House 
bill. The conference agreement retains the provisions of the Senate 
amendment. 

Section 321 (b) of the Senate amendment amended paragraph 8 of 
section 5200 of the Revised Statutes so as to provide a maximum 
limit of 25 percent instead of 10 percent of the bank’s capital and 
surplus on loans secured by various obligations of the United States. 
The amendment adds to such obligations, Treasury bills of the 
United States and obligations fully guaranteed both as to principal 
and interest by the United States. The provisions with respect to 
such guaranteed obligations were not included in the House bill. 
The conference agreement retains the provisions of the Senate 
amendment. 

Section 324 (c) of the Senate amendment amended section 19 of 
the Federal Reserve Act to add to the classes of deposits exempted 
from the prohibition against the payment of interest on demand 
deposits, deposit contracts existing when a bank joins the Federal 
Reserve System. It was also provided that deposits payable out- 
side the States of the United States and the District of Columbia shall 
likewise be exempt, rather than ‘‘those payable in foreign countries”’ 
as is provided in the existing law. A provision not included in the 
House bill prohibited payment of interest after the expiration of 2 
years from the date of enactment of the act, on demand deposits 
made by savings banks as defined in section 12B of the Federal 
Reserve Act, as amended, and by mutual savings banks, demand 
deposits of public funds made by or on behalf of any State, county, 
school district, or any subdivision or municipality, and demand 
deposits of trust funds, upon which interest is required to be paid by 
State law. The House provision, permitting payment of interest on 
demand deposits made by any such savings bank or mutual savings 
bank, by the United States or any Territory, district, or possession 
thereof, including the Philippine Islands, or any public instrumen- 
tality or agency thereof with respect to which interest is required by 
law, or by any State, etc., and on demand deposits of trust funds, 
was eliminated. A new provision was also added repealing so much 
of existing law as requires payment of interest on deposits of public 
funds made by the United States, etc. In conformity with the House 
provision, the Senate amendment made more flexible the power of 
the Board of Governors of the Federal Reserve System to classify 
time and savings deposits and prescribe the rates of interest to be paid 
thereon. The absolute prohibition against payment of time deposits 
before maturity may be relaxed under conditions to be prescribed by 
the Board, and deposits payable only at offices of member banks 
located outside of the United States and the District of Columbia are 
exempted from the restrictions on interest rates and the prohibitions 
on payment before maturity. The conference agreement retains the 
provisions of the Senate amendment. 

Section 327 of the House bill amended section 23A of the Federal 
Reserve Act which limits loans to affiliates, and loans on and invest- 
ments in securities of affiliates, and prescribed certain conditions by 
way of collateral requirements to such loans. It also enumerated 
certain types of affiliates which are to be exempt from such conditions 
and requirements. The Senate amendment made a change in the 
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provision exempting an affiliate engaged ‘‘primarily’’ in holding 
bank premises so that the exemption would apply only to an affiliate 
engaged ‘‘on June 16, 1934” in holding such premises. The confer- 
ence agreement retains the provision of the Senate amendment. 

Section 329 of the Senate amendment repealed section 8A 6f the 
Clayton Act relating to interlocking relationships between banks and 
institutions making loans secured by stock or bond collateral, and 
repealed the provisions of sections 25 and 25 (a) of the Federal Re- 
serve Act which relate to interlocking relationships. The first three 
paragraphs of section 8 of the Clayton Act were also amended, but 
the provision in the Senate amendment was materially different from 
that in the House bill. The House bill prohibited any director, offi- 
cer, or employee of a member bank from being at the same time a 
private banker or a director, officer, or employee of another banking 
institution (other than a mutual savings bank) except in limited classes 
of cases in which the Federal Reserve Board might allow such service 
by general regulation when in its judgment such classes of institutions 
were not in substantial competition. The provision in the Senate 
amendment prohibited a director, officer, or employee of a member 
bank or branch thereof from being at the same time a private banker, 
or a director, officer, or employee of more than one other bank or 
trust company or branch thereof, except in the following cases: 

(1) Where such other bank is more than 90 percent controlled by 
the United States or a corporation in which the United States owns 
more than 90 percent of the stock. 

(2) Where such other bank has been placed in liquidation or is in 
the hands of a receiver or conservator. 

(3) Where such other bank is principally engaged in international 
or foreign banking in a possession of the United States and has entered 
into an agreement with the Board of Governors of the Federal 
Reserve System as provided by section 25 of the Federal Reserve Act. 

(4) A bank mere than 50 percent of the common stock of which is 
owned by persons owning more than 50 percent of the common stock 
of a member bank. 

(5) A bank not located and having no branch in the same place in 
which a member bank or a branch thereof is located or in a place 
contiguous thereto. 

(6) A bank not engaged in a class of business in which a member 
bank is engaged. 

(7) A mutual savings bank having no capital stock. 

A further provision not contained in the House bill suspended the 
operation of the amendment until February 1, 1939, insofar as it 
affects interlocking relationships of any director, officer, or employee 
of a member bank or branch thereof lawfully existing on the date the 
act takes effect. 

The conference agreement amends section 8 of the Clayton Act so 
as to provide that no private banker or director, officer, or employee 
of any member bank or any branch thereof shall be at the same time 
a director, officer, or employee of any other bank or branch thereof, 
except that the Board of Governors of the Federal Reserve System 
may by regulation permit such service as a director, officer, or em- 
ployee of not more than one other such institution or branch thereof. 
The prohibitions are not to apply, however, to the cases excepted 
under the provisions of the Senate amendment, and the remaining 
provisions of the Senate amendment are also retained. 
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Section 337 of the House bill provided for terminating the liability 

of shareholders of banks and trust companies in the District of Colum- 
bia on July 1, 1937, under the same conditions as are applicable under 
section 304 of the bill in the case of national banks. Each such 
nstitution is required to carry one-tenth part of its net profits of the 
preceding half year to surplus before declaring a dividend and to 
continue to do so until the surplus equals the amount of its common 
stock, and under the Senate amendment it is allowed to treat as 
surplus any amounts paid into a fund for retiring its preferred stock 
or debentures. The conference agreement retains the provisions of 
the Senate amendment. 

Section 341 of the House bill which amended the provisions of 
section 8 of the Postal Savings Depository Act of June 25, 1910, 
relating to the withdrawal of and interest on postal savings deposits, 
was eliminated by the Senate amendment. Under this provision of 
the House bill any depositor was allowed to withdraw the whole or 
any part of his deposit with accrued interest after giving 60 days’ 
written notice but subject to regulations of the Postmaster General. 
It was further provided that in the absence of such notice withdrawal 
would be permitted only on condition that not less than 3 months’ 
interest be deducted. Pritvisionis were also included requiring that 
the interest rate paid on any such deposit should not exceed that 
which might lawfully be paid on savings deposits in member banks 
located in or nearest to the place where the depository office is located 
= authorizing such depositories to deposit funds on time in member 

anks subject to the provisions of the Federal Reserve Act with 
respect to payment and interest. The conference agreement restores 
the last two provisions referred to, and provides that postal savings 
deposits shall be savings deposits, that interest shall be allowed and 
credited quarterly, and that no interest shall be allowed to any 
depositor for any period of less than 3 months. 

Section 341 of the Senate amendment amended section 11 (k) of 
the Federal Reserve Act to provide that State banking authorities 
may have access to the reports of examination of trust departments 
of national banks made by the Comptroller of the Currency. This 
provision was not included in the House bill. The conference agree- 
ment retains this provision as section 342. 

Section 342 of the Senate amendment amended section 5240 of the 
Revised Statutes, relating to payment of compensation of employees 
of the Office of the Comptroller of the Currency by means of assess- 
ments on banks, so as to include the payment of retirement annuities 
for such employees. There was no corresponding provision in the 
House bill. The conference agreement retains it as section 343. 

Section 343 of the Senate amendment, which was not included in 
the House bill, amends the National Housing Act in several respects. 
Subsection (a) authorizes the Federal Housing Administrator, in 
carrying out the provisions of titles 1, II, and III of such act, to sue 
and be sued in any court of competent jurisdiction, State or Federal. 
Subsection (b) is intended merely to clarify and not to extend the 
provisions of existing law relating to insured loans for financing 
alterations, repairs, and improvements on real property so that the 
purchase and installation of equipment and machinery on real prop- 
erty may be included. Subsections (c) and (d) also clarify existing 
law with respect to mortgage insurance in connection with low-cost 
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housing projects and property. The conference agreement retains the 
provisions of the Senate amendment as section 344. 

Section 344 of the Senate amendment added a provision which was 
not contained in the House bill relating to preferred stock, capital 
notes, and debentures of member banks of the Federal Reserve System 
and the consideration to be given to such securities in determining 
whether the capital stock of any such bank is impaired. It was also 
provided that the dividends on preferred stock of national banks shall 
not exceed 6 percent of the original purchase price of such stock, and 
that in the event of the retirement of such stock or the liquidation of 
the bank the holders of the stock shall be entitled to receive not more 
than the original purchase price plus accumulative dividends. The 
conference agreement retains the provisions of the Senate amendment 
with clarifying amendments. 

Section 345 of the Senate amendment contains the usual provision 
relating to separability in the event any part of the act should be held 
unconstitutional. There was no corresponding provision in the House 
bill. The conference agreement retains it. 


Henry B. STEAGALL, 
T. ALAN GOLDSBOROUGH, 
JouN B. HOo.uisTer, 

Managers on the part of the House. 
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AN ACT 


To provide for the sound, effective, and uninterrupted operation of the banking 
system, and for other purposes. 


Be it enacted by the Senate and House of Representatiwes of the 
United States of America in Congress assembled, That this Act may 
be cited as the “ Banking Act of 1935 ”. 


TITLE I—FEDERAL DEPOSIT INSURANCE 


Secrion 101. Section 12B of the Federal Reserve Act, as amended 
(U. S. C., Supp. VII, title 12, sec. 264), is amended to read as 
follows: 

“Sec. 12B. (a) There is hereby created a Federal Deposit Insur- 
ance Corporation (hereinafter referred to as the ‘ Corporation ’) 
which shall insure, as hereinafter provided, the deposits of all banks 
which are entitled to the benefits of insurance under this section, 
and which shall have the powers hereinafter granted. 

“(b) The management of the Corporation shall be vested in a 
board of directors consisting of three members, one of whom shall 
be the Comptroller of the Currency, and two of whom shall be citi- 
zens of the United States to be appointed by the President, by and 
with the advice and consent of the Senate. One of the appointive 
members shall be the chairman of the board of directors of the 
Corporation and not more than two of the members of such board 
of directors shall be members of the same political party. Each 
such appointive member shall hold office for a term of six years and 
shall receive compensation at the rate of $10,000 per annum, pay- 
able monthly out of the funds of the Corporation, but the Comp- 
troller of the Currency shall not receive additional compensation for 
his services as such member. In the event of a vacancy in the office 
of the Comptroller of the Currency, and pending the appointment of 
his successor, or during the absence of the Comptroller from Wash- 
ington, the Acting Comptroller of the Currency shall be a member of 
the board of directors in the place and stead of the Comptroller. 
In the event of a vacancy in the office of the chairman of the board 
of directors, and pending the appointment of his successor, the 
Comptroller of the Currency shall act as chairman. The Comptroller 
of the Currency shall be ineligible during the time he is in office 
and for two years thereafter to hold any office, position, or employ- 
ment in any insured bank. The appointive members of the board of 
directors shall be ineligible during the time they are in office and 
for two years thereafter to hold any office, position, or employment 
in any insured bank, except that this restriction shall not apply to 
any appointive member who has served the full term for shich he 
was appointed. No member of the board of directors shall be an 
officer or director of any bank, banking institution, trust company, 
or Federal Reserve bank or hold stock in any bank, banking institu- 
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tion, or trust company; and before entering upon his duties as a 
member of the board of directors he shall certify under oath that he 
has complied with this requirement and such certification shall be 
filed with the secretary of the board of directors. No member of 
the board of directors serving on the board of directors on the effec- 
tive date shall be subject to any of the provisions of the three 
preceding sentences until the expiration of his present term of office. 
of As used in this section— 

“(1) The term ‘ State bank’ means any bank, banking association, 
trust company, savings bank, or other banking institution which is 
engaged in the business of receiving deposits and which is incorpo- 
rated under the laws of any State, Hawaii, Alaska, Puerto Rico, or 
the Virgin Islands, or which is operated under the Code of Law for 
the District of Columbia (except a national bank), and includes any 
unincorporated bank the deposits of which are insured on the effective 
date under the provisions of this section. 

“(2)The term ‘ State member bank’ means any State bank which 
is a member of the Federal Reserve System, and the term ‘State 
nonmember bank’ means any State bank which is not a member of 
the Federal Reserve System. 

“(3) The term ‘ District bank’ means any State bank operating 
under the Code of Law for the District of Columbia, 

“(4) The term ‘national member bank’ means any national bank 
located in any of the States of the United States, the District of 
Columbia, Hawaii, Alaska, Puerto Rico, or the Virgin Islands which 
is a member of the Federal Reserve System. 

med The term ‘national nonmember bank’ means any national 
bank located in Hawaii, Alaska, Puerto Rico, or the Virgin Islands 
which is not a member of the Federal Reserve System. 

“(6) The term ‘ mutual savings bank’ means a bank without capi- 
tal stock transacting a savings bank business, the net earnings of 
which inure wholly to the benefit of its depositors after payment of 
obligations for any advances by its organizers. 

“(7) The term ‘savings bank’ means a bank (other than a mutual 
savings bank) which transacts its ordinary banking business strictly 
as a savings bank under State laws imposing special requirements 
on such banks governing the manner of investing their funds and of 
conducting their business: Provided, That the bank maintains, until 
maturity Gate or until withdrawn, all deposits made with it (other 
than funds held by it in a fiduciary capacity) as time savings deposits 
of the specific term type or of the type where the right is reserved 
to the bank to require written notice before permitting withdrawal: 
Provided further, That such bank to be considered a savings bank 
must elect to become subject to regulations of the Corporation with 
respect to the redeposit of maturing deposits and prohibiting with- 
drawal of deposits by checking except in cases where such withdrawal 
is permitted by law on the effective date from specifically designated 
deposit accounts totaling not more than 15 per centum of the Tanks 
total deposits. 


“(8) The term ‘insured bank’ means any bank the deposits of 
which are insured in accordance with the provisions of this section; 
and the term ‘noninsured bank’ means any bank the deposits of 
which are not so insured. 
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“(9) The term ‘new bank’ means a new national banking associa- 
tion organized by the Corporation to assume the insured deposits of 
an insured bank closed on account of inability to meet the demands 
of its depositors and otherwise to perform temporarily the functions 
prescribed in this section. 

“(10) The term ‘receiver’ includes a receiver, liquidating agent, 
conservator, commission, person, or other agency charged by law with 
the duty of winding up the affairs of a bank. 

“(11) The term ‘ board of directors’ means the board. of directors 
of the Corporation. 

“(12) The term ‘deposit’ means the unpaid balance of money or 
its equivalent received by a bank in the usual course of business and 
for which it has given or is obligated to give credit to a commercial, 
checking, savings, time or thrift account, or which is evidenced by its 
certificate of deposit, and trust funds held by such bank whether 
retained or deposited in any department of such bank or deposited in 
another bank, together with such other obligations of a bank as the 
board of directors shall find and shall prescribe by its regulations to 
be deposit liabilities by general usage: Provided, That any obliga- 
tion of a bank which is payable only at an office of the bank located 
outside the States of the United States, the District of Columbia, 
Hawaii, Alaska, Puerto Rico, and the Virgin Islands, shall not be a 
deposit for any of the purposes of this section or be included as a 
part of total deposits or of an insured deposit: Provided further, 
That any insured bank having its principal place of business in any 
of the States of the United States or in the District of Columbia 
which maintains a branch in Hawaii, Alaska, Puerto Rico, or the 
Virgin Islands may elect to exclude from insurance under this sec- 
tion its deposit obligations which are payable only at such branch, 
and upon so electing the insured bank with respect to such branch 
shall comply with the provisions of this section applicable to the ter- 
mination of insurance by nonmember banks: Provided further, That 
the bank may elect to restore the insurance to such deposits at any 
time its capital stock is unimpaired. 

“(13) The term ‘insured deposit’ means the net amount due to 
any deposit or deposits in an insured bank (after deducting offsets) 
Jess any part thereof which is in excess of $5,000. Such net amount 
shall be determined according to such regulations as the board of 
directors may prescribe, and in determining the amount due to any 
depositor there shall be added together all deposits in the bank main- 
tained in the same capacity and the same right for his benefit either 
in his own name or in the names of others, except trust funds which 
shall be insured as provided in paragraph (9) of subsection (h) of 
this section. 

“(14) The term ‘transferred deposit’ means a deposit in a new 
bank or other insured bank made available to a depositor by the Cor- 
poration as payment of the insured deposit of such depositor in a 
closed bank, and assumed by such new bank or other insured bank. 

“(15) The term ‘branch’ includes any branch bank, branch office, 
branch agency, additional office, or any branch place of business 
located in any State of the United States or in Hawaii, Alaska, 
Puerto Rico, or the Virgin Islands at which deposits are received or 
checks paid or money lent. 








SE 


4 [Pus. 305.) 


“(16) The term ‘effective date’ means the date of enactment of 
the Banking Act of 1935. 

“(d) There is hereby authorized to be appropriated, out of any 
money in the Treasury not otherwise appropriated, the sum of 
$150,000,000, which shall be available for payment by the Secretary 
of the Treasury for capital stock of the Corporation in an equal 
amount, which shall be subscribed for by him on behalf of the United 
States. Payments upon such subscription shall be subject to call in 
whole or in part by the board of directors of the Corporation. Such 
stock shall be in addition to the amount of capital stock required to 
be subscribed for by Federal Reserve banks. Receipts for payments 
by the United States for or on account of such stock shall be issued 
by the Corporation to the Secretary of the Treasury and shall be 
evidence of the stock ownership of the United States. Every Fed- 
eral Reserve bank shall subscribe to shares of stock in the Corpora- 
tion to an amount equal to one-half of the surplus of such bank on 
January 1, 1933, and its subscriptions shall be accompanied by a 
certified check payable to the Corporation in an amount equal to one- 
half of such subscription. The remainder of such subscription shall 
be subject to call from time to time by the board of directors upon 
ninety days’ notice. The capital stock of the Corporation shall con- 
sist of the shares subscribed for prior to the effective date. Such 
stock shall be without nominal or par value, and shares issued 
prior to the effective date shall be exchanged and reissued at the 
rate of one share for each $100 paid into the Corporation for capital 
stock. The consideration received by the Corporation for the capital 
stock shall be allocated to capital and to surplus in such amounts as 
the board of directors shall prescribe. Such stock shall have no 
vote and shall not be entitled to the payment of dividends. 

“(e) (1) Every operating State or national member bank, includ- 
ing a bank incorporated since March 10, 1933, licensed on or before 
the effective date by the Secretary of the Treasury shall be and con- 
tinue to be, without application or approval, an insured bank and 
shall be subject to the provisions of this section. 

“(2) After the effective date, every national member bank which 
is authorized to commence or resume the business of banking, and 
every State bank which is converted into a national member bank or 
which becomes a member of the Federal Reserve System, shall be an 
insured bank from the time it is authorized to commence or resume 
business or becomes a member of the Federal Reserve System. The 
certificate herein prescribed shall be issued to the Corporation by the 
Comptroller of the Currency in the case of such national member 
bank, or by the Board of Governors of the Federal Reserve System 
in the case of such State member bank: Provided, That in the case of 
an insured bank which is admitted to membership in the Federal Re- 
serve System or an insured State bank which is converted into a 
national member bank, such certificate shall not be required, and the 
bank shall continue as an insured bank. Such certificate shall state 
that the bank is authorized to transact the business of banking in the 
case of a national member bank, or is a member of the Federal 
Reserve System in the case of a State member bank, and that con- 
sideration has been given to the factors enumerated in subsection (g) 
of this section. 
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“(f) (1) Every bank which is not a member of the Federal Reserve 
ot which on June 30, 1935 was or thereafter became a member 
of the Temporary Federal Deposit Insurance Fund or of the Fund 
For Mutuals heretofore created pursuant to the provisions of this 
section, shall be and continue to be, without application or approval, 
an insured bank and shall be subject to the provisions of this section: 
Provided, That any State nonmember bank which was admitted to 
the said Temporary Federal Deposit Insurance Fund or the Fund 
For Mutuals but which did not file on or before the effective date 
an October 1, 1934 certified statement and make the payments thereon 
required by law, shall cease to be an insured bank on August 31, 
1935: Provided further, That no bank admitted to the said Tem- 
porary Federal Deposit Insurance Fund or the Fund For Mutuals 
prior to the effective date shall, after August 31, 1935, be an insured 
bank or have its deposits insured by the Corporation, if such bank 
shall have permanently discontinued its banking operations prior to 
the effective date. 

“(2) Subject to the provisions of this section, any national non- 
member bank, upon application by the bank and certification by the 
Comptroller of the Currency in the manner prescribed in subsection 
(e) of this section, and any State nonmember bank, upon application 
to and examination by the Corporation and approval by the board of 
directors, may become an insured bank. Before approving the appli- 
cation of any such State nonmember bank, the board of directors 
shall give consideration to the factors enumerated in subsection (g) 
of this section and shall determine, upon the basis of a thorough 
examination of such bank, that its assets in excess of its capital 
requirements are adequate to enable it to meet all its liabilities to 
depositors and other creditors as shown by the books of the bank. 

“(g) The factors to be enumerated in the certificate required under 
subsection (e) and to be considered by the board of directors under 
subsection (f) shall be the following: The financial history and con- 
dition of the bank, the adequacy of its capital structure, its future 
earnings prospects, the general shabtectoy of its management, the con- 
venience and needs of the community to be served by the bank, and 
whether or not its corporate powers are consistent with the purposes 
of this section. 

“(h) (1) The assessment rate shall be one-twelfth of 1 per centum 
er annum. ‘The semiannual assessment for each insured bank shall 
e in the amount of the product of one-half the annual assessment 

rate multiplied by an assessment base which shall be the average for 
six months of the differences at the end of each calendar day between 
the total amount of liability of the bank for deposits (according to 
the definition of the term ‘deposit’ in and pursuant to paragraph 
(12) of subsection (c) of this section, without any deduction for 
indebtedness of depositors) and the total of such uncollected items as 
are included in such deposits and credited subject to final payment: 
Provided, however, That the daily total of such uncollected items 
shall be determined according to regulations prescribed by the board 
of directors upon a consideration of the factors of general usage and 
ordinary time of availability, and for the purposes of such deduction 
no item shall be regarded as uncollected for longer periods than those 
prescribed by such regulations. Each insured bank shall, as a condi- 
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tion to the right to deduct any specific uncollected item in determin- 
ing its assessment base, maintain such records as will readily permit 
verification of the correctness of the particular deduction claimed. 
The certified statements required to be filed with the Corporation 
under paragraphs (2), (3), and (4) of this subsection shall be in such 
form and set forth such ‘supporting information as the board of 
directors shall prescribe. The assessment payments required from 
insured banks under paragraphs (2), (3), and (4) of this subsection 
shall be made in such manner and at such time or times as the board 
of directors shall prescribe, provided the time or times so prescribed 
shall not be later than sixty days after filing the certified statement 
setting forth the amount of the assessment. In the event that a sepa- 
rate Fund For Mutuals is established as provided in subsection (1), 
the board of directors from time to time may fix a lower assessment 
rate operative for such period as the board may determine which 
shall be applicable to insured mutual savings banks only, and the 
remainder of this paragraph shall not be applicable to such banks. 

(2) On or before the 15th day of July of each year, each insured 
bank shall file with the Corporation a certified statement under oath 
showing for the six months ending on the preceding June 30 the 
amount of the assessment base and the amount of the semiannual 
assessment due to the Corporation, determined in accordance with 
paragraph (1) of this subsection. Each insured bank shall pay to 
the Rieepeenioen the amount of the semiannual assessment it is 
required to certify. On or before the 15th day of January of each 
year after 1936 each insured bank shall file with the Corporation a 
similar certified statement for the six months ending on the preceding 
December 31 and shall pay to the Corporation the amount of the 
semiannual assessment it is required to a 

“(3) Each bank which becomes an insured bank according to the 
provisions of subsection (e) or (f) of this section shall, on or before 
the 15th day of November 1935, file with the Corporation a certified 
statement under oath showing the amount of the assessment due to 
the Corporation for the paried ending December 31, 1935, which shall 
be an amount equal to the product of one-third the annual assess- 
ment rate multiplied by the assessment base determined in accord- 
ance with paragraph (1) of this subsection, except that the assess- 
ment base shall be the average for the 31 days in the month of 
October 1935, and payment shall be made to the Corporation of the 
amount of the assessment so required to be certified. Each such 
bank shall, on or before the 15th day of January 1936, file with the 
Corporation a certified statement under oath showing the amount 
of the semiannual assessment due to the Corporation for the period 
ending June 30, 1936, which shall be an amount equal to the product 
of one-half the annual assessment rate multiplied by the assessment 
base determined in accordance with oudentunls (1) of this subsection, 


except that the assessment base shall be the average for the days of 
the months of October, November and December of 1935, and pay- 
ment shall be made to the Corporation of the amount of the assess- 
ment so required to be certified. 

“(4) Each bank which becomes an insured bank after the effective 
date shall be relieved from complying with the provisions of para- 
graph (2) of this subsection until it has operated as an insured bank 
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for a full semiannual period ending on June 30 or December 31 as 
the case may be. Each such bank, on or before the forty-fifth day 
after its first day of operation as an insured bank, shall file with the 
Corporation its first certified statement which shall be under oath 
and shall show the amount of the assessment base determined in 
accordance with paragraph (1) of this subsection, except that the 
assessment base shall be the average for the first thirty-one calendar 
days it operates as an insured bank. Each such certified statement 
shall also show as the amount of the first assessment due to the Cor- 
poration the prorated portion (for the period between its first day 
of operation as an insured bank and the next succeeding last day of 
June or December, as the case may be) of an amount equal to the 
panne of one-half the annual assessment rate multiplied by the 
nase required to be set forth on its first certified statement. Each 
bank which becomes an insured bank after the effective date which 
has not operated as an insured bank for a full semiannual period 
ending on June 30 or December 31, as the case may be, shall, on or 
before the 15th day of the first month thereafter (except that banks 
becoming insured in June or December shall have thirty-one addi- 
tional days) file with the Corporation its second certified statement 
under oath showing the amount of the assessment base and the amount 
of the semiannual assessment due to the Corporation. Such assess- 
ment base and amount shall be determined in accordance with para- 
graph (1) of this subsection, except that if the bank became an 
insured bank in the month of December or June the assessment base 
shall be the average for the first thirty-one calendar days it operates 
as an insured weal, and except that if it became an insured bank in 
any other month than December or June the assessment base shall be 
the average for the days between its first day of operation as an 
insured bank and the next succeeding last day of June or December, 
as the case may be. Each bank required to file a certified statement 
under this paragraph shall pay to the Corporation the amount of the 
assessment the bank is required to certify. 

“(5) Each bank which shall be and continue without application 
or approval an insured bank in accordance with the provisions of 
subsection (e) or (f) of this section, shall, in lieu of all right to 
refund (except as authorized in paragraph (3) of subsection (i)), 
be credited with any balance to which such bank shall become entitled 
upon the termination of the said Temporary Federal Deposit Insur- 
ance Fund or the Fund For Mutuals. The credit shall be applied 
by the Corporation toward the payment of the assessment next 
becoming due from such bank and upon succeeding assessments until 
the credit is exhausted. 

“(6) Any insured bank which fails to file any certified statement 
required to be filed by it in connection with determining the amount 
of any assessment payable by the bank to the Corporation may be 
compelled to file such statement by mandatory injunction or other 
appropriate remedy in a suit brought for such purpose by the Cor- 
poration against the bank and any officer or officers thereof in any 
court of the United States of competent jurisdiction in the district 
or territory in which such bank is located. 

“(7) The Corporation, in a suit brought at law or in equity in any 
court of competent jurisdiction, shall be entitled to recover from any 
insured bank the amount of any unpaid assessment lawfully payable 


20366 O 58 46 








8 [Pus.305.] 


by such insured bank to the Corporation, whether or not such bank 
shall have filed any such certified statement and whether or not suit 
shall have been brought to compel the bank to file any such statement. 

“(8) Should any national member bank or any insured national 
nonmember bank fail to file any certified statement required to be 
filed by such bank under any provision of this subsection, or fail - 
pay any assessment required to be paid by such bank under a. 
vision of this section, and should the bank not correct such failure 
within thirty days after written notice has been given by the Corpo- 
ration to an officer of the bank, citing this paragraph, and stating 
that the bank has failed to file or pay as required by law, all the 
rights, privileges, and franchises of the bank granted to it under the 
National Bank Act or under the provisions of this Act, as amended, 
shall be thereby forfeited. Whether or not the penalty provided in 
this paragraph has been incurred shall be determined and adjudged 
in the manner provided in the sixth paragraph of section 2 of this 
Act, as amended. ‘The remedies provided in this paragraph and in 
the two preceding paragraphs shall not be construed as limiting any 
other remedies against any insured bank, but shall be in addition 
thereto. 

“(9) Trust funds held by an insured bank in a fiduciary capacity 
whether held in its trust or deposited in any other department or in 
another bank shall be insured in an amount not to exceed $5,000 for 
each trust estate, and when deposited by the fiduciary bank in another 
insured bank such trust funds shall be similarly insured to the fidu- 
ciary bank according to the trust estates represented. Notwithstand- 
ing any other provision of this section, such insurance shall be 
separate from and additional to that covering other deposits of the 
owners of such trust funds or the beneficiaries of such trust estates: 
Provided, That where the fiduciary bank deposits any of such trust 
funds in other insured banks, the amount so held by other insured 
banks on deposit shall not for the purpose of any certified statement 
required under paragraph (2), (3), or (4) of this subsection be con- 
sidered to be a deposit liability of the fiduciary bank, but shall be 
considered to be a deposit liability of the bank in which such funds 
are so deposited by such fiduciary bank. The board of directors 
shall have power by regulation to prescribe the manner of reporting 
and of depositing such trust funds. 

“(i) (1) Any insured bank (except a national member bank or 
State member bank) may, upon not less than ninety days’ written 
notice to the Corporation, and to the Reconstruction Finance Cor- 
poration if it owns or holds as pledgee any preferred stock, capital 
notes, or debentures of such bank, terminate its status as an insured 
bank. Whenever the board of directors shall find that an insured 
bank or its directors or trustees have continued unsafe or unsound 
practices in conducting the business of such bank, or have knowingly 
or negligently permitted any of its officers or agents to violate any 
provision of any law or regulation to which the insured bank is 
subject, the board of directors shall first give to the Comptroller of 
the Currency in the case of a national bank or a District bank, to the 
authority having supervision of the bank in the case of a State bank, 
or to the Board of Governors of the Federal Reserve System in the 
case of a State member bank, a statement with respect to such prac- 
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tices or violations for the purpose of securing the correction thereof. 
Unless such correction shall be made within one hundred and twenty 
days or such shorter period of time as the Comptroller of the Cur- 
rency, the State authority, or Board of Governors of the Federal 
Reserve System, as the case may be, shall require, the board of direc- 
tors, if it shall determine to proceed further, shall give to the bank 
not less than thirty days’ written notice of intention to terminate 
the status of the bank as an insured bank, and shall fix a time and 
place for a hearing before the board of directors or before a person 
designated by it to conduct such hearing, at which evidence may be 
produced, and upon such evidence the board of directors shall make 
written findings which shall be conclusive. Unless the bank shall 
appear at the hearing by a duly authorized representative, it shall 
be deemed to have consented to the termination of its status as an 
insured bank. If the board of directors shall find that any violation 
specified in such notice has been established, the board of directors 
may order that the insured status of the bank be terminated on a 
date subsequent to such finding and to the expiration of the time 
specified in such notice of intention. The Corporation may publish 
notice of such termination and the bank shall give notice of such 
termination to each of its depositors at his last address of record on 
the books of the bank, in such manner and at such time as the board 
of directors may find to be necessary and may order for the protec- 
tion of depositors. After the termination of the insured status of 
any bank under the provisions of this paragraph, the insured deposits 
of each depositor in the bank on the date of such termination, less all 
subsequent withdrawals from any deposits of such depositor, shall 
continue for a period of two years to be insured, and the bank shall 
continue to pay to the Corporation assessments as in the case of an 
insured bank during such period. No additions to any such deposits 
and no new deposits in such bank made after the date of such termi- 
nation shall be insured by the Corporation, and the bank shall not 
advertise or hold itself out as having insured deposits unless in the 
same connection it shall also state with equal prominence that such 
additions to deposits and new deposits made after such date are not 
so insured. Such bank shall, in all other respects, be subject to the 
duties and obligations of an insured bank for the period of two years 
from the date of such termination, and in the event that such bank 
shall be closed on account of inability to meet the demands of its 
depositors within such. period of two years, the Corporation shall 
have the same powers and rights with respect to such bank as in 
case of an insured bank. 

(2) Whenever the insured status of a State member bank shall be 
terminated by action of the board of directors, the Board of Gov- 
ernors of the Federal Reserve System shall terminate its membership 
in the Federal Reserve System in accordance with the provisions of 
section 9 of this Act, and whenever the insured status of a national 
member bank shall be so terminated the Comptroller of the Currency 
shall appoint a receiver for the bank, which shall be the Corporation 
whenever the bank shall be unable to meet the demands. of its 
depositors. Whenever a member bank shall cease to be a member 
of the Federal Reserve System, its status as an insured bank shall, 
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without notice or other action by the board of directors, terminate on 
the date the bank shall cease to be a member of the Federal Reserve 
System, with like effect as if its insured status had been terminated 
on said date by the board of directors after proceedings under para- 
graph (1) of this subsection. 

“(3) If any nonmember bank which becomes an insured bank 
under the provisions of paragraph (1) of subsection (f) of this sec- 
tion shall elect, within thirty days after the effective date, not to 
continue as an insured bank, and shall within such period give writ- 
ten notice to the Corporation of its election, in accordance with regu- 
lations to be prescribed by the board of directors, and to the Recon- 
struction Finance Corporation if it owns or holds as pledgee an 
preferred stock, capital notes, or debentures of such bank, it sha 
cease to be an insured bank and cease to be subject to the provisions 
of this section and the rights of the bank (including its right to any 
refund) shall be as provided by law existing prior to the effective 
date. The board of directors shall cause notice of termination of 
insurance to be given to the depositors of such bank by publication 
or otherwise as the board of directors may determine, and the deposits 
in such bank shall continue to be insured for twenty days beyond 
such thirty day period. 

“(4) Whenever the liabilities of an insured bank for deposits shall 
have been assumed by another insured bank or banks, the insured 
status of the bank whose liabilities are so assumed shall terminate on 
the date of receipt by the Corporation of satisfactory evidence of 
such assumption with like effect as if its insured status had been ter- 
minated on said date by the board of directors after proceedings 
under paragraph (1) of this subsection: Provided, That if the bank 
whose liabilities are so assumed gives to its depositors notice of such 
assumption within thirty days after such assumption takes effect, by 
publication or by any reasonable means, in accordance with regula- 
tions to be prescribed by the board of directors, the insurance of its 
deposits shall terminate at the end of six months from the date such 
assumption takes effect, and such bank shali thereupon be relieved of 
all future obligations to the Corporation, including the obligation to 
pay future assessments. 

“(j) Upon the date of enactment of the Banking Act of 1933, the 
Corporation shall become a body corporate and as such shall have 

ower— 
me First. To adopt and use a corporate seal. 

“ Second. To have suecession until dissolved by an Act of Congress. 

“Third. To make contracts. 

“ Fourth. To sue and be sued, complain and defend, in any court 
of law or equity, State or Federal. All suits of a civil nature at 
common law or in equity to which the Corporation shall be a party 
shall be deemed to arise under the laws of the United States: Pro- 
vided, That any such suit to which the Corporation is a party in its 
capacity as receiver of a State bank and which involves only the 
rights or obligations of depositors, creditors, stockholders and such 
State bank under State law shall not be deemed to arise under the 
laws of the United States. No attachment or execution shall be 
issued against the Corporation or its property before final judgment 
in any suit, action, or proceeding in any State, county, municipal, or 
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United States court. The board-vf directors shall designate an agent 
upon whom service of process may be made in any State, Territory, 
or jurisdiction in which any insured bank is located. 

“Fifth. To appoint by its board of directors such officers and 
employees as are not otherwise provided for in this section, to define 
their duties, fix their compensation, require bonds of them and fix 
the penalty thereof, and to dismiss at pleasure such officers or 
employees. Nothing in this or any other Act shall be construed to 
prevent the appointment and compensation as an officer or employee 
of the Corporation of any officer or employee of the United States in 
any board, commission, independent establishment, or executive 
department thereof. 

“Sixth. To prescribe by its board of directors, bylaws not incon- 
sistent with law, regulating the manner in which its general business 
may be conducted, and the privileges granted to it by law may be 
exercised and enjoyed. 

“Seventh. To exercise by its board of directors, or duly authorized 
officers or agents, all powers specifically granted by the provisions of 
this section and such incidental powers as shall be necessary to carry 
out the powers so granted, 

“Eighth. To make examinations of and to require information 
and reports from banks, as provided in this section. 

“Ninth. To act as receiver. 

“Tenth. To prescribe by its board of directors such rules and regu- 
lations as it may deem necessary to carry out the provisions of this 
section. 

“(k) (1) The board of directors shall administer the affairs of the 
Corporation fairly and impartially and without discrimination. The 
board of directors of the Gotpecation shall determine and prescribe 
the manner in which its obligations shall be incurred and its expenses 
allowed and paid. The Corporation shall be entitled to the free use 
of the United States mails in the same manner as the executive 
departments of the Government. The Corporation with the consent 
of any Federal Reserve bank or of any board, commission, inde- 

endent establishment, or executive department of the Government 
including any field service thereof, may avail itself of the use o 
information, services, and facilities thereof in carrying out the 
provisions of this section. 

“(2) The board of directors shall appoint examiners who shall 
have power, on behalf of the Corporation, to examine any insured 
State nonmember bank (except a District bank), any State non- 
member bank making application to become an insured bank, and any 
closed insured bank, whenever in the judgment of the board of direc- 
tors an examination of the bank is necessary. Such examiners shall 
have like power to examine, with the written consent of the Comp- 
troller of the Currency, any national bank or District bank, and 
with the written consent of the Board of Governors of the Federa 
Reserve System, any State member bank. Each such examiner shali 
have power to make a thorough examination of all the affairs of the 
bank and in doing so he shall have power to administer oaths and 
to examine and take and preserve the testimony of any of the officers 
and agents thereof, and shall make a full and detailed report of the 
condition of the bank to the Corporation. The board of directors in 
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like manner shall appoint claim agents who shall have power to 
investigate and examine all claims for insured deposits and trans- 
ferred deposits. Each claim agent shall have power to administer 
oaths and to examine under oath and take and preserve the testimony 
of any persons relating tosuchclaims. The provisions of sections 184 
to 186 (both inclusive) of the Revised Statutes (U. S. C., title 5, 
secs. 94 to 96) are hereby extended to examinations and investigations 
authorized by this paragraph. 

“(8) Each baaieiel State nonmember bank (except a District bank) 
shall make to the Corporation reports of condition in such form and 
at such times as the board of directors may require. The board of 
directors may require such reports to be published in such manner, 
not inconsistent with any applicable law, as it may direct. Every 
such bank which fails to make or publish any such report within 
such time, not less than five days, as the board of directors ma 
require, shall be subject to a penalty of not more than $100 for auch 
day of such failure recoverable by the Corporation for its use. 

‘(4) The Corporation shall have access to reports of examinations 
made by, and reports of condition made to, the Comptroller of the 
Currency or any Federal Reserve bank, may accept any report made 
by or to any commission, board, or authority having supervision of 
a State nonmember bank (except a District bank), and may furnish 
to the Comptroller of the Currency, to any Federal Reserve bank, 
and to any such commission, board, or authority, reports of examina- 
tions made on behalf of, and reports of condition made to, the 
Corporation. 

“(1) (1) The Temporary Federal Deposit Insurance Fund and the 
Fund For Mutuals heretofore created pursuant to the provisions of 
this section are hereby consolidated into a Permanent Insurance 
Fund for insuring deposits, and the assets therein shall be held by the 
Corporation for the uses and purposes of the Corporation: Provided, 
That the obligations to and rights of the Corporation, depositors, 
banks, and other persons arising out of any event or transaction 
prior to the effective date shall remain unimpaired. On and after 
the effective date, the Corporation shall insure the deposits of all 
insured banks as provided in this section: Provided, That the insur- 
ance shall a ply only to deposits of insured banks which have been 
made available since March 10, 1933, for withdrawal in the usual 
course of the banking business: Provided further, That if any insured 
bank shall, without the consent of the Corporation, release or modify 
restrictions on or deferments of deposits which had not been made 
available for withdrawal in the usual course of the banking business 
on or before the effective date, such deposits shall not be insured. 
The maximum amount of the insured deposit of any depositor shall 
be $5,000. The Corporation, in the discretion of the board of direc- 
tors, may open on its books solely for the benefit of mutual savin 
banks and depositors therein a separate Fund For Mutuals. If suc 
Fund is opened, all assessments upon mutual savings banks shall be 
paid into such Fund and the Permanent Insurance Fund of the Cor- 
poration shall cease to be liable for insurance losses sustained in 
mutual savings banks: Provided, That the capital assets of the Cor- 
poration shall be so liable and all expenses of operation of the Cor- 
poration shall be allocated between such Funds on an equitable basis. 
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“(2) For the purposes of this section, an insured bank shall be 
deemed to have been closed on account of inability to meet the 
demands of its depositors in any case in which it has been closed for 
the purpose of liquidation without adequate provision being made 
for payment of its depositors. 

“(3) Notwithstanding any other provision of law, whenever any 
insured national bank or insured District bank shall have been closed 
by action of its board of directors, or by the Comptroller of the 
Currency, as the case may be, on account of inability to meet the 
demands of its depositors, the Comptroller of the Currency shall 
appoint the Corporation receiver for such closed bank, and no other 
person shall be appointed as receiver of such closed bank. 

“(4) It shall be the duty of the Corporation as such receiver to 
realize upon the assets of such closed bank, having due regard to the 
condition of credit in the locality; to enforce the individual liability 
of the stockholders and directors thereof; and to wind up the affairs 
of such closed bank in conformity with the provisions of law relating 
to the liquidation of closed national banks, except as herein other- 
wise provided. The Corporation shall retain for its own account 
such portion of the amounts realized from such liquidation as it shall 
be entitled to receive on account of its subrogation to the claims of 
depositors, and it shall pay to depositors and other creditors the net 
amounts available for distribution to them. With respect to any 
such closed bank, the Corporation as such receiver shall have all the 
rights, powers, and privileges now possessed by or hereafter granted 
by law to a receiver of an insolvent national bank. 

“(5) Whenever any insured State bank (except a District bank) 
shall have been closed by action of its board of directors or by the 
authority having supervision of such bank, as the case may be, 
on account of inability to meet the demands of its depositors, the 
Corporation shall accept appointment as receiver thereof, if such 
appointment is tendered by the authority having supervision of such 
bank and is authorized or permitted by State law. With respect to 
any such insured State bank, the Corporation as such receiver shall 
possess all the rights, powers and privileges granted by State law to 
a receiver of a State bank. 

“(6) Whenever an insured bank shall have been closed on account 
of inability to meet the demands of its depositors, payment of the 
insured deposits in such bank shall be made by the Corporation as 
soon as possible, subject to the provisions of paragraph (7) of this 
subsection, either (A) by making available to each depositor a 
transferred deposit in a new bank in the same community or in 
another insured bank in an amount equal to the insured deposit of 
such depositor and subject to withdrawal on demand, or (B) in such 
other manner as the board of directors may prescribe: Provided, 
That the Corporation, in its discretion, may require proof of claims 
to be filed before paying the insured deposits, and that in any case 
where the Corporation is not satisfied as to the validity of a claim 
for an insured deposit, it may wero the final determination of a 
court of competent jurisdiction before paying such claim. 

“(7) In the case of a closed national bank or District bank, the 
Corporation, upon the payment of any depositor as provided in para- 
graph (6) of this subsection, shall be subrogated to all rights of the 
depositor against the closed bank to the extent of such payment. 
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In the case of any other closed insured bank, the Corporation shall 
not make any payment to any depositor until the right of the Corpo- 
ration to be subrogated to the rights of such depositor on the same 
basis as provided in the case of a closed national bank under this 
section shall have been recognized either by express provision of 
State law, by allowance of claims by the authority having super- 
vision of such bank, by assignment of claims by depositors, or by 
any other effective method. In the case of any closed insured bank, 
such subrogation shall include the right on the part of the Corpora- 
tion to receive the same dividends from the proceeds of the assets of 
such closed bank and recoveries on account of stockholders’ liability 
as would have been payable to the depositor on a claim for the 
insured deposit, but such depositor shall retain his claim for any 
uninsured portion of his deposit: Provided, That the rights of 
depositors and other creditors of any State bank shall be determined 
in accordance with the applicable provisions of State law. 

“(8) As soon as possible after the closing of an insured bank, the 
Corporation, if it finds that it is advisable and in the interest of the 
depositors of the closed bank or the public, shall organize a new 
national bank to assume the insured deposits of such closed bank and 
otherwise to perform temporarily the faniticte hereinafter provided 
for. The new bank shall have its place of business in the same 
community as the closed bank. 

“(9) The articles of association and the organization certificate of 
the new bank shall be executed by representatives designated by the 
Corporation. No capital stock need be paid in by the Corporation. 
The new bank shall not have a board of directors, but shall be man- 
aged by an executive officer appointed by the board of directors of 
the Corporation who shall be subject to its directions. In all other 
respects the new bank shall be organized in accordance with the then 
existing provisions of law relating to the organization of national 
banking associations. The new bank may, with the approval of the 
Corporation, accept new deposits which shall be subject to with- 
drawal on demand and which, except where the new bank is the 
only bank in the community, shall not exceed $5,000 from any depos- 
itor. The new bank, without application to or approval by the 
Corporation, shall be an insured bank and shall maintain on deposit 
with the Federal Reserve bank of its district reserves in the amount 
required by law for member banks, but it shall not be required to 
subscribe for stock of the Federal Reserve bank. Funds of the 
new bank shall be kept on hand in cash, invested in obligations of 
the United States, or in obligations guaranteed as to principal and 
interest by the United States, or deposited with the Corporation, 
with a Federal Reserve bank, or, to the extent of the insurance 
coverage thereon, with an insured bank. The new bank, unless other- 
wise authorized by the Comptroller of the Currency, shall transact 
no business except that xithioriasd by this section and as may be 
incidental to its organization. Notwithstanding any other provision 
of law the new bank, its franchise, property, and income shall be 
exempt from all taxation now or hereafler imposed by the United 


States, by any Territory, dependency, or possession thereof, or by any 
State, county, municipality, or local taxing authority. 
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“(10) Upon the organization of a new bank, the Corporation shall 

romptly make available to it an amount equal to the estimated 
insured deposits of such closed bank plus the estimated amount of 
the expenses of operating the new bank, and shall determine as soon 
as possible the amount due each depositor for his insured deposit 
in the closed bank, and the total expenses of operation of the new 
bank. Upon such determination, the amounts so estimated and made 
available shall be adjusted to conform to the amounts so determined. 
Earnings of the new bank shall be paid over or credited to the 
Corporation in such adjustment. If any new bank, during the period 
it continues its status as such, sustains any losses with respect to 
which it is not effectively protected except by reason of being an 
insured bank, the Corporation shall furnish to it additional funds 
in the amount of such losses. The new bank shall assume as trans- 
ferred deposits the payment of the insured deposits of such closed 
bank to each of it + depositors. Of the amounts so made available, the 
Corporation shall transfer to the new bank, in cash, such sums as may 
be necessary to enable it to meet its expenses of operation and imme- 
diate cash demands on such transferred deposits, and the remainder 
of such amounts shall be subject to withdrawal by the new bank on 
demand. 

“(11) Whenever in the judgment of the board of directors it is 
desirable to do so, the Corporation shall cause capital stock of the 
new bank to be offered for sale on such terms and conditions as the 
board of directors shall deem advisable in an amount sufficient, in the 
opinion of the board of directors, to make possible the conduct of the 
business of the new bank on a sound basis, but in no event less than 
that required by section 5138 of the Revised Statutes, as amended 
(U. S. C., Supp. VII, title 12, sec. 51), for the organization of a 
national bank in the place where such new bank is located. The 
stockholders of the closed insured bank shall be given the first oppor- 
tunity to purchase any shares of common aan so offered. Upon 
pees that an adequate amount of mapas stock in the new bank has 

een subscribed and paid for in cash, the Comptroller of the Cur- 
rency shall require the articles of association and the organization 
certificate to be amended to conform to the requirements for the 
organization of a national bank, and thereafter, when the require- 
ments of law with respect to the organization of a national bank have 
been complied with, he shall issue to the bank a certificate of author- 
ity to commence business, and thereupon the bank shall cease to have 
the status of a new bank, shall be managed by directors elected by its 
own shareholders and may exercise all the powers granted by law 
and it shall be subject to all the provisions of law relating to national 
banks. Such bank shall thereafter be an insured national bank, with- 
out certification to or approval by the Corporation. 

“(12) If the capital stock of the new bank is not offered for sale, 
or if an adequate amount of capital for such new bank is not sub- 
scribed and paid for, the board of directors may offer to transfer its 
business to any insured bank-in the same community which will take 
over its assets, assume its liabilities, and pay to the Corporation for 
such business such amount as the board of directors may deem ade- 
quate; or the board of directors in its discretion may change the 
location of the new bank to the office of the Corporation or to some 
other place or may at any time wind up its affairs as herein provided. 


1So in original. 
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Unless the capital stock of the new bank is sold or its assets are taken 
over and its habilities are assumed by an insured bank as above pro- 
vided within two years from the date of its organization, the Corpo- 
ration shall wind up the affairs of such bank, ates giving such notice 
if any, as the Comptroller of the Currency may require, and shall 
certify to the Comptroller of the Currency the termination of the 
new bank. Thereafter the Corporation shall be liable for the obli- 
gations of such bank and shall be the owner of its assets. The provi- 
sions of sections 5220 and 5221 of the Revised Statutes (U. S. C., title 
12, secs. 181 and 182) shall not apply to such new banks. 

“(m) (1) The Corporation as receiver of a closed national bank 
or District bank shall not be required to furnish bond and shall have 
the right to appoint an agent or agents to assist it in its duties as 
such receiver, and all fees, compensation, and expenses of liquidation 
and administration thereof shall be fixed by the Corporation, subject 
to the approval of the Comptroller of the Currency, and may be paid 
by it out of funds coming into its possession as such receiver. The 
Comptroller of the Currency is authorized and empowered to waive 
and relieve the Corporation from complying with any regulations of 
the Comptroller of the Currency with respect to receiverships where 
in his discretion such action isedeemed advisable to simplify admin- 
istration. 

“(2) Payment of an insured deposit to any person by the Corpora- 
tion shall discharge the Corporation, and payment of a transferred 
deposit to any person by the new bank or by an insured bank in which 
a transferred deposit has been made available shall discharge the 
Corporation and such new bank or other insured bank, to the same 
extent that payment to such person by the closed bank would have 
discharged it title liability for the insured deposit. 

“(3) FPxcent as otherwise prescribed by the board of directors, 
neither the Corporation nor such new bank or other insured bank 
shall be required to recognize as the owner of any portion of a deposit 
appearing on the records of the closed bank under a name other than 
that of the claimant, any person whose name or interest as such owner 
is not disclosed on the records of such closed bank as part owner of 
said deposit, if such recognition would increase the aggregate amount 
of the insured deposits in such closed bank. 

“(4) The Corporation may withhold payment of such portion of 
the insured deposit of any depositor in a closed bank as may be 
required to provide for the payment of any liability of such deposi- 
tor as a stockholder of the closed bank, or of any liability of such 
depositor to the closed bank or its receiver, which is not offset against 
a claim due from such bank, pending the determination and payment 
of such liability by such depositor or any other person liable therefor. 

“(5) If, after the Corporation shall have given at least three 
months’ notice to the depositor by mailing a copy thereof to his last 
known address appearing on the records of the closed bank, any 
depositor in the closed bank shall fail to claim his insured deposit 
from the Corporation within eighteen months after the appoint- 
ment of the receiver for the closed bank, or shall fail within such 
period to clain{f or arrange to continue the transferred deposit with 
the new bank or with the other insured bank which assumes liabilit 
therefor, all rights of the depositor against the Corporation with 
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respect to the insured deposit, and against the new bank and such 
other insured bank with respect to the transferred deposit, shall be 
barred, and all rights of the depositor against the closed bank and its 
shareholders, or the receivership estate to which the Corporation may 
have become subrogated, shall thereupon revert to the depositor. 
The amount of any transferred deposits not claimed within such 
eighteen months’ period, shall be refunded to the Corporation. 

“(n) (1) Money of the Corporation not otherwise employed shall 
be invested in obligations of the United States or in obligations 
guaranteed as to principal and interest by the United States, except 
that for temporary periods, in the discretion of the board of direc- 
tors, funds of the Corporation may be deposited in any Federal 
Reserve bank or with the Treasurer of the United States. When 
designated for that purpose by the Secretary of the Treasury, the 
Corporation shall be a depositary of public moneys, except receipts 
from customs, under such regulations as may be prescribed by the 
said Secretary, and may also be employed as a festa agent of 
the Government. It shall perform all such reasonable duties as 
depositary of public moneys and financial agent of the Government 
as may be required of it. 

“(2) Nothing contained in this section shall be construed to pre- 
vent the Corporation from making loans to national banks tend by 
action of the Comptroller of the Currency, or by vote of their direc- 
tors, or to State member banks closed by action of the appropriate 
State authorities, or by vote of their directors, or from entering into 
negotiations to secure the reopening of such banks. 

“(3) Receivers or liquidators of insured banks closed on account of 
inability to meet the demands of their depositors shall be entitled 
to offer the assets of such banks for sale to the Corporation or as 
security for loans from the Corporation, upon receiving permission 
from the appropriate State authority in accordance with express 
provisions of State law in the case of insured State banks, or from 
the Comptroller of the Currency in the case of national banks or 
District banks. The proceeds of every such sale or loan shall be 
utilized for the same purposes and in the same manner as other funds 
realized from the liquidation of the assets of such banks. The Comp- 
troller of the Currency may, in his discretion, pay dividends on 
proved claims at any time after the expiration of the period of adver- 
tisement made pursuant to section 5235 of the Revised Statutes 
(U. S. C., title 12, sec. 193), and no liability shall attach to the 
Comptroller of the Currency or to the receiver of any national bank 
by reason of any such payment for failure to pay dividends to a 
claimant whose claim is not proved at the time of any such payment. 
The Corporation, in its discretion, may make loans on the security 
of or may purchase and liquidate or sell any part of the assets of 
an insured bank which is now or may hereafter be closed on account 
of inability to meet the demands of its depositors, but in any case 
in which the Corporation is acting as receiver of a closed insured 
bank, no such loan or purchase shall be made without the approval 
of a court of competent jurisdiction. 

“(4) Until July 1, 1936, whenever in the judgment of the board of 
directors such action will reduce the risk or avert a threatened loss to 
the Corporation and will facilitate a merger or consolidation of an 
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insured bank with another insured bank, or will facilitate the sale of 
the assets of an open or closed insured bank to and assumption of its 
liabilities by another insured bank, the Corporation may, upon such 
terms and conditions as it may determine, make loans secured in 
whole or in part by assets of an open or closed insured bank, which 
loans may be in subordination to the rights of depositors and other 
creditors, or the Corporation may purchase any such assets or may 
guarantee any other insured bank against loss by reason of its 
assuming the liabilities and purchasing the assets of an open or closed 
insured bank. Any insured national bank or District bank, or, with 
the approval of the Comptroller of the Currency, any receiver 
thereof, is authorized to contract for such sales or loans and to pledge 
any assets of the bank to secure such loans. 

‘(o) (1) The Corporation is authorized and empowered to issue 
and to have outstanding its notes, debentures, bonds, or other such 
obligations, in a par amount aggregating not more than three times 
the amount received by the Corporation in payment of its capital 
stock and in payment of the assessments upon insured banks for the 
year 1936. The notes, debentures, bonds, and other such obligations 
issued under this subsection shall be redeemable at the option of the 
Corporation before maturity in such manner as may be stipulated in 
such obligations, and shall bear such rate or rates of interest, and 
shall mature at such time or times, as may be determined by the 
Corporation : Provided, That the Corporation may sell on a discount 
basis short-term obligations payable at maturity without interest. 
The notes, debentures, bonds, and other such obligations of the Cor 
poration may be secured by assets of the Corporation in such manner 
as shall be prescribed by its board of directors. Such obligations 
may be offered for sale at such price or prices as the Corporation may 
determine. 

“(2) The Secretary of the Treasury, in his discretion, is authorized 
to purchase any obligations of the Corporation to be issued hereunder, 
and for such purpose the Secretary of the Treasury is authorized to 
use as a public-debt transaction the proceeds of the sale of any 
securities hereafter issued under the Second Liberty Bond Act, as 
amended, and the purposes for which securities may be issued under 
the Second Liberty Bond Act, as amended, are extended to include 
such purchases: Provided, That if the Reconstruction Finance Cor- 
poration fails for any reason to purchase any of the obligations of 
the Corporation as provided in subsection (b) of section 5e of the 
Reconstruction Finance Corporation Act, as amended, the Secretary 
of the Treasury is authorized and directed to purchuse such obliga- 
tions in an amount equal to the amount of such obligations the 
Reconstruction Finance Corporation so fails to purchase: Provided 
further, That the Secretary of the Treasury is authorized and 
directed, whenever in the judgment of the board of directors of the 
Corporation additional funds are required for insurance purposes, to 
purchase obligations of the Corporation in an additional amount of 
not to exceed $250,000,000 par value: Provided further, That the pro- 
ceeds derived from the purchase by the Secretary of the Treasury of 
any such obligations shall be used by the Corporation solely in carry- 
ing out its functions with respect to such insurance. The Secretary 
of the Treasury may, at any time, sell any of the obligations of the 
Corporation acquired by him under this subsection. All redemp- 
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tions, purchases, and sales by the Secretary of the Treasury of the 
obligations of the Corporation shall be treated as public-debt transac- 
tions of the United States. 

“(p) All notes, debentures, bonds, or other such obligations issued 
by the Corporation shall be exempt, both as to principal and interest, 
from all taxation (except estate and inheritance taxes) now or here- 
after imposed by the United States, by any Territory, dependency, 
or possession thereof, or by any State, county, municipality, or local 
taxing authority. The Corporation, including its franchise, its 
capital, reserves, and surplus, and its income, shall be exempt from 
all taxation now or hereafter imposed by the United States, by any 
Territory, dependency, or possession thereof, or by any State, county, 
municipality, or local taxing authority, except that any real property 
of the Corporation shall be subject to State, Territorial, county, 
municipal, or local taxation to the same extent according to its value 
as the other real property is taxed. 

“(q) In order that the Corporation may be. supplied with such 
forms of notes, debentures, bonds, or other such obligations as it ma 
need for issuance under this Act, the Secretary of the Treasury is 
authorized to prepare such forms as shall be suitable and approved 
by the Corporation, to be held in the Treasury subject to delivery, 
upon order of the Corporation. The engraved plate, dies, bed pieces, 
and other material executed in connection therewith shall remain in 
the custody of the er et of the Treasury. The Corporation shall 
reimburse the Secretary of the Treasury for any expenses incurred 
i the preparation, custody, and delivery of such notes, debentures, 
bonds, or other such obligations. 

“(r) The Corporation shall annually make a report of its opera- 
tions to the Congress as soon as practicable after the ist day of 
January in each year. 

“(s) Whoever, for the purpose of obtaining any loan from the 
Corporation, or any extension or renewal thereof, or the acceptance, 
release, or substitution of security therefor, or for the purpose of 
inducing the Corporation to purchase any assets, or for the purpose 
of obtaining the payment of any insured deposit or transferred 
deposit or the allowance, approval, or payment of any claim, or for 
the purpose of influencing in any way the action of the Corporation 
under this section, makes any statement, knowing it to be false, or 
willfully overvalues any security, shall be punished by a fine of not 
more than $5,000, or by imprisonment for not more than two years 
or both. 

“(t) Whoever (1) falsely makes, forges, or counterfeits any obliga- 
tion or coupon, in imitation of or purporting to be an obligation or 
coupon issued by the Corporation, or (2) passes, utters, or publishes, 
or attempts to pass, utter, or publish, any faise, forged, or counter- 
feited obligation or coupon purporting to have been issued by the 
Corporation, knowing the same to be false, forged, or counterfeited, 
or (3) falsely alters any obligation or coupon issued or purporting to 
have been issued by the Corporation, or (4) passes, utters, or pub- 
lishes, or attempts to pass, utter, or publish, as true, any falsely 
altered or spurious obligation or coupon, issued or purporting to 
have been issued by the Corporation, knowing the same to be falsely 
altered or spurious, shall be punished by a fine of not more than 
$10,000, or by imprisonment for not more than five years, or both. 
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“(u) Whoever, being connected in any capacity with the Corpora- 
tion, (1) embezzles, alienate purloins, or willfully misapplies any 
moneys, funds, securities, or other things of value, whether belong- 
ing to it or pledged, or otherwise entrusted to it, or (2) with intent 
to defraud the Corporation or any other body, politic or corporate, 
or any individual, or to deceive any officer, auditor, or examiner of 
the Corporation, makes any false entry in any book, report, or state- 
ment of or to the Corporation, or without being duly authorized 
draws any order or issues, puts forth, or assigns any note, debenture, 
bond, or other such obligation, or draft, bill of exchange, mortgage, 
judgment, or decree thereof, shall be punished by a fine of not more 
than $10,000, or by imprisonment for not more than five years, or 
both. 

“(v) (1) No individual, association, partnership, or corporation 
shall use the words ‘ Federal Deposit Insurance Corporation ’, or a 
combination of any three of these four words, as the name or a part 
thereof under which he or it shall do business. No individual, asso- 
ciation, partnership, or corporation shall advertise or otherwise repre- 
sent falsely by any device whatsoever that his or its deposit liabilities 
are insured or in anywise guaranteed by the Federal Deposit Insur- 
ance Corporation or by the United States or any instrumentality 
thereof; and no insured bank shall advertise or otherwise represent 
falsely by any device whatsoever the extent to which or the manner 
in which its deposit liabilities are insured by the Federal Deposit 
Insurance Corporation. Every individual, partnership, association, 
or corporation violating this subsection shall be punished by a fine 
of not exceeding $1,000, or by imprisonment not exceeding one year, 
or both. 

“(2) Every insured bank shall display at each place of business 
maintained by it a sign or signs, and shall include in advertisements 
relating to deposits a statement to the effect that its deposits are 
insured by the Corporation. The board of directors shall prescribe 
by regulation the forms of such signs and the manner of display and 
the substance of such statements and the manner of use. For each 
day an insured bank continues to violate any provision of this para- 
graph or any lawful provision of said regulations, it shall be subject 
to a penalty of not more than $100, recoverable by the Corporation 
for its use. 

“(3) No insured bank shall pay any dividends on its capital stock 
or interest on its capital notes or debentures (of such interest is 
required to be paid only out of net profits) while it remains in 
default in the payment of any assessment due to the Corporation; 
and any director or officer of any insured bank who participates in 
the declaration or payment of any such dividend shall, upon convic- 
tion, be fined not more than $1,000, or imprisoned not more than one 
year, or both: Provided, That if such default is due to a dispute 
between the insured bank and the Corporation over the amount of 
such assessment, this paragraph shall not apply, if such bank shall 
deposit security satisfactory to the Corporation for payment upon 
final determination of the issue, 

“(4) Unless, in addition to compliance with other provisions of 
law, it shall have the prior written consent of the Corporation, no 
insured bank shall enter into any consolidation or merger with any 
noninsured bank, or assume liability to pay any deposits made in any 
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noninsured bank, or transfer assets to any noninsured bank in con- 
sideration of the assumption of liability for any portion of the 
deposits made in such insured bank, and no insured State nonmem- 
ber bank (except a District bank) without such consent shall reduce 
the amount or retire any part of its common or preferred capital 
stock, or retire any part of its capital notes or debentures. 

“(5) No State nonmember insured bank (except a District bank) 
shall establish and operate any new branch after thirty days after 
the effective date unless it shall have the prior written consent of the 
Gonpereion, and no branch of any State nonmember insured bank 
shall be moved from one location to another after thirty days after 
the effective date without such consent. The factors to be consid- 
ered in granting or withholding the consent of the Corporation under 
this paragraph shall be those enumerated in subsection (g) of this 
section. 

“(6) The Corporation may require any insured bank to provide 
protection and indemnity against burglary, defalcation, and other 
similar insurable losses. Whenever any insured bank refuses to 
comply with any such requirement the Corporation may contract 
for such protection and indemnity and add the cost thereof to the 
assessment otherwise payable by such bank. 

“(7) Whenever any insured bank (except a national bank or a 
District bank), after written notice of the recommendations of the 
Corporation based on a report of examination of such bank by an 
examiner of the Corporation, shall fail to comply with such recom- 
mendations within one hundred and twenty days after such notice, 
the Corporation shall have the power, and is hereby authorized, to 
publish only such part of such report of examination as relates to 
any recommendation not complied with: Provided, That notice of 
intention to make such publication shall be given to the bank at 
le ast ninety days before such publication is made. 

“(8) The board of directors shall by regulation prohibit the pay- 
ment of interest on demand deposits in “insured nonmember banks and 
for such purpose it may define the term ‘ demand deposits’; but such 
exceptions from this prohibition shall be made as are now or may 
hereafter be prescribed with respect to deposits payable on demand 
in member banks by section 19 of this Act, as amended, or by regula- 
tion of the Board of Governors of the Federal Reserve System. The 
board of directors shall from time to time limit by regulation the 
rates of interest or dividends which may be paid by insured non- 
member banks on time and savings deposits, but such regulations 
shall be consistent with the contractual obligations of such ‘banks to 
their depositors. For the purpose of fixing such rates of interest or 
dividends, the board of directors shall by regulation prescribe 
different rates for such payment on time and savings deposits having 
different maturities, or subject to different conditions respecting with- 
drawal or repayment, or subject to different conditions by reason of 
different locations, or according to the varying discount rates of 
member banks in the several Federal Reserve districts. The board 
of directors shall by regulation define what constitutes time and 
savings deposits in an insured nonmember bank. Such regulations 
shall prohibit any insured nonmember bank from paying any time 
deposit before its maturity except upon such conditions and in 
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accordance with such rules and regulations as may be prescribed by 
the board of directors, and from waiving any requirement of notice 
before payment of any savings deposit except as to all savings 
deposits having the same requirement. For each violation of any 
provision of this paragraph or any lawful provision of such regula- 
tions relating to the payment of interest or dividends on deposits or 
to withdrawal of deposits, the offending bank shall be subject to a 
penalty or’ not more than $100, recoverable by the Corporation for 
its use. 

“(w) The provisions of sections 112, 113, 114, 115, 116, and 117 of 
the Criminal Code of the United States (U.S. C., title 18, ch. 5, sees. 
202 to 207, inclusive), insofar as applicable, are extended to apply to 
contracts or agreements with the Corporation under this section, 
which for the purposes hereof shall be held to include loans, advances, 
extensions, and renewals thereof, and acceptances, releases, and sub- 
stitutions of security therefor, purchases or sales of assets, and all 
contracts and agreements pertaining to the same. 

“(x) The Secret Service Division of the Treasury Department is 
authorized to detect, arrest, and deliver into the custody of the United 
States marshal having jurisdiction any person committing any of 
the offenses punishable under this section. 

“(y) (1) No State bank which during the calendar year 1941 or any 
succeeding calendar year shall have average deposits of $1,000,000 
or more shall be an insured bank or continue to have any part of its 
deposits insured after July 1 of the year following any such calendar 
year during which it shall have had such amount of average deposits, 
unless such bank shall be a member of the Federal Reserve System: 
Provided, That for the purposes of this paragraph the term ‘ State 
bank’ shall not include a savings bank, a mutual savings bank, a 
Morris Plan bank or other incorporated banking institution engaged 
only in a business similar to that transacted by Morris Plan banks, 
a State trust company doing no commercial banking business, or a 
bank located in Hawaii, Alaska, Puerto Rico, or the Virgin Islands. 

“(2) It is not the purpose of this section to discriminate, in any 
manner, against State nonmember, and in favor of, national or 
member banks; but the purpose is to provide all banks with the 
same opportunity to obtain and enjoy the benefits of this section. 
No bank shall be discriminated against because its capital stock is less 
than the amount required for eligibility for admission into the 
Federal Reserve System. 

“(z) The provisions of this section limiting the insurance of the 
deposits of any depositor to a maximum less than the full amount 
shall be independent and separable from each and all of the provisions 
of this section.” 


TITLE II—AMENDMENTS in THE FEDERAL RESERVE 
T 


Section 201. Paragraph “ Fifth” of section 4 of the Federal 
Reserve Act, as amended, is amended, effective March 1, 1936, to read 
as follows: 

“Fifth. To appoint by its board of directors a president, vice 
presidents, and such officers and employees as are not otherwise pro- 
vided for in this Act, to define their duties, require bonds for them 


2So in original. 
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and fix the penalty thereof, and to dismiss at pleasure such officers or 
employees. The president shall be the chief executive officer of the 
bank and shall be appointed by the board of directors, with the 
approval of the Board of Governors of the Federal Reserve System, 
for a term of five years; and all other executive officers and all 
employees of the beuk shall be directly responsible to him. The first 
vice president of the bank shall be appointed in the same manner and 
for the same term as the president, and shall, in the absence or dis- 
ability of the president or during a vacancy in the office of president, 
serve as chief executive officer of the bank. Whenever a vacancy 
shall occur in the office of the president or the first vice president, it 
shall be filled in the manner provided for original appointments; 
and the person so appointed shall hold office until the expiration of 
the term of his predecessor.” 

Sec. 202. Section 9 of the Federal Reserve Act, as amended, is 
amended by inserting after the tenth paragraph thereof the following 
new paragraph: 

“Tn order to facilitate the admission to membership in the Federal 
Reserve System of any State bank which is required under subsection 
(y) of section 12B of this Act to become a member of the Federal 
Reserve System in order to be an insured bank or continue to have 
any part of its deposits insured under such section 12B, the Board 
of Governors of the Federal Reserve System may waive in whole or 
in part the requirements of this section relating to the admission of 
such bank to membership: Provided, That, if such bank is admitted 
with a capital less than that required for the organization of a 
national bank in the same place and its capital and surplus are not, 
in the judgment of the Board of Governors of the Federal Reserve 
System, adequate in relation to its liabilities to depositors and other 
creditors, the said Board may, in its discretion, require such bank to 
increase its capital and surplus to such amount as the Board may 
deem necessary within such period prescribed by the Board as in its 
judgment shall be reasonable in view of all the circumstances: Pro- 
vided, however, That no such bank shall be required to increase its 
capital to an amount in excess of that required for the organization 
of a national bank in the same place.” 

Sec. 203. (a) Hereafter the Federal Reserve Board shall be known 
as the “ Board of Governors of the Federal Reserve System ”, and 
the governor and the vice governor of the Federal Reserve Board 
shall be known as the “ chairman” and the “ vice chairman”, respec- 
tively, of the Board of Governors of the Federal Reserve System. 

(b) The first two paragraphs of section 10 of the Federal Reserve 
Act, as amended, are amended to read as follows: 

“Sec. 10. The Beard of Governors of the Federal Reserve System 
(hereinafter referred to as the ‘ Board’) shall be composed of seven 
members, to be appointed by the President, by and with the advice 
and consent of the Senate, after the date of enactment of the Bank- 
ing Act of 1935, for terms of fourteen years except as hereinafter 
provided, but each appointive member of the Federal Reserve Board 
in office on such date shall continue to serve as a member of the Board 
until February 1, 1936, and the Secretary of the Treasury and the 
Comptroller of the Currency shall continue to serve as members of 
the Board until February 1, 1936. In selecting the members of the 
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Board, not more than one of whom shall be selected from any one 
Federal Reserve district, the President shall have due regard to a 
fair representation of the financial, agricultural, industrial, and com- 
mercial interests, and geographical divisions of the country. The 
members of the Board shall devote their entire time to the business of 
the Board and shall each receive an annual salary of $15,000, payable 
monthly, together with actual necessary traveling expenses. 

“'The members of the Board shall be ineligible during the time 
they are in office and for two years thereafter to hold any office, 
position, or employment in any member bank, except that this 
restriction shall not apply to a member who has served the full term 
for which he was appointed. Upon the expiration of the term of 
any appointive member of the Federal Reserve Board in office on the 
date of enactment of the Banking Act of 1935, the President shall 
fix the term of the successor to such member at not to exceed fourteen 
years, as designated by the President at the time of nomination, but 
in such manner as to provide for the expiration of the term of not 
more than one member in any two-year period, and thereafter each 
member shall hold office for a term of fourteen years from the expi- 
ration of the term of his predecessor, unless sooner removed for cause 
by the President. Of the persons thus appointed, one shall be desig- 
nated by the President as chairman and one as vice chairman of the 
Board, to serve as such for a term of four years. The chairman of 
the Board, subject to its supervision, shall be its active executive 
officer. Each member of the Board shall within fifteen days after 
notice of appointment make and subscribe to the oath of office. Upow 
the expiration of their terms of office, members of the Board shall 
continue to serve until their successors are appointed and have quali- 
fied. Any person appointed as a member of the Board after the 
date of enactment of the Banking Act of 1935 shall not be eligible 
for reappointment as such member after he shall have served a full 
term of fourteen years.” 

(c) The fourth paragraph of section 10 of the Federal Reserve 
Act, as amended, is amended by striking out the second, third, and 
fourth sentences thereof and inserting in lieu thereof the following: 
“At meetings of the Board the chairman shall preside, and, in his 
absence, the vice chairman shall preside. In the absence of the chair- 
man and the vice chairman, the Board shall elect a member to act as 
chairman pro tempore.” 

(d) Section 10 of the Federal Reserve Act, as amended, is further 
amended by adding at the end thereof the following new paragraph : 

“The Board of Governors of the Federal Reserve System shall 
keep a complete record of the action taken by the Board and by the 
Federal Open Market Committee upon all questions of policy relat- 
ing to open-market operations and shall record therein the votes 
tide in connection with the determination of open-market policies 
and the reasons underlying the action of the Board and the Com- 
mittee in each instance. The Board shall keep a similar record with 
respect to all questions of policy determined by the Board, and shall 
include in its annual report to the Congress a full account of the 
action so taken during the preceding year with respect to open- 
market policies and operations and with respect to the policies deter- 
mined by it and shall include in such report a copy of the records 
required to be kept under the provisions of this paragraph.” 
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Sec. 204. Section 10 (b) of the Federal Reserve Act, as amended, 
is amended to read as follows: 

“Src. 10 (b). Any Federal Reserve bank, under rules and regula- 
tions prescribed by the Board of Governors of the Federal Reserve 
System, may make advances to any member bank on its time or 
demand notes having maturities of not more than four months and 
which are secured to the satisfaction of such Federal Reserve bank. 
Each such note shall bear interest at a rate not less than one-half of 
1 per centum per annum higher than the highest discount rate in 
effect at such Federal Reserve bank on the date of such note.” 

Sec. 205. Section 12A of the Federal Reserve Act, as amended, is 
amended, effective March 1, 1936, to read as follows: 

“Sec. 12A. (a) There is hereby created a Federal Open Market 
Committee (hereinafter referred to as the ‘Committee’), which 
shall consist of the members of the Board of Governors of the Fed- 
eral Reserve System and five representatives of the Federal-Reserve 
banks to be selected as hereinafter provided. Such representatives 
of the Federal Reserve banks shall be elected annually as follows: 
One by the boards of directors of the Federal Reserve Banks of 
Boston and New York, one by the boards of directors of the Federal 
Reserve Banks of Philadelphia and Cleveland, one by the boards 
of directors of the Federal Reserve Banks of Chicago and Saint 
Louis, one by the boards of directors of the Federal Reserve Banks 
of Richmond, Atlanta, and Dallas, and one by the boards of direc- 
tors of the Federal Reserve Banks of Minneapolis, Kansas City, 
and San Francisco. An alternate to serve in the absence of each 
such representative shall be elected annually in the same manner. 
The meetings of said Committee shall be held at Washington, Dis- 
trict of Columbia, at least four times each year upon the call of 
the chairman of the Board of Governors of the Federal Reserve 
System or at the request of any three members of the Committee. 

“(b) No Federal Reserve bank shall engage or decline to engage 
in open-market operations under section 14 of this Act except in 
accordance with the direction of and regulations adopted by the 
Committee. The Committee shall consider, adopt, and transmit to 
the several Federal Reserve banks, regulations relating to the open- 
market transactions of such banks. 

“(c) The time, character, and volume of all purchases and sales 
of paper described in section 14 of this Act as eligible for open- 
market operations shall be governed with a view to accommodating 
commerce and business and with regard to their bearing upon the 
general credit situation of the country.” 

Sec. 206. (a) Subsection (b) of section 14 of the Federal Reserve 
Act, as amended, is amended by inserting before the semicolon at 
the end thereof a colon and the following: Provided, That any 
bonds, notes, or other cbligations which are direct obligations of 
the United States or which are fully guaranteed by the United 
States as to principal and interest may be bought and sold without 
regard to maturities but only in the open market ”. 

(b) Subsection (d) of section 14 of the Federal Reserve Act, as 
amended, is amended by adding at the end thereof the following: 
“but each such bank shall establish such rates every fourteen days, 
or oftener if deemed necessary by the Board; ”. 
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Src. 207. The sixth paragraph of section 19 of the Federal Reserve 
Act, as amended, is amended to read as follows: 

“ Notwithstanding the other provisions of this section, the Board 
of Governors of the Federal Reserve System, upon the affirmative 
vote of not less than four of its members, in order to prevent 
injurious credit expansion or contraction, may by regulation change 
the requirements as to reserves to be maintained against demand 
or time deposits or both by member banks in reserve and central 
reserve cities or by member banks not in reserve or central reserve 
cities or by all member banks; but the amount of the reserves 
required to be maintained by any such member bank as a result 
of any such change shall not G less than the amount of the reserves 
required by law to be maintained by such bank on the date of 
enactment of the Banking Act of 1935 nor more than twice such 
amoynt.” 

Sec. 208. The first paragraph of section 24 of the Federal Reserve 
Act, as amended, is amended to read as follows: 

“Sec. 24. Any national banking association may make real-estate 
loans secured by first liens upon improved real estate, including 
improved farm land and improved business and residential proper- 
ties. A loan secured by real estate within the meaning of this section 
shall be in the form of an obligation or obligations secured by mort- 
gage, trust deed, or other such instrument upon real estate, and any 
national banking association may purchase any obligation so secured 
when the entire amount of such obligation is sold to the association. 
The amount of any such loan hereafter made shall not exceed 50 per 
centum of the appraised value of the real estate offered as security 
and no such loan shall be made for a longer term than five years; 
except that (1) any such loan may be made in an amount not to 
exceed 60 per centum of the appraised value of the real estate offered 
as security and for a term not longer than ten years if the loan is 
secured by an amortized mortgage, deed of trust, or other such instru- 
ment under the terms of which the installment payments are sufficient 
to amortize 40 per centum or more of the principal of the loan within 
a period of not more than ten years, anh (2) the foregoing limita- 
tions and restrictions shall not prevent the renewal or extension of 
loans heretofore made and shall not apply to real-estate loans which 
are insured under the provisions of Title II of the National Housing 
Act. No such association shall make such loans in an aggregate sum 
in excess of the amount of the capital stock of such association paid 
in and unimpaired plus the amount of its unimpaired surplus fund, 
or in excess of 60 per centum of the amounit of its time and savings 
deposits, whichever is the greater. Any such association may con- 
tinue hereafter as heretofore to receive time and savings deposits and 
to pay interest on the same, but the rate of interest which such associ- 
ation may pay upon such time deposits or upon savings or other 
deposits shall not exceed the maximum rate authorized by law to be 
paid upon such deposits by State banks or trust companies organized 
under the laws of the State in which such association is located.” 

Sec. 209. Section 325 of the Revised Statutes is amended to read as 
follows: 

“ Sec. 325. The Comptroller of the Currency shall be appointed by 
the President, by and with the advice and consent of the Senate, and 
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shall hold his office for a term of five years unless sooner removed by 
the President, upon reasons to be communicated by him to the Sen- 
ate; and he shall receive a salary at the rate of $15,000 a year.” 


TITLE ITI—TECHNICAL AMENDMENTS TO THE 
BANKING LAWS 


Section 301. Subsection (c) of section 2 of the Banking Act of 
1933, as amended, is amended by adding at the end thereof the 
following paragraph: 

“ Notwithstanding the foregoing, the term ‘holding company 
affiliate ’ shall not include (except for the purposes of section 23A of 
the Federal Reserve Act, as amended) any corporation all of the 
stock of which is owned by the United States, or any organization 
which is determined by the Board of Governors of the Federal 
Reserve System not to be engaged, directly or indirectly, as a business 
in holding the stock of, or managing or controlling, , banks, banking 
associations, savings banks, or trust companies.” 

Sec. 302. The first paragraph of section 20 of the Banking Act of 
1933, as amended, is amended by inserting before the period at the 
end thereof a colon and the following: “Provided, That nothing in 
this paragraph shall apply to any such organization which shall have 
been placed in formal liquidation and which shall transact no busi- 
ness except such as may be incidental to the liquidation of its affairs ” 

Sec. 303. (a) Paragraph (1) of subsection (a) of section 21 of the 
Banking Act of 1933, as amended, is amended by inserting before 
the semicolon at the end thereof a colon and the following: “ Pro- 
vided, That the provisions of this paragraph shall not prohibit 
national banks or State banks or trust companies (whether or not 
members of the Federal Reserve System) or other financial institu- 
tions or private bankers from dealing in, underwriting, purchasing, 
and selling investment securities to the extent permitted to national 
banking associations by the provisions of section 5136 of the Revised 
Statutes, as amended (U.S. C., title 12, sec. 24; Supp. VII, title 12, 
sec. 24): Provided further, That nothing in this paragraph shall 
be construed as affecting in any way such right as any bank, banking 
association, savings bank, trust company, or other banking institu- 
tion, may otherwise possess to sell, without recourse or agreement to 
repurchase, obligations evidencing loans on real estate ” 

(b) Paragraph (2) of subsection (a) of such section 21 is amended 
to read as follows: 

“(2) For any person, firm, corporation, association, business trust, 
or other similar organization to engage, to any extent whatever with 
others than his or its officers, agents or employ ees, in the business of 
receiving deposits subject to check or to repayment upon presenta- 
tion of a pass book, certificate of deposit, or other evidence of debt, or 
upon request of the depositor, unless such person, firm, corporation, 
association, business trust, or other similar organization (A) shall 
be incorporated under, and authorized to engage in such business by, 
the laws of the United States or of any State, Territory, or District, 
or (B) shall be permitted by any State, Territory, or District to 
engage in such business and ‘shall be subjected by the law of such 
State, Territory, or District to examination and regulation, or (C) 
shall submit to periodic examination by the banking : authority of the 
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State, Territory, or District where such business is carried on and 
shall make and publish periodic reports of its condition, exhibiting 
in detail its resources and liabilities, such examination and reports 
to be made and published at the same times and in the same manner 
and under the same conditions as required by the law of such State, 
Territory, or District in the case of incorporated banking institu- 
tions engaged in such business in the same locality.” 

Sec. 304. Section 22 of the Banking Act of 1933, as amended, is 
amended by adding at the end thereof the following sentences: 
“ Such additional liability shall cease on July 1, 1937, with respect to 
all shares issued by any association which shall be transacting the 
business of banking on July 1, 1937: Provided, That not less than 
six months prior to such date, such association shall have caused 
notice of oa prospective termination of liability to be published in 
a newspaper published in the city, town, or county in which such 
association is located, and if no newspaper is published in such city, 
town, or county, then in a newspaper of general circulation therein. 
If the association fail to give such notice as and when above pro- 
vided, a termination of such additional liability may thereafter be 
accomplished as of the date six month * subsequent to publication, in 
the manner above provided.” 

Sec. 305. Paragraph (c) of section 5155 of the Revised Statutes, 
as amended (U. S. é. Supp. VII, title 12, sec. 36), is amended (1) 
by inserting after the first sentence thereof the following new sen- 
tence: “In any State in which State banks are permitted by statute 
law to maintain branches within county or greater limits, if no bank 
is located and doing business in the place shoes the proposed agenc 
is to be located, any national banking association situated in suc 
State may, with the approval of the Comptroller of the Currency, 
establish and operate, without regard to the capital requirements of 
this section, a seasonal agency in any resort community within the 
limits of the county in which the main office of such association is 
located, for the purpose of receiving and paying out deposits, issumg 
and cashing checks and drafts, and doing business incident thereto: 
Provided, That any permit issued under this sentence shall be 
revoked upon the opening of a State or national bank in such com- 
munity.”; and (2) by striking out the first word in the last sentence 
of such paragraph (c) and inserting in lieu thereof the following: 
“ Except as provided in the immediately preceding sentence, no ”. 

Sec. 306. Section 4 of the Act entitled “An Act to amend section 
12B of the Federal Reserve Act so as to extend for one year the 
temporary plan for deposit insurance, and for other purposes”, 
approved June 16, 1934 (48 Stat. 969), is amended to read as follows: 

“Sec. 4. So much of section 31 of the Banking Act of 1933, as 
amended, as relates to stock ownership by directors, trustees, or 
members of similar governing bodies of any national banking asso- 
ciation, or of any State bank or trust company which is a member of 
the Federal Reserve System, is hereby repealed.” 

Src. 307. Effective January 1, 1936, section 32 of the Banking Act 
of 1933, as amended, is amended to read as follows: 

“Sec. 32. No officer, director, or employee of any corporation or 
unincorporated association, no partner or employee of any partner- 
ship, and no individual], primarily engaged in the issue, flotation, 
underwriting, public sale, or distribution, at wholesale or retail, or 
~ 280 in original, 
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through syndicate participation, of stocks, bonds, or other similar 
securities, shall serve the same time as an officer, director, or employee 
of a member bank except in limited classes of cases in which the 
Board of Governors of the Federal Reserve System may allow such 
service by general regulations when in the judgment of the said 
Board it would not unduly influence the investment policies of such 
member bank or the advice it gives its customers regarding 
investments.” 

Sec. 308. (a) The second sentence of paragraph Seventh of section 
5136 of the Revised Statutes, as amended (U.S. C., Supp. VIL, title 
12, sec. 24), is amended to read as follows: “ The business of dealing 
in securities and stock by the association shall be limited to purchas- 
ing and selling such securities and stock without recourse, solely upon 
the order, and for the account of, customers, and in no case for its 
own account, and the association shall not underwrite any issue of 
securities or stock: Provided, That the association may purchase for 
its own account investment securities under such limitations and 
restrictions as the Comptroller of the Currency may by regulation 
prescribe. In no event shall the total amount of the investment 
securities of any one obligor or maker, held by the association for its 
own account, exceed at any time 10 per centum of its capital stock 
actually paid in and unimpaired and 10 per centum of its unimpaired 
surplus find, except that this limitation shall not require any asso- 
ciation to dispose of any securities lawfully held by it on the date of 
enactment of the Banking Act of 1935.” 

(b) The fourth sentence of such paragraph Seventh is amended to 
read as follows: “ Except as hereinafter provided or otherwise per- 
mitted by law, nothing herein contained shall authorize the purchase 
by the association for its own account of any shares of stock of any 
corporation.” 

(c) The last sentence of such paragraph Seventh is amended by 
inserting before the colon after the words “Home Owners’ Loan 
Corporation ” a comma and the following: “ or obligations which are 
insured by the Federal Housing Administrator pursuant to section 
207 of the National Housing Act, if the debentures to be issued in 
payment of such insured obligations are guaranteed as to principal 
and interest by the United States ”. 

Sec. 809. Section 5138 of the Revised Statutes, as amended, 
(U. S. C., Supp. VII, title 12, sec. 51), is amended by adding the 
following sentences at the end thereof: “ No such association shall 
hereafter be authorized to commence the business of banking until it 
shall have a paid-in surplus equal to 20 per centum of its capital: 
Provided, That the Comptroller of the Currency may waive this 
requirement as to a State bank converting into a national banking 
association, but each such State bank which is converted into a 
national banking association shall, before the declaration of a divi- 
dend on its shares of common stock, carry not less than one-half part 
of its net profits of the preceding half year to its surplus fund until 
it shall have a surplus equal to 20 per centum of its capital: Provided 
That for the purposes of this section any amounts paid into a fun 
for the retirement of any preferred stock of any such converted State 
bank out of its net earnings for such half-year period shall be deemed 
to be an addition to its surplus fund if, upon the retirement of such 
preferred stock, the amount so paid into such retirement fund for 
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such period may then properly be carried to surplus. In any such 
case the converted State bank shall be obligated to transfer to surplus 
the amount so paid into such retirement fund for such period on 
account of the preferred stock as such stock is retired.” 

Sec. 310. (a) The last paragraph of section 5139 of the Revised 
Statutes, as amended (U. S. C., Supp. VII, title 12, sec. 52), is 
amended to read as follows: 

“After the date of the enactment of the Banking Act of 1935, no 
certificate evidencing the stock of any such association shall bear any 
statement purporting to represent the stock of any other corporation, 
except a member bank or a corporation engaged on June 16, 1934 in 
holding the bank premises of such association, nor shall the owner- 
ship, sale, or transfer of any certificate representing the stock of any 
mh association be conditioned in any manner whatsoever upon the 
ownership, sale, or transfer of a certificate representing the stock of 
any other corporation, except a member bank or a corporation 
engaged on June 16, 1934 in holding the bank premises of such asso- 
ciation: Provided, That this section shall not operate to prevent the 
ownership, sale, or transfer of stock of any other corporation being 
conditioned upon the ownership, sale, or transfer of a certificate 
representing stock of a national banking association.” 

(b) The nineteenth paragraph of section 9 of the Federal Reserve 
Act, as amended, is amended to read as follows: 

“After the date of the enactment of the Banking Act of 1935, no 
certificate evidencing the stock of any State member bank shall bear 
any statement purporting to represent the stock of any other cor- 
poration, — a member bank or a corporation engaged on June 
16,-1934 in holding the bank premises of such member bank, nor shall 
the ownership, sale, or transfer of any certificate representing the 
stock of any State member bank be conditioned in any manner what- 
soever upon the ownership, sale, or transfer of a certificate represent- 
ing the stock of any other corporation, except a member bank or a 
corporation engaged on June 16, 1934 in holding the bank premises 
of such member bank: Provided, That this section shall not operate 
to prevent the ownership, sale, or transfer of stock of any other cor- 
poration being conditioned upon the ownership, sale, or transfer of a 
certificate representing stock of a State member bank.” 

Sec. 311. (a) The first paragraph of section 5144 of the Revised 
Statutes, as amended (U. S. C., Supp. VII, title 12, sec. 61), is 
amended to read as follows: 

“ Sec. 5144. In all elections of directors, each shareholder shall 
have the right to vote the number of shares owned by him for as 
many persons as there are directors to be elected, or to cumulate such 
shares and give one candidate as many votes as the number of direc- 
tors multiplied by the number of his shares shall equal, or to dis- 
tribute them on the same principle among as many candidates as he 
shall think fit; and in deciding all other questions at meetings of 
shareholders, each shareholder shall be entitled to one vote on each 
share of stock held by him; except that (1) this shall not be con- 
strued as limiting the voting rights of holders of preferred stock 
under the terms and provisions of articles of association, or amend- 
ments thereto, adopted pursuant to the provisions of section 802 (a) 
of the Emergency Banking and Bank Conservation Act, approved 
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March 9, 1933, as amended, (2) in the election of directors, shares of 
its own stock held by a national bank as sole trustee, whether regis- 
tered in its own name as such trustee or in the name of its nominee, 
shall not be voted by the registered owner unless under the terms 
of the trust the manner in which such shares shall be voted may be 
determined by a donor or beneficiary of the trust and unless such 
donor or beneficiary actually directs hie such shares shall be voted, 
(3) shares of its own stock held by a national bank and one or more 
persons as trustees may be voted by such other person or persons, as 
trustees, in the same manner as if he or they were the sole trustee, 
aud (4) shares controlled by any holding company affiliate of a 
national bank shall not be voted unless such holding company affili- 
ate shall have first obtained a voting permit as hereinafter provided, 
which permit is in force at the time such shares are voted, but such 
holding company affiliate may, without obtaining such permit, vote 
in favor of placing the association in voluntary liquidation or taking 
any other action pertaining to the voluntary liquidation of such 
association. Shareholders may vote by proxies duly authorized in 
writing; but no officer, clerk, teller, or bookkeeper of such bank shall 
act as proxy; and no shareholder whose liability is past due and 
unpaid shall be allowed to vote. Whenever shares of stock cannot 
be voted by reason of being held by the bank as sole trustee, such 
shares shall be excluded in determining whether matters voted upon 
by the shareholders were adopted by the requisite percentage of 
shares.” 

(b) The first sentence of the third paragraph of such section 5144 
is amended to read: “Any such holding company affiliate may make 
application to the Board of Governors of the Federal Reserve Sys- 
tem for a voting permit entitling it to vote the stock controlled by it 
at any or all meetings of shareholders of such bank or authorizing 
the trustee or trustees holding the stock for its benefit or for the 
benefit of its shareholders so to vote the same.” 

(c) Section 5144 of the Revised Statutes, as amended, is further 
amended by adding at the end of subsection (c) thereof the follow- 
ing: “and the provisions of this subsection, instead of subsection (b), 
shall apply to all holding company affiliates with respect to any 
shares of bank stock owned or controlled by them as to which there 
is no statutory liability imposed upon the holders of such bank 
stock; ”, 

Sec. 312. Section 5154 of the Revised Statutes, as amended (U. S. 
C., title 12, sec. 35), is amended by adding at the end thereof the 
following paragraph: 

“The Comptroller of the Currency may, in his discretion and 
subject to such conditions as he may prescribe, permit such convert- 
ing bank to retain and carry at a value determined by the Comp- 
troller such of the assets of such converting bank as do not conform 
to the legal requirements relative to assets acquired and held by 
national banking associations.” 

Sec. 313. Section 5162 of the Revised Statutes (U. S. C., title 12, 
sec. 170) is amended by adding at the end thereof the following 
paragraph: 

“The Comptroller of the Currency may designate one or more 
persons to countersign in his name and on his behalf such assign- 
ments or transfers of bonds as require his countersignature.” 
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Sec. 314. Section 5197 of the Revised Statutes, as amended (U. S. 
C., Supp. VII, title 12, sec. 85), is amended by inserting after the 
second sentence thereof the following new sentence: “ The maximum 
amount of interest or discount to be charged at a branch of an associ- 
ation located outside of the States of the United States and the Dis- 
trict of Columbia shall be at the rate allowed by the laws of the 
country, territory, dependency, province, dominion, insular posses- 
sion, or other political subdivision where the branch is located.” 

Sec. 315. Section 5199 of the Revised Statutes (U. S. C., title 12, 
sec. 60), is amended to read as follows: 

“Src. 5199. The directors of any association may, semiannually, 
declare a dividend of so much of the net profits of the association as 
they shall judge expedient; but each association shall, before the dec- 
laration of a dividend on its shares of common stock, carrying not 
less than one-tenth part of its net profits of the preceding half year 
to its surplus fund until the same shall equal the amount of its com- 
mon capital: Provided, That for the purposes of this section, an 
amounts paid into a fund for the retirement of any preferred stoc 
of any such association out of its net earnings for such half-year 
period shall be deemed to be an addition to its surplus fund if, upon 
the retirement of such preferred stock, the amount so paid into such 
retirement fund for such period may then properly be carried to sur- 
plus. In any such case the association shall be obligated to transfer 
to surplus the amounts so paid into such retirement fund for such 
period on account of the preferred stock as such stock is retired.” 

Sec. 316. Section 5209 of the Revised Statutes (U.S. C., title 12, 
sec. 592), is hereby amended by inserting after the words “ known as 
the Federal Reserve Act”, the words “or of any national banking 
association, or of any insured bank as defined in subsection (c) of 
section 12B of the Federal Reserve Act”; and by inserting after the 
words “such Federal Reserve bank or member bank ”, wherever they 
appear in such section, the words “ or such national banking associa- 
tion or insured bank”; and by inserting after the words “or the 
Comptroller of the Currency”, the words “or the Federal Deposit 
Insurance Corporation,”. 

Sec. 317. Section 5220 of the Revised Statutes (U. S. C., title 12, 
sec. 181), is amended by adding at the end thereof the following 
paragraph: 

“The shareholders shall designate one or more persons to act as 
liquidating agent or committee, who shall conduct the liquidation in 
accordance with law and under the supervision of the board of direc- 
tors, who shall require a suitable bond to be given by said agent or 
committee. The liquidating agent or committee shall render annual 
reports to the Comptroller of the Currency on the 31st day of Decem- 
ber of each year showing the progress of said liquidation until the 
same is completed. The liquidating agent or committee shall also 
make an annual report to a meeting of the shareholders to be held on 
the date fixed in the articles of association for the annual meeting, 
at which meeting the shareholders may, if they see fit, by a vote rep- 
resenting a majority of the entire stock of the bank, remove the 
liquidating agent or committee and oo. one or more others in 
place thereof. A special meeting of the shareholders may be called 
at any time in the same manner as if the bank continued an active 
bank and at said meeting the shareholders may, by vote of the 
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majority of the stock, remove the liquidating agent or committee, 
The Comptroller of the Currency is authorized to have an examina- 
tion made at any time into the affairs of the liquidating bank until 
the claims of all creditors have been satisfied, and the expense of 
making such examinations shall be assessed against such bank in the 
same manner as in the case of examinations made pursuant to section 
5240 of the Revised Statutes, as amended (U. S. C., title 12, secs. 484, 
485; Supp. VII, title 12, secs. 481-483).” 

Sec. 318. Section 5243 of the Revised Statutes (U. S. C., title 12, 
sec. 583) is amended by striking out the semicolon therein and all 
that precedes it and substituting the following: 

“ Seo. 5243. The use of the word ‘ sotieeal the word ‘ Federal’ 
or the words ‘ United States’, separately, in any combination thereof, 
or in combination with other words or syllables, as part of the name 
or title used by any person, corporation, firm, partnership, business 
trust, association or other business entity, doing the business of 
bankers, brokers, or trust or savings institutions is prohibited except 
where such institution is organized under the laws of the United 
States, or is otherwise permitted by the laws of the Utiited States to 
use such name or title, or is lawfully using such name or title on the 
date when this section, as amended, takes effect; ”. 

Seo. 319. (a) Section 5 of the Federal Reserve Act, as amended 
is amended by striking out the last three sentences thereof and 
inserting in leu thereof the following: “When a member bank 
reduces its capital stock or surplus it shall surrender a proportionate 
amount of its holdings in the capital stock of said Federal Reserve 
bank. Any member bank which holds capital stock of a Federal 
Reserve bank in excess of the amount required on the basis of 6 per 
centum of its paid-up capital stock and surplus shall surrender such 
excess stock. When a member bank voluntarily liquidates it shall 
surrender all of its holdings of the capital stock of said Federal 
Reserve bank and be released from its stock subscription not pre- 
viously called. In any such case the shares surrendered shall 
canceled and the member bank shall receive in payment therefor, 
under regulations to be prescribed by the Board of anon of the 
Federal Reserve System, a sum equal to its cash-paid subscriptions 
on the shares surrendered and one-half of 1 per centum a month 
from the period of the last dividend, not to exceed the book value 
thereof, less any liability of such member bank to the Federal Reserve 
bank.” 

(b) Section 6 of the Federal Reserve Act, as amended, is amended 
by striking out the last paragraph thereof. 

Sec. 820. The fifth paragraph of section 9 of the Federal Reserve 
Act, as amended, is amended by adding at the end thereof the fol- 
lowing sentence: “ Such reports of ssudhiion shall be in such form 
and shall contain such information as the Board of Governors of 
the Federal Reserve System may require and shall be published b 
the reporting banks in such manner and in accordance with suc 
regulations as the said Board may prescribe.” 

Sec. 321. (a) The first sentence of paragraph (m) of section 11 
of the Federal Reserve Act, as amended, is amended by inserting 
before the period at. the end thereof a colon and the following: 
“ Provided, That with respect to loans represented by obligations in 
the form of notes secured by not less than a like amount of bonds 
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or notes of the United States issued since April 24, 1917, certificates 
of indebtedness of the United States, Treasury bills of the United 
States, or obligations fully guaranteed both as to principal and 
interest by the United States, such limitation of 10 per centum on 
loans to any person shall not apply, but State member banks shall 
be subject to the same limitations and conditions as are applicable 
in the case of national banks under paragraph (8) of section 5200 
of the Revised Statutes, as amended (U. 3. é. Supp. VII, title 12, 
sec. 84)”. 

(b) Paragraph (8) of section 5200 of the Revised Statutes, as 
amended (U.S. C., Supp. VII, title 12, sec. 84), is amended by insert- 
ing after the comma following the words “ certificates of indebtedness 
of the United States”, the words “Treasury bills of the United 
States, or obligations fully guaranteed both as to principal and 
interest by the United States ”. 

Sec. 822. The third paragraph of section 13 of the Federal Reserve 
Act, as amended, is amended by changing the words “ indorsed and 
otherwise secured to the satisfaction of the Federal Reserve bank ” 
in that paragraph to read “indorsed or otherwise secured to the 
satisfaction of the Federal Reserve bank ”. 

Src. 323. Subsection (e) of section 13b of the Federal Reserve 
Act, as amended, is amended by striking out “upon the date this 
section takes effect”, and inserting in heu thereof “on and after 
June 19, 1934”; and by striking out “the par value of the holdings 
of each Federal Reserve bank of Federal Deposit Insurance Corpo- 
ration stock”, and inserting in lieu thereof “the amount paid by 
each Federal Reserve bank for stock of the Federal Deposit 
Insurance Corporation ”. 

Sro. 324. (a) The first paragraph of section 19 of the Federal 
Reserve Act, as amended, is amended to read as follows: 

“Src. 19. The Board of Governors of the Federal Reserve Sys- 
tem is authorized, for the purposes of this section, to define the 
terms ‘demand deposits’, ‘gross demand deposits’, ‘deposits pay- 
able on demand’, ‘time deposits’, ‘savings deposits’, and ‘trust 
funds’, to determine what shall be deemed to be a payment of 
interest, and to prescribe such rules and regulations as it may deem 
necessary to effectuate the purposes of this section and prevent 
evasions thereof: Provided, That, within the meaning of the provi- 
sions of this section regarding the reserves required of member 
banks, the term ‘time deposits’ shall include ‘ savings deposits ’.” 

(b) The tenth paragraph of such section 19 is amended to read 
as follows: 

“In estimating the reserve balances required by this Act, member 
banks may deduct from the amount of their gross demand deposits 
the amounts of balances due from other banks (except Federal 
Reserve banks and foreign banks) and cash items in process of 
collection payable immediately upon presentation in the United 
States, within the meaning of these terms as defined by the Board 
of Governors of the Federal Reserve System.” 

(c) The last two paragraphs of such section 19 are amended to 
read as follows: 

“No member bank shall, directly or indirectly, by any device 
whatsoever, pay any interest on any deposit which is payable on 
demand: Provided, That nothing herein contained shall be con- 
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strued as prohibiting the payment of interest in accordance with 
the terms of any certificate of deposit or other contract entered into 
in good faith which is in force on the date on which the bank 
becomes subject to the provisions of this paragraph; but no such 
certificate of deposit or other contract shall be renewed or extended 
unless it shall be modified to conform to this paragraph, and every 
member bank shall take such action as may be necessary to con- 
form to this paragraph as soon as possible consistently with its 
contractual obligations: Provided further, That this paragraph shall 
not apply to any deposit of such bank which is payable only at an 
office thereof located outside of the States of the United States and 
the District of Columbia: Provided further, That until the expira- 
tion of two years after the date of enactment of the Banking Act 
of 1935 this paragraph shall not apply (1) to any deposit made 
by a savings bank as defined in section 12B of this Act, as amended, 
or by a mutual savings bank, or (2) to any deposit of public funds 
made by or on behalf of any State, county, school district, or other 
subdivision or municipality, or to any deposit of trust funds if the 
payment of interest with respect to such deposit of public funds or 
of trust funds is required by State law. So much of existing law 
as requires the payment of interest with respect to any funds Ropes 
ited by the United States, by any Territory, District, or possession 
thereof (including the Philippine Islands), or by any publi instru- 
mentality, agency, or officer of the foregoing, as is inconsistent with 
the provisions of this section as amended, is hereby repealed. 

“The Board of Governors of the Federal Reserve System shall 
from time to time limit by regulation the rate of interest which 
may be paid by member banks on time and savings deposits, and 
shall prescribe different rates for such payment on time and savings 
deposits having different maturities, or subject to different end 
tions respecting withdrawal or repayment, or subject to different 
conditions by reason of different locations, or according to the vary- 
ing discount rates of member banks in the several Federal Reserve 
districts. No member bank shall pay any time deposit before its 
maturity except upon such conditions and in accordance with such 
rules and regulations as may be prescribed by the said Board, or 
waive any requirement of notice before payment of any savings 
deposit except as to all savings deposits having the same require- 
ment: Provided, That the provisions of this paragraph shall not 
apply to any deposit which is payable only at an office of a mem- 
ber bank located outside of the States of the United States and 
the District of Columbia.” 

(d) Such section 19 is amended by adding at the end thereof the 
following new paragraph: 

“ Notwithstanding the provisions of the First Liberty Bond Act, as 
amended, the Second Liberty Bond Act, as amended, and the Third 
Liberty Bond Act, as amended, member banks shall be required to 
maintain the same reserves against deposits of public moneys by the 
United States as they are required by this section to maintain against 
other deposits.” 

Src. 325. Section 21 of the Federal Reserve Act, as amended, is 
amended by adding at the end thereof the following paragraph : 

“Whenever member banks are required to obtain reports from 
affiliates, or whenever affiliates of member banks are required to sub- 
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mit to examination, the Board of Governors of tlte Federal Reserve 
System or the Comptroller of the Currency, as the case may be, may 
waive such requirements with respect to any such report or examina- 
tion of any affiliate if in the judgment of the said Board or 
Comptroller, respectively, such report or examination is not necessary 
to disclose fully the relations between such affiliate and such bank 
and the effect thereof upon the affairs of such bank.” 

Sec. 326. (a) Subsection (a) of section 22 of the Federal Reserve 
Act, as amended, is amended by inserting in the first paragraph 
thereof after “No member bank” the following : “and no insured 
bank as defined in subsection (c) of section 12B of this Act ”: by 
inserting before the period at the end of the first sentence of such 
paragraph “ or assistant examiner, who examines or has authority to 
examine such bank”; and by inserting after “any member bank ” 
in the second paragraph thereof “or insured bank”; by inserting 
before the period at the end thereof “or Federal Deposit Insurance 
Corporation examiner ”; and by adding at the end of such subsection 
a new paragraph, as follows: 

“The provisions of this subsection shall apply to all public exami- 
ners and assistant examiners who examine member banks of the 
Federal Reserve System or insured banks, whether appointed by the 
Comptroller of the Currency, by the Board of Governors of the 
Federal Reserve System, by a Federal Reserve agent, by a Federal 
Reserve bank, or by the Federal Deposit Insurance Corporation, or 
appointed or elected under the laws of any State; but shall not apply 
to private examiners or assistant examiners employed only by a 
clearing-house association or by the direc tors of a bank.” 

(b) Subsection (b) of such section 22 is amended by inserting 
therein after “no national bank examiner ” the following: “and no 
Federal Deposit Insurance Corporation examiner ’ >; and by inserting 
after “member bank” the following: “or insured bank”; and by 
inserting after “from the C omptroller of the Currency,” the follow. 
ing: “as to a national bank, the Board of Governors of the Federal 
Reserve System as to a State member bank, or the F ederal Deposit 
Insurance Corporation as to any other insured bank,” 

(c) Subsection (g) of such section 22 is amended to read as 
follows: 

“(o) No executive officer of any member bank shall borrow from 
or ot herwisk become indebted to any member bank of which he is an 
executive officer, and no member bank shall make any loan or extend 
credit in any other manner to any of its own executive officers: Pro- 
vided, That loans made to any such officer prior to June 16, 1933, may 
be renewed or extended for periods expiring not more than five years 
from such date where the board of directors of the member Lavk 
shall have satisfied themselves that such extension or renewal is in 
the best interest of the bank and that the officer indebted has made 
reasonable effort to reduce his obligation, these findings to be evi- 
denced by resolution of the board of directors spread upon the 
minute book of the bank: Provided further, That with the prior 
approval of a majority of the entire board of directors, any member 
bank may extend credit to any executive officer thereof, and such 
officer may become indebted thereto, in an amount not. exceeding 
$2.500. If any executive officer of any member bank borrow from or 
if he be or become indebted to any bank other than a member bank 
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of which he is an executive officer, he shall make a written report to 
the board of directors of the member bank of which he is an executive 
officer, stating the date and amount of such loan or indebtedness, the 
security therefor, and the purpose for which the proceeds have been 
or are to be used. Borrowing by, or loaning to, a partnership in 
which one or more executive officers of a member bank are partners 
having either individually or together a majority interest in said 
partnership, shall be considered within the prohibition of this sub- 
section. Nothing contained in this subsection shall prohibit any 
executive officer of a member bank from endorsing or guaranteeing 
for the protection of such bank any loan or other asset which shall 
have been previously acquired by such bank in good faith or from 
incurring any indebtedness to such bank for the purpose of protect- 
ing such bank against loss or giving financial assistance to it. The 
Board of Governors of the Federal Reserve System is authorized to 
define the term ‘ executive officer ’, to determine what shall be deemed 
to be a borrowing, indebtedness, loan, or extension of credit, for the 
purposes of this subsection, and to prescribe such rules and regula- 
tions as it may deem necessary to effectuate the provisions of this sub- 
section in accordance with its purposes and to prevent evasions of 
such provisions. Any executive officer of a member bank accepting 
a loan or extension of credit which is in violation of the provisions 
of this subsection shall be subject to removal from office in the man- 
ner prescribed in section 30 of the Banking Act of 1933: Provided, 
That for each day that a loan or extension of credit made in violation 
of this subsection exists, it shall be deemed to be a continuation of 
such violation within the meaning of said section 30.” 

Sec. 327. The third paragraph of section 23A of the Federal 
Reserve Act, as amended, is amended to read as follows: 

“For the purpose of this section, the term ‘ affiliate’ shall include 
holding-company aflliates as well as other affiliates, and the pro- 
visions of this section shall not apply to any affiliateX(1) engaged on 
June 16, 1934, in holding the bank premises of the member bank with 
which it is affiliated or in maintaining and operating properties 
acquired for banking purposes prior to such date ;/(2) engaged solel 
in conducting a safe-deposit business or the business of an saricel- 
tural credit corporation or livestock loan company; (8) in the capital 
stock of which a national banking association is authorized to invest 
pursuant to section 25 of this Act, as amended, or a subsidiary of 
such affiliate, all the stock of which (except qualifying shares of 
directors in an amount not to exceed 10 per centum) is owned by such 
affiliate; (4) organized under section 25 (a) of this Act, as amended, 
or a subsidiary of such affiliate, all the stock of which (except quali- 
fying shares of directors in an amount not to exceed 10 per centum) 
is owned by such affilate; (5) engaged solely in holding obligations 
of the United States or obligations fully guaranteed by the United 
States as to principal and interest, the Federal intermediate credit 
banks, the Federal land banks, the- Federal Home Loan Banks, or the 
Home Owners’ Loan Corporation; (6) where the affiliate relationship 
has arisen out of a bona fide debt contracted prior to the date of the 
creation of such relationship; or (7) where the affiliate relationship 
exists by reason of the ownership or control of any voting shares 
thereof by a member bank as executor, administrator, trustee, receiver, 
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agent, depositary, or in any other fiduciary capacity, except where 
such shares are held for the benefit of all or a majority of the stock- 
holders of such member bank; but as to any such afiiliate, member 
banks shall continue to be subject to other provisions of law appli- 
cable to loans by such banks and investments by such banks in stocks, 
bonds, debentures, or other such obligations. The provisions of this 
section shall likewise not apply to indebtedness of any afliliate for 
unpaid balances due a bank on assets purchased from such bank or 
to loans secured by, or extensions of credit against, obligations of 
the United States or obligations fully guaranteed by the United 
States as to principal and interest.” 

Src. 328. Section 24 of the Federal Reserve Act, as amended, is 
amended by adding at the end thereof the following new paragraph: 

“ Loans made to established industrial or commercial businesses (a) 
which are in whole or in part discounted or purchased or loaned 
against as security by a Federal Reserve bank under the provisions 
of section 13b of this Act, (b) for any part of which a commitment 
shall have been made by a Federal Reserve bank under the provisions 
of said section, (c) in the making of which a Federal Reserve bank 
participates under the provisions of said section, or (d) in which the 
Reconstruction Finance Corporation cooperates or purchases a par- 
ticipation under the provisions of section 5d of the Reconstruction 
Finance Corporation Act, shall not be subject to the restrictions or 
limitations of this section upon loans secured by real estate.” 

Sec. 329. Section 25 of the Federal Reserve Act, as amended, is 
further amended by striking out the last paragraph of such section; 
the paragraph of section 25 (a) of the Federal Reserve Act, as 
amended, which commences with the words “A majority of the shares 
of the capital stock of any such corporation ” is amended by striking 
out all of said paragraph except the first sentence thereof; and the 
Act entitled “An Act to supplement existing laws against unlawful 
restraints and monopolies, and for other purposes” (38 Stat. 730), 
approved October 15, 1914, as amended, is further amended (a) by 
striking out section 8A thereof and (b) by substituting for the first 
three paragraphs of section 8 thereof the following: 

“ Sec. 8. No private banker or director, officer, or employee of any 
member bank of the Federal Reserve System or any branch thereof 
shall be at the same time a director, officer, or employee of any other 
bank, banking association, savings bank, or trust company organized 
under the National Bank Act or organized under the laws of any 
State or of the District’ of Columbia, or any branch thereof, except 
that the Board of Governors of the Federal Reserve System may by 
regulation permit such service as a director, officer, or employee of not 
more than one other such institution or branch thereof; but the fore- 
going prohibition shall not apply in the case of any one or more 
of the following or any branch thereof: 

“(1) A bank, banking association, savings bank, or trust company, 
more than 90 per centum of the stock of which is owned directly or 
indirectly by the United States or by any corporation of which the 
United States directly or indirectly owns more than 90 per centum 
of the stock. 

“(2) A bank, banking association, savings bank, or trust company 
which has been placed formally in liquidation or which is in the 
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hands of a receiver, conservator, or other official exercising similar 
functions. 

“(3) A corporation, principally engaged in international or foreign 
banking or banking in a dependency or insular possession of the 
United States which has entered into an agreement with the Board 
of Governors of the Federal Reserve System pursuant to section 25 
of the Federal Reserve Act. 

“(4) A bank, banking association, savings bank, or trust company 
more than 50 per centum of the common stock of which is owne 
directly or inidinectit by persons who own directly or indirectly 
more than 50 per centum of the common stock of such member bank. 

“(5) A bank, banking association, savings bank, or trust company 
not located and having no branch in the same city, town, or village 
as that in which such member bank or any branch thereof is located, 
or in any city, town, or village contiguous or adjacent thereto. 

“(6) A bank, banking association, savings bank, or trust company 
not engaged in a class or classes of business in which such member 
bank is engaged. 

ee A mutual savings bank having no capital stock. 

“Until February 1, 1939, nothing in this section shall prohibit any 
director, officer, or employee of any member bank of the Federal 
Reserve System, or any branch thereof, who is lawfully serving at 
the same time as a private banker or as a director, officer, or employee 
of any other bank, banking association, savings bank, or trust com- 
pany, or any branch thereof, on the date of enactment of the Banking 
Act of 1935, from continuing such service. 

“The Board of Governors of the Federal Reserve System is 
authorized and directed to enforce compliance with this section, and 
to prescribe such rules and regulations as it deems necessary for that 
purpose.” 

Sec. 330. (a) Section 1 of the Act of November 7, 1918, as amended 
(U.S. C., title 12, sec. 833; Supp. VII, title 12, sec. 83), is amended 
by striking out the second proviso down to and including the words 
“to be ascertained ” and inserting in leu thereof the following: 
“And provided further, That if such consolidation shall be voted for 
at said meetings by the necessary majorities of the shareholders of 
each of the associations proposing to consolidate, any shareholder of 
any of the associations so consolidated, who has voted against such 
consolidation at the meeting of the association of which he is a 
shareholder or has given notice in writing at or prior to such meeting 
to the presiding officer that he dissents from the plan of consolida- 
tion, shall be entitled to receive the value of the shares so held by him 
if and when said consolidation shall be approved by the Comptroller 
of the Currency, such value to be ascertained as of the date of the 
Comptroller’s approval ”. 

(b) Such section 1 is further amended by adding at the end thereof 
the following paragraphs: 

“Publication of notice and notification by en mail of the 
meeting provided for in the foregoing paragraph may be waived by 
unanimous action of the shareholders of the respective associations. 
Where a dissenting shareholder has given notice as above provided 
to the association of which he is a shareholder of his dissent from the 
plan of consolidation, and the directors thereof fail for more than 
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thirty days thereafter to appoint an appraiser of the value of his 
shares, said shareholder may request the Comptroller of the Cur- 
rency to appoint such appraiser to act on the appraisal committee 
for and on behalf of such association. 

“If shares, when sold at public auction in accordance with this 
section, realize a price greater than their final appraised value, the 
excess In such sale price shall be paid to the shareholder. The con- 
solidated association shall be liable for all liabilities of the respec- 
tive consolidating associations. In the event one of the appraisers 
fails to agree with the others as to the value of said shares, then the 
valuation of the remaining appraisers shall govern.” 

Sec. 331. (a) Section 3 of the Act of November 7, 1918, as amended 
(U.S. C., Supp. VII, title 12, sec. 34 (a)), is amended by striking 
out the first sentence following the proviso down to and ieiheidie the 
words “to be ascertained ” and inserting in lieu thereof the follow- 
ing: “If such consolidation shall be voted for at said meetings by 
the necessary majorities of the shareholders of the association and 
of the State or other bank proposing to consolidate, and thereafter 
the consolidation shall be approved by the Comptroller of the Cur- 
rency, any shareholder of either the association or the State or other 
bank so consolidated, who has voted against such consolidation at 
the meeting of the association of which he is a stockholder, or has 
given notice in writing at or prior to such meeting to the presiding 
officer that he dissents from the plan of consolidation, shall be entitled 
to receive the value of the shares so held by him if and when said 
consolidation shall be approved by the Comptroller of the Currency, 
such value to be ascertained as of the date of the Comptroller’s 
approval.” 

(b) Such section 3 is further amended by adding at the end thereof 
the following paragraph: 

“Where a dissenting shareholder has given notice as provided in 
this section to the bank of which he is a shareholder of his dissent 
from the plan of consolidation, and the directors thereof fail for more 
than thirty days thereafter to appoint an appraiser of the value of his 
shares, said shareholder may request the Comptroller of the Currency 
to appoint such appraiser to act on the appraisal committee for and 
on behalf of such bank. In the event one of the appraisers fails to 
agree with the others as to the value of said shares, then the valuation 
of the remaining appraisers shall govern.” 

Sec. 332. The Act entitled “An Act to prohibit offering for sale as 
Federal farm-loan bonds any securities not issued under the terms of 
the Farm Loan Act, to limit the use of the words ‘ Federal ’, ‘ United 
States’, or ‘reserve’, or a combination of such words, to prohibit 
false advertising, and for other purposes”, approved May 24, 1926 
(U.S. C., Supp. VIT, title 12, secs. 584-588), is amended by inserting 
in section 2 thereof after “the words ‘ United States’”, the follow- 
ing: “the words ‘ Deposit Insurance’”; and by inserting in said 
section after the words “the laws of the United States ”, the follow- 
ing: “nor to any new bank organized by the Federal Deposit Insur- 
ance Corporation as provided in section 12B of the Federal Reserve 
Act, as amended,”; and by striking out the period at the end of 
section 4 and inserting the following: “or the Federal Deposit 
Insurance Corporation.” 
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Sec. 833. The Act entitled “An Act to provide punishment for 
certain offenses committed against banks organized or operatin 
under laws of the United States or any member of the Federa 
Reserve System ”, approved May 18, 1934 (48 Stat. 783), is amended 
by striking out the period after “ United States ” in the first section 
thereof and inserting the following: “and any insured bank as 
defined in subsection (c) of section 12B of the Federal Reserve Act, 
as amended.” 

Seo. 334. Section 5143 of the Revised Statutes, as amended, is 
hereby amended by striking out everything following the words 
“Comptroller of the Currency ”, where such words last appear in 
such section, and substituting the following: “and no shareholder 
shall be entitled to any disteibution of cash or other assets by reason 
of any reduction of the common capital of any association unless such 
distribution shall have been approved by the Comptroller of the Cur- 
rency and by the affirmative vote of at least two-thirds of the shares 
of each class of stock outstanding, voting as classes.” 

Sec. 335. Section 5139 of the Revised Statutes, as amended, is 
amended by adding at the end of the first paragraph the following 
new paragraph: 

" Certificates hereafter issued representing shares of stock of the 
association shall state (1) the name and location of the association, 

2) the name of the holder of record of the stock represented thereby, 
t3} the number and class of shares which the certificate represents, 
and (4) if the association shall issue stock of more than one class, 
the respective rights, preferences, privileges, voting rights, powers, 
restrictions, limitations, and qualifications of ok class of stock 
issued shall be stated in full or in summary upon the front or back 
of the certificates or shall be incorporated by a reference to the 
articles of association set forth on the front of the certificates. Every 
certificate shall be signed by the president and the cashier of the 
association, or by such other offiters as the bylaws of the association 
shall provide, and shall be sealed with the seal of the association.” 

Src. 336. The last sentence of section 301 of the Emergency Bank- 
ing and Bank Conservation Act, approved March 9, 1933, as amended, 
is amended to read as follows: “ No issue of preferred stock shall be 
valid until the par value of all stock so issued shall be paid in and 
notice thereof, duly acknowledged before a notary public by the 
president, vice president, or cashier of said association, has been 
transmitted to the Comptroller of the Currency and his certificate 
obtained specifying the amount of such issue of preferred stock and 
his approval thereof and that the amount has been duly paid in as a 
part of the capital of such association; which certificate shall be 
deemed to be conclusive evidence that such preferred stock has been 
duly and validly issued.” 

Sec. 337. The additional liability imposed by section 4 of the Act 
of March 4, 1933, as amended (D. ©. Code, Supp. I, title 5, sec. 300a), 
upon the shareholders of savings banks, savings companies, and 
banking institutions and the additional liability imposed by section 
734 of the Act of March 3, 1901 (D. C. Code, title 5, sec. 361), upon 
the shareholders of trust companies, shall cease to apply on July 1, 
1937, with respect to such savings banks, savings companies, banking 
institutions, and trust companies which shall be transacting business 
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on such date: Provided, That not less than six months prior to such 
date, the savings bank, savings company, banking institution, or 
trust company, desiring to take advantage hereof, shall have caused 
notice of such prospective termination of liability to be published in 
a newspaper published in the District of Columbia and having gen- 
eral circulation therein. In the event of failure to give such notice as 
and when above provided, a termination of such additional liability 
may thereafter be accomplished as of the date six months subsequent 
to publication in the manner above provided. Each such ae 
bank, savings company, banking institution, and trust company shall, 
before the declaration of a dividend on its shares of common stock, 
carry not less than one-tenth part of its net profits of the preceding 
half year to its surplus fund until the same shall equal the amount 
of its common stock: Provided, That for the purposes of this section, 
any amounts paid into a fund for the retirement of any preferred 
stock or debentures of any such savings bank, savings company, bank- 
ing institution, or trust company, out of its net earnings for such 
half-year period shall be deemed to be an addition to its surplus if, 
upon the retirement of such preferred stock or debentures, the amount 
so paid into such retirement fund for such period may then properly 
be carried to surplus. In any such case the savings bank, savings 
company, banking institution, or trust company shall be obligated 
to transfer to surplus the amount so paid into such retirement fund 
for such period on account of the preferred stock or debentures as 
such stock or debentures are die 

Src. 338. The second paragraph of section 9 of the Federal Reserve 
Act, as amended, is amended by striking out the period at the end 
thereof and adding thereto the following: “ except that the approval 
of the Board of Governors of the Federal Reserve System, instead 
of the Comptroller of the Currency, shall be obtained before any 
State member bank may hereafter establish any branch and before 
any State bank hereafter admitted to membership may retain any 
branch established after February 25, 1927, beyond the limits of the 
city, town, or village in which the parent bank is situated.” 

Sec. 339. Section 5234 of the Revised Statutes, as amended (U. S. 
C., title 12, sec. 192), is amended by striking out the period after 
the words “ money so deposited” at the end of the next to the last 
sentence of such section and inserting in lieu of such period a colon 
and the following: “ Provided, That no security in the form of 
deposit of United States bonds, or otherwise, shall be required in 
the case of such parts of the deposits as are insured under section 
12B of the Federal Reserve Act, as amended.” 

Sec. 340. Section 61 of the Act entitled “An Act to establish a 
uniform system of bankruptcy throughout the United States”, 
approved July 1, 1898, as amended, is amended by inserting before 
the period at the end thereof a colon and the following: “ Provided, 
That no security in form of a bond or otherwise shall be required in 
the case of such part of the deposits as are insured under section 12B 
of the Federal Reserve Act, as amended ”. 

Sec. 341. Section 8 of the Act entitled “An Act to establish postal 
savings depositories for depositing savings at interest with the secur- 
ity of the Government for repayment thereof, and for other pur- 
poses ”, approved June 25, 1910, as amended (U. S. C., title 39, sec. 
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758; Supp. VII, title 39, sec. 758), is amended by striking out the- 
first sentence thereof and inserting in lieu thereof the following: 
“ Notwithstanding any other provision of law, (1) each deposit 
in a postal savings depository office shall be a savings deposit, and 
interest thereon shall allowed and entered to the credit of the 
depositor once for each quarter beginning with the first day of the 
month following the date of such deposit, but no interest shall be 
allowed to any such depositor with respect to the whole or any part 
of the funds to his or her credit for any period of less than three 
months; (2) no interest shall be paid on any such deposit at a rate 
in excess of that which may lawfully be paid on savings deposits 
under regulations prescribed by the Board of Governors of the Fed- 
eral Reserve System pursuant to the Federal Reserve Act, as 
amended, for member banks of the Federal Reserve System located 
in or nearest to the place where such depository office is situated; 
and (3) postal savings depositories may deposit funds on time in 
member banks of the Federal Reserve System subject to the pro- 
visions of the Federal Reserve Act, as amended, and the regulations 
of the Board of Governors of the Federal Reserve System, with 
respect to the payment of time deposits and interest thereon.” 

Ec. 342. The Sead sentence of the third paragraph of subsection 
(Ic) of section 11 of the Federal Reserve Act, as amended (U. S. C., 
title 12, sec. 248 (k)), is amended to read as follows: “ The State 
banking authorities may have access to reports of examination 
made by the Comptroller of the Currency insofar as such reports 
relate to the trust department of such bank, but nothing in this 
Act shall be construed as authorizing the State banking authorities 
to examine the books, records, and assets of such bank.” 

Sec. 343. The first sentence after the third proviso of section 5240 
of the Revised Statutes, as amended (U. S. C., Supp. VII, title 12, 
secs. 481 and 482), is amended by striking out the word “is” after 
the words “ whose compensation” and inserting in lieu thereof a 
comma and the following: “including retirement annuities to be 
fixed by the Comptroller of the Currency, is and shall be”; and 
such section 5240 1s further amended by striking out “ The Federal 
Reserve Board, upon the recommendation of the Comptroller of 
the Currency,” and inserting in lieu thereof “The Comptroller of 
the Currency ”. 

Sro. 344. (a) Section 1 of the National Housing Act is amended 
by adding at the end thereof the following new sentence: “The 
Administrator shall, in carrying out the provisions of this title and 
titles II and III, be authorized, in his official capacity, to sue and be 
sued in any court of competent jurisdiction, State or Federal.” 

(b) The first sentence of section 2 of the National Housing Act, 
as amended, is further amended by striking out the words “ includ- 
ing the installation of equipment and machinery ” and inserting in 
lieu thereof the words “ and the purchase and installation of equip- 
ment and machinery on real property ”. 

(c) Subsection (a) of section 203 of the National Housing Act is 
amended by inserting the words “ property and” before the word 
“ projects ” in clause (1) of such claws 

(d) The last sentence of section 207 of the National Housing Act 
is amended by inserting the words “ property or” before the word 
“ project ”. 
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Sec. 345. If any part of the capital of a national bank, State 
member bank, or bank applying for membership in the Federal 
Reserve System consists of pn stock, the determination of 
whether or not the capital of such bank is impaired and the amount 
of such impairment shall be based upon the par value of its stock 
even though the amount which the holders of such preferred stock 
shall be entitled to receive in the event of retirement or liquidation 
shall be in excess of the par value of such preferred stock. If any 
such bank or trust company shall have outstanding any capital 
notes or debentures of the type which the Reconstruction Finance 
Corporation is authorized to purchase pursuant to the provisions 
of section 304 of the Emergency Banking and Bank Conservation 
Act, approved March 9, 1933, as amended, the capital of such bank 
may be deemed to be unimpaired if the sound value of its assets is 
not less than its total liabilities, including capital stock, but exclud- 
ing such capital notes or debentures and any obligations of the bank 
expressly subordinated thereto. Notwithstanding any other provi- 
sion of law, the holders of preferred stock issued by a national 
banking association pursuant to the provisions of the Emergency 
Banking and Bank Conservation Act, approved March 9, 1933, as 
aninien: shall be entitled to receive such cumulative dividends 
at a rate not exceeding six per centum per annum on the purchase 
price received by the association for such stock and, in the event 
of the retirement of such stock, to receive such retirement price, 
not in excess of such purchase price plus all accumulated dividends, 
as may be provided in the articles of association with the approval 
of the Comptroller of the Currency. If the association is placed 
in voluntary liquidation, or if a conservator or a receiver is 
appointed iieelie no payment shall be made to the holders of 
common stock until the ellos of preferred stock shall have been 
paid in full such amount as may 7 provided in the articles of 
association with the approval of the Comptroller of the Currency, 
not in excess of such purchase price of such preferred stock plus 
all accumulated dividends. 

Seo. 346. If any provision of this Act, or the a thereof 
to any person or circumstances, is held invalid, the remainder of 


the Act, and the application of such provision to other persons and 
circumstances, shall not be affected thereby. 


Approved, August 23, 1935. 
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BANK HOLDING COMPANY ACT OF 1955 


May 20, 1955.—Committed to the Committee of the Whole House on the State 
of the Union and ordered to be printed 


Mr. Spence, from the Committee on Banking and Currency, 
submitted the following 


REPORT 


{To accompany H. R, 6227] 


The Committee on Banking and Currency, to whom was referred 
the bill (H. R. 6227) to provide for the control and regulation of bank 
holding companies, and for other purposes, having considered the 
same, report favorably thereon without amendment and recommend 
that the bill do pass. 


Tue Nerep ror Bank Houtpinc Company LEGISLATION 
INTRODUCTION 


The need for immediate legislation which would at the same time 
control the future expansion of bank holding companies and force 
them to divest themselves of nonbanking business has been established 
to the complete satisfaction of your committee. It held exhaustive 

ublic hearings on H. R. 2674 (since superseded by H. R. 6227) from 

ebruary 28 through March 9, 1955. Executive sessions extended 
from April 20 to May 13. The views of the Federal Reserve System 
were presented by the Honorable William McChesney Martin, 
Chairman of its Board of Governors, while those of the Office of the 
Comptroller of the Currency were presented by the Honorable Ray 
M. Gidney. Other witnesses representing all shades of opinion in 
regard to bank holding companies appeared and were afforded every 
opportunity to set forth their views. All witnesses were subjected to 
unusually lengthy and searching interrogation by the membership 
of your committee. The printed hearings, including appropriate 
exhibits, cover 645 pages. 

Evidence developed during the hearings has convinced your com- 
mittee that bank holding companies are not in accord with the very 
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precepts upon which our banking system rests. The United States 
early in its history, it should be recalled, adopted a democratic ideal 
of banking. Other countries, for the most part, have preferred to 
rely on a few large banks controlled by a banking elite. There has 
developed in this country, on the other hand, a conception of the 
independent unit bank as an institution having its ownership and 
origin in the local community and deriving its business chiefly from 
the community’s industrial and commercial activities and from the 
farming population within its vicinity or trade area. Its activities 
are usually fully integrated with the local economic and social organi- 
zation. The bank holding company device threatens to destroy this 
democratic grassroots institution. 

Your committee believes that the destruction of the American unit 
banking system, resulting in the further concentration of credit facil- 
ities, would have revolutionary effects upon our free-enterprise sys- 
tem. Ultimately, monopolistic control of credit could entirely remold 
our fundamental political and social institutions. 

The time for action is now. We dare wait no longer, for already 
we are rapidly following the example of England whose many banks 
became the Big Five. She finally passed a “law against further con- 
centration. The Bank of England has been nationalized. France 
has nationalized its few banks. The same will inevitably come to 
pass here unless we forestall it by legislation. 

There is no question about what the reaction of the American people 
would be to such a condition. A nation that would not allow a mo- 
nopoly over tobacco certainly will not condone one over the lifeblood 
of its economy, money, and credit. Through their Representatives in 
Congress and the State legislatures they have at various periods erected 
legal barriers against centralization of credit. Some of these have 
fallen, some have corroded. It is urgently necessary that we stop the 
remaining laws from being evaded. H. R. 6227 would do this. Its 
adoption by the Congress is necessary if we are to preserve our free- 
enterprise banking system, the economic counterpart of our political 
system. Each is essential to the other. 

The four fundamental reasons for enacting this legislation are set 
forth below. 


BANK HOLDING COMPANIES THWART NATIONAL BANKING POLICY 


While our banking structure has evolved down through the years to 
meet changing economic requirements, this country has held stead- 
fast to the doctrine that competition should prevail in the banking 
industry. Our national banking policy has aimed at protecting and 
fostering the growth of independent unit banks. 

Repeatedly Congress has been urged to break down the restrictions 
in the national banking law regarding branches of national banks. 
Congress has been urged to permit branches, regardless of State bank 
laws, on a trade area basis, on an interstate or Federal Reserve district 
basis, and in fact on a nationwide basis. Each time, however, Con- 
gress has declared its approval of the American system of local 
independent and competitive banks, and has left the matter of 
branches to the States to determine, each State for itself. In spite of 
these rebuffs, those who have sought to concentrate banking control 
into fewer and fewer hands have been able, in certain areas of the 
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country, to accomplish their purpose to a substantial extent through 
the holding company device, acquiring control of a group of banks 
which, can thereafter be operated, in effect, as branches. 

The opponents of H. R. 6227, it is true, have contended that to 
base holding company legislation on branch banking law is wrong, 
because there is a difference between branches and affiliated, 
subsidiary, banks. Great stress has been placed on their dienes 
in form, which everyone of course recognizes. Your committee feels, 
however, in a large measure they are differences without a distinction. 
Other than in form, what is the practical difference between a branch 
and a bank the stock of which is owned by a holding company that 

can select the bank’s directors and change them at its pleasure, even 

holding repurchase rights to the directors’ qualifying shares; that can 
hire and fire the bank’s personnel and otherwise supervise its opera- 
tions; that can make its investments, handle its insurance, buy its 
supplies, originate and place its advertising; can pass on its loans to 
local firms and individuals, usually receiving a fee for services per- 
formed? 

Bankers certainly should know whether bank holding company 
subsidiaries can in effect be operated as branches. A bankers’ associ- 
ation asked the bankers of the country this question: ‘‘Do you consider 
holding company banking, in effect, branch banking’? More than 
97 percent of the replies were “Yes.” 

Your committee believes it is obvious that the declared will of 
Congress in favor of independent competitive banking is being 
thwarted by indirect branch banking, through the mechanism of the 
holding company. 


BANK HOLDING COMPANIES CIRCUMVENT STATE BANKING LAWS 


In the past, Congress has repeatedly been urged both to permit 
national banks to carry on branch banking across State lines and to 
allow them to operate interstate branches without regard to State 
branch banking laws. ‘The Congress however has steadfastly re- 
spected the rights of the States to specify the extent to which branch 
banking shall be practiced within their respective borders. In fact, 
the Federal law authorizes National banks to have branches only to 
the extent that State banks are so permitted under the law of the 
State in which the national bank is located. This establishes parallel 
treatment of branches as regards banks whether State or federally 
chartered. Although this equality exists with respect to branches, 
States have no way to protect themselves against an outside bank 
holding company coming in and buying stock in banks, especially 
national banks, located within their borders. 

Just recently, for example, the General Contract Corp. of St. Louis 
(a holding company) purchased two banks in the southern part of 
Illinois; namely the Bank of Benton and the Bank of Ziegler. A 
commercial bank, under both existing Federal and State laws, is not 
only prohibited from buying stock in banks located in another State, 
but is also prohibited from purchasing stock in banks located in the 
same State. 

This bank holding company would not have been permitted to 
buy these banks which are now subsidiaries of this corporation if 
H. R. 6227 was then on the statute books. This corporation already 
owned the Illinois State Bank of Quincy which now gives it control 
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of 3 banks in Illinois; 4 banks in St. Louis, Mo.; 1 in Memphis, Tenn.; 
besides 3 insurance companies operating in 42 States; a dealer finance 
and personal loan company, blanketing 7 States; and approximately 
30 finance and oeiennil loan offices extending from St. Louis, Mo., to 
New Orleans, La. 

The General Contract Corp. is by no means unique. Bank holding 
companies of the type which would be controlled under the bill now 
reach into 31 States, and no State is immune from invasion. The 
operations of the principal interstate bank holding companies are 
very extensive. As of December 31, 1954, 1 company, the North- 
west Bancorporation, operated 72 banks with 22 branches located in 
7 States; the Equity and Morris Plan Corps. operated 10 banks with 
19 branches located in 4 States and the District of Columbia; the 
Transamerica Corp. operated 6 banks, with 167 branches, located in 
5 States; the First Bank Stock Corp. operated 75 banks with 6 
branches located in 4 States; the First Security Corp. operated 3 
banks with 45 branches located in 3 States. 

The bank holding company moreover circumvents our State bank- 
ing laws on an additional major count, engaging in nonbanking 
businesses. 

Most States restrict banks to the banking business and forbid banks 
to engage in or control nonbanking businesses. Through the device of 
the bank holding company, however, one organization can bring under 
centralized control an unlimited number and variety of businesses. 

A wholly owned subsidiary of Morris Plan Corporation of America, 
the National Industrial Credit Corp., has direct or indirect interests 
in six companies engaged in the fire, casualty, reinsurance, and life- 
insurance business. Transamerica in addition to its banking interests 
in five States, controls corporations engaged in such widely diversified 
businesses as life, fire, automobile, and marine insurance, oil and gas, 
fish canning and processing, frozen foods, castings, forge equipment, 
kitchen tools, and agricultural equipment. 


BANK HOLDING COMPANIES ARE SUSCEPTIBLE TO ABUSE 


Your committee, of course, does not contend that all, or even most, 
holding companies were organized by promoters for unethical pur- 
poses, but the mechanism of the holding company in the field of bank- 
ing, just as in other fields, is particularly susceptible to abuse by such 
individuals. 

It is known, however, that there have been cases such as occurred 
not too long ago where a finance company from Texas acquired control 
of two banks in Chicago and was in the process of acquiring a third 
bank in Indiana, for the evident purpose of loading these institutions 
with questionable paper belonging to the holding company. This 
action resulted in the temporary closing of these Chicago banks. 
Their reopening was only made possible by a change in control and a 
very substantial advance by the Federal Deposit Insurance Corpora- 
tion. 

There have been other cases in which bank holding companies have 
been mismanaged and exploited for the benefit of those who controlled 
tile This fact was lucidly demonstrated during the banking crisis 
of} the early 1930’s. The Bank of the United States, a New York 
State-chartered institution that was placed in the hands of receivers 
late in 1930, for example, was found to have no less than 55 affiliates, 
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‘many of them mere dummy enterprises that had been created to 
serve as holding companies in which poor or doubtful paper could be 
hidden, without having to show it on the books of the parent bank. 

In 1930 the head of the Guardian National Bank of Commerce of 
Detroit appeared before your committee and boastfully told of the 
new era that had been brought to the Detroit area through acquisi- 
tions by holding companies of carefully selected, well-managed and 
strong banks; how, through the supermanagerial ability of the men 
who dominated the holding company stronger institutions, better- 
managed institutions, more profitable institutions, rendering greater 
service to every corner of the city and its environs, had come to bless 
the Detroit area. Within a matter of only a few months both the 
Guardian and the Detroit Bankers—two gigantic Detroit holding 
company groups of banks—began to totter. In 1932 the vast finan- 
cial empire lay in ruins, 297 controlled banks and branch offices, $785 
millions in deposits—the scars of which disaster still mar the lives of 
millions of people. Your committee at that time developed that 12 
men, each of whom invested $100 apiece, had gained control of a 
Detroit chain of more than 250 banks. In other cases banks had lent 
heavily to their officers to finance speculation in the stock of their 
holding companies. Subsidiary banks had been compelled to pay 
unwarranted dividends in the face of operating losses to enable hold- 
ing companies to maintain their dividend policies. Holding com- 

anies borrowed from the banks which they owned to finance specu- 
ative dealings. The Banking Act of 1933, it is true, aimed at pre- 
venting a repetition of such abuses. Your committee wishes to point 
out, however, that under the terms of that act, a bank holding com- 
pany can be regulated only if it happens to own a bank which is a 
member of the Federal Reserve System and only if it desires to vote 
the stock of that bank. 


BANK HOLDING COMPANIES NOT AS CONDUCIVE TO ECONOMIC DEVELOP- 
MENT AS INDEPENDENT UNIT BANKS 


Independent unit banks, by their willingness to bear substantial 
local risks, have accelerated the economic development of the United 
States. Most of our leading companies, it should be recalled, were 
once small, and got started because local banks had confidence n 
the ability of the founders. Ideas and ability are to be found every- 
where. And who is so likely to recognize these as the local banker 
who has the power to act on his intimate knowledge, and who will 
benefit his bank and his community by developing a substantial 
customer and employer. As the Commercial and Financial Chronicle 
has so well stated: 

Unit banking is peculiarly suited to the genius of the American people, to the 
democratic republican form of government which we have developed, to the nature 
of our business and industrial organization, to our social institutions, and to the 
individualism which is the foundation of our national progress * * *. Let us 
never despise the day of small beginnings nor the virtue inherent in smali things. 

The local independent bank is itself, of course, an ideal small- 
business enterprise. Local people get together, they invest their own 
capital, they select their own management and solicit the deposits of 
the community in which they are located. They then take those 
deposits and put them out to work for the benefit of the people 
living in that community. Moreover, because of the FDIC, the 
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Federal Reserve System, and its corresponding banks, the local bank 
is in an advantageous position to meet the changing needs of its 
community. 

Your committee should like to reemphasize the fact that this is the 
only country left where most communities are served by home- 
owned and home-managed banks which are aware of and responsive 
to the needs of the people of their areas. Our independent banking 
system has been a vital factor in the development of the United 
States. Like yeast cells in a loaf of bread, each working in its imme- 
diate area, our banks scattered throughout the country have co- 
operated to produce the greatest and most general economic develop- 
ment the world has known. 

Other countries must depend on 3, 4, or 5 banks having up to 
thousands of branches. Policies and important credit decisions are 
made hundreds or thousands of miles from many of the branches. 
The interest of an enterprising local customer may run counter to 
that of a large main office account, in which event the former might 
suffer. This inevitably tends toward concentration in all lines, car- 
tels, the stifling of new enterprises, and stagnation—what has been 
termed the “mature economy.” 


Tue Oriain oF Group BANKING 


During the history of banking in the United States there have been 
in operation three distinct types of banking. They are commonly 
referred to as (1) independent unit banking, representing a bank with 
1 office or with 1 office and branches and having only 1 board of direc- 
tors and 1 capital structure; (2) chain banking, in which 1 individual 
owns or controls a number of independent unit banks; and (3) group 
banking, which is the ownership and control of a group of individual 
banks by a corporate holding company or control of bank shares by a 
trustee or a group of trustees or control through a majority ownership 
of bank shares for investment purposes. This bill, H. R. 6227, is 
concerned only with group banking through what is commonly re- 
ferred to as ownership or control of banks by a bank holding company. 

The most rapid as well as the greatest expansion in group bankin 
came during the years 1927-29. This was a period of substantia 
corporate promotional activity which in many cases was activated by 
a desire for promotional and speculative profit. It was during this 
era that most of the bank holding companies were formed including the 
major bank holding companies that are operating at the present time. 
One of the main reasons for the formation of bank holding companies 
was the limitation on branch banking which existed during that time. 
Through the bank holding company device the ownership of banks 
could be acquired in different locations within the same State and also 
in different States. Until 1927 national banks were not permitted 
to open branches and most States did not authorize branch banking 
or if they did so it was limited to areas adjacent to the bank’s home 
office. Thus through the bank holding company device ownership 
and control of banks could be achieved whereas bank growth could not 
b: expanded through the medium of branches. 

Bank holding companies are engaged basically in one or two types 
of businesses or both. Some bank holding companies own only the 
stocks of banks and are primarily engaged in managing or controlling 
such banks through such stock ownership. Other bank holding com- 
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panies not only own and control banks but also own or control several 
nonbanking businesses. Historically, National banks and State banks 
(excluding mutual savings banks) have been prohibited from investing 
in the stock of any corporation and their investments are limited to 
investment securities of a debt character, that is notes, bonds, 
debentures which do not represent an equity ownership. The funda- 
mental reason for this limitation on bank investment in common stocks 
is for the protection of the depositors in our banks. If banks were per- 
mitted to own nonbanking businesses they would be compelled in 
many instances to extend credit to such businesses to the detriment of 
other competitive businesses in the community and possibly also to 
a degree which would be unsound from a banking viewpoint. A bank 
should alw: «ys be at arms’ length with its borrowers and such a position 
could not be maintained were banks permitted to own nonbanking 
businesses and make credit available to them. Through the bank 
holding company device these restraints which are placed upon banks 
generally are absent. 

Since the bank holding company device can be used to acquire 
control of banks and nonbanking businesses the question might be 
asked as to why such operations have not been controlled previously. 
There is no constitutional basis by which a State could prohibit a 
corporation chartered in another State from owning or controlling a 
national bank located within its borders. The only effective means 
by which bank holding companies can be regulated and controlled is 
through Federal legislation. 


Tue Present SITUATION 


As previously mentioned there are now on the statute books certain 
provisions enacted in 1933 and 1935 regulating affiliates and holding 
company affiliates of banks which are members “of the Federal Reserve 
System. Any holding company affiliate which desires to vote the 
stock owned by it in any member bank must first obtain from the 
Board of Governors of the Federal Reserve System a voting permit 
and, as a condition to the permit, the company must agree to submit 
itself and its controlled banks to examination, to establish certain 
reserve funds, to dispose of any interest in securities companies, and 
to declare dividends only out of actual net earnings. 

The term “holding company affiliate’”’ as defined in the Banking Act 
of 1933, as amended, essentially includes any corporation, business 
trust, association, or other similar organization (1) which owns or 
controls, directly or indirectly, either a majority of the shares of capital 
stock of a member bank or more than 50 percent of the number of 
shares voted for the election of directors of any one bank at the pre- 
ceeding election, or controls in any manner the election of a majority 
of the directors of any one bank, or (2) for the benefit of whose share- 
holders or members all or substantially all the capital stock of a mem- 
ber bank is held by trustees. Any corporation all of the stock of which 
is owned by the United States is excluded and the Board of Governors 
of the Federal Reserve System is also given authority to exclude any 
organization which the Board determines not to be engaged, directly 
or indirectly, as a business in holding the stock of, or managing or con- 
trolling, banks, banking associations, savings banks, or trust com- 
panies, 
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Information with respect to the number of bank holding company 
groups operating in the country is not complete. Control of non- 
member banks by corporations, business trusts, associations, and other 
similar organizations is not generally required to be reported pursuant 
to existing Federal law. Undoubtedly, examination of sources of 
information other than required reports would disclose bank holding 
companies other than the presently known cases for which informa- 
tion is readily available. The Federal Reserve has compiled a list of 
114 known cases in which corporations, business trusts, associations, 
and other similar organizations own or control 50 percent or more of 
the capital stocks of one or more banks including both member and 
nonmember banks. Such groups as of December 31, 1954, had 1,313 
banking offices (including branches) with total deposits of $23.2 
billion. The following table sets forth a breakdown of these groups. 


Tasie I.—Characteristics and size of 114 bank holding company groups (as of 
Dec. 31, 1954) 














Typo of group Cases | Banks | Branches aaa Deposits 

— presently regulated by Federal Reserve 

ha hi sie paisa sie Acie acai eca aces cesta dae 18 254 578 832 | $10, 781, 929, 000 
1 tore group where the controlled bank is a member 

RI ie gs Ee Se ee eee ee 163 73 197 275 9, 622, 904, 000 
1 bank group where the controlled bank is a non- 

INE TU So hae gd cba aneaune 15 21 41 62 682, 820, 000 
More than 1 bank group where the controlled banks 

ts IR FI ina bi sin ck rena ansintdeon 8 59 35 4 1, 117, 417, 000 
Other grovgs with 2 or more banks of which at least 

1 controlled bank is 8 member bank. ........-...-- 210 40 10 50 1, 043, 691, 000 


WS 2 nh i a 114 452 | 861 | 1, 313 | 23, 248, 761, 000 


1 Of which 61 have been exempted by the Federal Reserve Board, 
* Of which 6 have been exempted by the Federal Reserve Board. 


As of December 31, 1954, there were 18 holding company affiliate 
bank groups operating in the country which had obtained voting 
permits from the Board of Governors of the Federal Reserve System 
and thus were subject to the regulation provided for in existing law. 
These 18 holding company groups operated in 22 States, had 832 
banking offices (including branches) with total deposits of $10.8 
billion. As of the same date all commercial banks in the United 
States had 19,948 banking offices (including branches) with total 
deposits of $183.6 billion. 

While the holding company affiliate bank group totals related to 
national totals appear relatively modest (4.17 percent for number of 
banking offices ae 5.87 percent for deposits) a quite different picture 
is presented by examination of the data on a State basis. In 11 States 
more than 20 percent of deposits in all commercial banks in those 
States is controlled by one or more of these 18 holding company 
= bank groups. Detail by States is set forth in the following 
table 
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TaBLeE II.—Control of bank deposits in certain States 





Percent of 

deposits of | Number of 
18 holding regulated 
company | holding com- 





State groups to | pany groups 

deposits of operating 

all commer- in the 

cial banks State 

in State 

NONI A Bi cndcndndisnodescnandebutdsss) dun ciddedatitetiodsat teed 78. 29 1 
Minnesota.....-- sept ecsiahnenailiattne ss intnintin inch tilidaiciniaials andi tian ean aa 57. 04 3 
QW .. .cctinddcccdsdchocchbdnoscospibeccadsebacnn canna aeinedeal 44. 88 1 
DROID. 6 nicciicc nc cscnessendepien pend ansacuastamedennmadbaad 44. 19 2 
Washington. ...... escanbesesetsscessseeusdsunenadmmienaaeneeneanl 32. 76 a 
Idaho poccwcvkdaedsabbacastibiaacgubadddudah dee eeeesaadeeaba ak bined 32. 26 1 
South Dakota aaties 32. 19 2 
North Dakota_.....- awbk 29. 13 2 
Wel. catia cciwieaece abe 24. 14 1 
Wisconsin........- ssn ese eda cltabea ties lae  Eee e ee 22. 09 2 
AVIS. 0.5 éndésncnttcusctihbhennbccedesedebadsdaecuntenedmaastn Same 21. 13 1 


In the case of Nevada, Oregon, and Arizona, just one holding com- 
pany through its controlled banking offices had 74.29, 44.88, and 21.13 
percent of all deposits of all commercial banks in those States respec- 
tively. Of the 18 holding company affiliate bank groups under the 
supervision of the Federal Reserve Board, 4 of these groups operate 
across State lines. One of these groups has banking offices in 7 
States which are located in 3 Federal Reserve districts. 

The provisions of existing law providing for the regulation of the 
activities of a bank holding company apply only if the bank holding 
company controls at least one member bank of the Federal Reserve 
System and only if the holding company desires to vote the stock of 
that member bank. A bank holding company may avoid regulation 
by the Federal Reserve Board through electing not to vote the stock 
of any member bank. For instance there is one bank holding com- 
pany which owns more than 50 percent of the stock of 5 national 
banks, 2 State nonmember banks, and in addition has substantial 
minority interests in 3 other national banks. Although approximately 
36 percent of the par value of all the bank stocks owned by the holdin 
company is represented by its stock investment in the five salle 
banks, the holding company has not elected to obtain a voting permit 
enabling it to vote the shares of these banks in which in each case it 
owns more than 50 percent of their outstanding capital stocks. 

There are a number of bank holding companies which are not sub- 
ject to regulation by the Federal Reserve Board due to the fact that 
they own controlling interests in only nonmember banks. One such 
holding company owns the controlling stock interest in 8 State banks 
located in 3 States. 

One holding company which has extensive nonbanking investments 
also owns through a subsidiary the controlling interest in 10 banks 
located in 4 States and the District of Columbia. All of these banks 
are State banks and hence the bank holding company is not subject 
to Federal Reserve Board regulation. However, the activities of this 
holding company are such as to make it subject to regulation by the 
Securities and Exchange Commission under the Investment Company 
Act of 1940. While such regulation is extensive in scope it is designed 
principally to protect the interests of share owners as contrasted with 
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holding company regulation by the Federal Reserve Board which is 
concerned principally with protecting the soundness of the banks in 
the group. 

There is nothing in existing law which prevents the combination 
under the same control, through the holding company device, of both 
banking and nonbanking enterprises. Of the 18 holding company 
affiliate groups now under regulation by the Federal Reserve Board 
13 of the groups had stock investments in one or more nonbanking 
organizations. In all, 90 nonbanking organizations were included in 
the holdings of these groups as of December 31, 1953 (latest date for 
which complete year end figures are available). The following table 
sets forth pertinent information as to these holdings. 


Tasie II].—Nonbanking organizalions in 18 holding company affiliate groups 
as of Dec. 31, 1953} 


| 
| Number of |Total assets of 
| nonbanking | nonbanking 
organizations | organizations 


Number of 


Type of business 
on eee groups 



















NT en cee nn ee eee ae 1 2 $625, 000 
ER oo i ea 8 se eee esas 6 8 10, 169, 000 
I Eels de ainthben 3 4 1, 749, 000 
Liquidation of assets and insurance agency ..............----- 1 1 208, 000 
a ii es Cade, oe hated Gonna 3 4 852, 000 
nS ee NT en edhe babonanteenees 4 6 97, 000 
Service organizations of groups.-............-.....-.-.......-. 2 2 1, 307, 000 
IEE IROES OF GING a enone caconncencsceanaccocconstas 1 2 763, 000 
mane a a a i ht ketch dandenck 7 13 1, 997, 000 
Owning and operating real estate.____- EA a 5 8 1, 039, 000 
Real estate activitics and oil development. _................-. 1 1 19, 453, 000 
Real estate sales and insurance --__- sili in at OE ale ae 1 1 329, 000 
Real estate sales, rentals, and property management. 1 1 27, 000 
Real estate sales and liquidations_..._........_.-. 1 1 58, 000 
Real estate insurance agency._.__.__- 1 1 334, 000 
Financing and servicing real estate 3 3 58, 646, 000 
Home construction and improvement 1 9 324, 000 
Building and loan association...._- 1 1 1, 331, 000 
Automobile financing_____- 1 1 2, 899, 000 
Installment financing.___.- 1 1 1, 595, 000 
Installment service agency _...- 2 2 125, 000 
Abstract and title insurance__......._- 1 2 1, 657, 000 
SPORE GUNIN TINNED § onic ciintingnccuvacssaccsoceenaner , 3 5 5, 552, 000 
Insurance underwriting (life, fire, casualty, or automobile) --.-- 2 8 498, 899, 000 
Catching, processing, and selling fish and fish products .-_---- 1 1 11, 761, 000 
Metals manufacturing (and subsidiary sales and service com- 
NO i PON As ok Ee ea gad oe 8 ek ay 1 2 25, 697, 000 
IS aN ne br ote oe a Se ee a 113 90 | 647, 493, 000 





1 The “holding company affiliates” in these groups are those which are now subject to the limited regula- 
tion provided by existing law. 
3 Omitting duplications. 


One of the regulated bank holding companies which owns more than 
50 percent of the capital stocks of banks with total deposits of slightly 
over $2 billion, in its annual report for the year ending December 31, 
1954, sets forth considerable information as to its holdings and opera- 
tions of nonbanking subsidiaries. This holding company owns all of 
the capital stock of a life insurance company with tota! assets of $447 
million. This insurance company with over $5 billion of life insurance 
in force operates in 47 States, 7 Canadian Provinces, Hawaii, Alaska, 
and the District of Columbia. In addition the holding company 
owned from 92.5 to 100 percent of the capital stock of 4 fire and cas- 
ualty insurance companies which write practically all forms of insur- 
ance other than life. The combined assets of these companies were 
over $98 million and their premium income in 1954 was over $46 
million. The holding company owned a 94.4 percent stock interest 
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in a company which manufactures hydraulic pumps, diesel engines, 
and precision metal products. This manufacturing company with 
assets of $23.7 million had net sales in 1954 of over $35 million. The 
holding company owned a 75.6 percent stock interest in a seafood 
packing company which cans salmon and tuna and also sells frozen 

seafoods as well as precooked fish sticks. Assets of this packing 
company exceeded $11.3 million and 1954 sales volume was almost 
$15 million. The holding company owned all the capital stock of a 
finance company dealing in mortgages and home-improvement loans. 
The finance company had assets of over $36.6 million and at the end 
of 1954 was servicing notes and mortgages totaling siightly over $171 
million. The holding company owned all of the capital stock of a 
real-estate investment company with assets of $19.3 million. This 
investment company develops on its own account or participates with 
others in the development of home and shopping-center projects. It 
realizes income from the sale of oil from 118 producing wells which it 
owns or in which it has an interest together with royalties and rentals 
from 130 properties leased to major oik:companies. The company 
owns subsurface rights to approximately 400,000 acres of lands. 


Maysor Provisions or H. R. 6227 


Your committee is convinced from the evidence presented during 
its recent hearings that this bill represents the minimum legislation 
necessary to deal with the bank holding company problem. ‘The 
committee wishes to make clear that the legislation which it proposes 
is not designed to abolish bank holding companies or to prohibit the 
expansion, within certain limits, of existing bank holding companies. 
The bill would impose controls which the committee deems desirable 
over the creation and expansion of bank holding companies and would 
require them to separate their business of managing and controlling 
banks from unrelated businesses. The bill contains five major pro- 
visions. 

First, the bill would set forth a declaration that it is the policy of 
the Congress (a) to control the creation and expansion of bank 
holding companies, (0) to separate their business of managing and 
controlling banks from unrelated business, (c) generally to maintain 
competition among banks and to minimize the danger inherent in 
concentration of economic power through centralized control of 
banks, and (d) to subject bank holding companies to examination and 
regulation. It is the opinion of your committee that bank holding 
companies should be subject, insofar as practicable, to the same type 
of examination as the banks which they control. 

Second, the bill would define a bank holding company as any 
company ‘which either (a) controls 25 percent or more of the i 
shares of 2 or more banks or of a bank holding company, or (b) i 
found by the Board of Governors of the Federal Reserve ‘ata, 
after notice and opportunity for hearing, to exercise a controlling 
influence over 2 or more banks. Certain exemptions from the defini- 
tion of “bank holding company” are, however, provided. These are 
as fo!lows: (a) Any corporation a majority of the shares of which are 
owned by the United States or any State, (6) banks which own or 
control shares solely in a fiduciary capacity (except where such shares 
are held for the benefit of all or a majority of the persons beneficially 
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interested in such bank), and (c) any mutual savings bank, and any 
nonprofit organization operating exclusively for charitable, religious, 
and similar purposes which would otherwise be a bank holding com- 
pany by reason of its ownership of bank stock on the effective date 
of the act. 

Third, the bill would require bank holding companies to obtain the 
prior approval of the Board of the Federal Reserve System before 
acquiring additional bank stocks or assets. The Board, before grant- 
ing approval of any application, would be required to ask for the 
recommendation of the agency that chartered the bank or banks 
involved, the Comptroller of the Currency in the case of a National 
bank and the State supervisor in the case of a State bank. If such 
an agency denied approval within 30 days that action would be final, 
but if approval was granted then the Board, of course, in the light of 
the overall situation still could make its own determination. 

Fourth, the bill would require bank holding companies within a 
maximum of 5 years to divest themselves of interests in nonbanking 
enterprises. Suitable tax relief on the distribution of such interests 
made at the order of the Board, or where because of such an order a 
company chooses to distribute its holdings of bank shares so as to 
cease to be a bank holding company, is provided. 

Fifth, the bill would prohibit a bank subsidiary of a bank holding 
company from investing any of its funds in, or lending any of its funds 
on the security of the stock or other securities of the fctding company 
of which it is a subsidiary, and other subsidiaries thereof, and would 
prohibit the bank from making loans to its bank holding company and 
other subsidiaries. 


DEFINITION OF A BANK HotpinG CompaANy 


The bill defines a bank holding company as any company which 
either (a) controls 25 percent or more of the voting shares of 2 or more 
banks or of a bank holding company, or (6) is found by the Board of 
Governors of the Federal Reserve System, after notice and opportunity 
for hearing, to exercise a controlling influence over 2 or more banks. 
Certain exemptions from the definition of “bank holding company” 
are, however, provided. These are as follows: (a) Any corporation a ma- 
jority of the shares of which are owned by the United States or any 
State, (6) banks which own or control shares solely in a fiduciary ca- 
pacity (except where such shares are held for the benefit of all or a 
majority of the persons beneficially interested in such bank), and (c) 
any mutual savings bank, or any organization operating exclusively 
for charitable, religious, and similar purposes which would otherwise 
be a bank holding company by reason of its ownership of bank stock 
on the effective date of the act. 

Your committee is unable to endorse the definition of “bank holdin 
company” proposed by the Federal Reserve Board. It recommende 
that a “bank holding company” be defined as any company which 
owns or controls, directly or indirectly, a majority of the shares of one 
or more banks. Such a definition would perpetuate the long-recog- 
nized deficiencies of the definition of the term “holding company 
affiliate’ contained in present law. This definition is based primarily 
on ownership or control of a majority of the shares of a bank or of the 
shares voted in the last election of directors of a bank. Congress and 
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the courts have recognized the fact that control is often exercised 
through ownership of much less than a majority of the shares of a 
corporation. In the Public Utilities Holding Company Act of 1930, 
for example, the Congress defines a holding company as follows: 

* * * any company which directly or indirectly owns, controls, or holds with 
power to vote, 10 per centum or more of the outstanding voting securities of a 
public-utility company or of a company which is a holding company by virtue 
this clause or clause (B), unless the Commission, as hereinafter provided, 
order declares such company not to be a holding company. 

In the Investment Companies and Advisers Act, “control” is de- 
fined in this manner: 

Control means the power to exercise a controlling influence over the manage- 
ment or policies of a company, unless such power is solely the result of an official 
position with such company. 

Any person who owns beneficially, either directly or through one or more 


controlled companies, more than 25 per centum of the voting securities of a com- 
pany shall be presumed to ‘control such company. 


Ownership of a majority of the shares voted in the preceeding 
election of directors is equally unrealistic. In marked contrast to 
its present position the Board in its 1943 annual report acknowledged 
it when it stated: 

In the Board’s experience, the case in which regulation is most necessary is 
likely also to be the case in which advantage has been taken of the gaps in the 
statutory definition with respect to the number of shares owned or controlled. 
The Board believes that these gaps should be filled in by incorporating in the 
statute a more realistic definition envisaging the manner and means by which 
effective control actually is exercised. 

The type of definition now proposed by the Federal Reserve Board 
would not cover some existing groups which are in effect bank holding 
companies. More important, it is quite possible it would not cover 
pine = ments for control of a number of banking units which could 
easily be devised in the future to escape coverage of the definition 
proposed by the Board. In contrast, your committee believes the 
definition of “bank holding company” contained in H. R. 6227 is a 
realistic definition fully adequate to meet these possibilities of evasion. 

As pointed out previously this bill does not deal with banks owned 
by an individual. The definition of ‘ ‘company”’ contained in the bill 
does not include an indiv idual, and it also specifically excludes the 
administrator of a person’s estate, the executor of a person’s will, and 
the trustees of a testamentary trust. Also excluded would be an 
irrevocable trust the corpus of which is donated by one person and 
consists only of such person’s property. In connection with the latter 
exclusion, however, your committee desires to point out that the 
exclusion is only intended to cover bona fide trusts created for specif- 
ically named beneficiaries. The exclusion is not to be used to evade 
the purposes of the act. ' For instance, if a number of individuals 
owning stock in the same banks create such trusts for the purpose of 
controlling the banks through the voting of the trustees in concert, 
such trusts would not be bona fide trusts entitled to exclusion from t!:a 
provisions of this bill. Your committee desires to alert the Federal 
Reserve Board in this respect, and requests the Board to inform your 
committee and the Congress in its annual reports of attempts to use 
this particular exclusion for the purpose of evading the purposes of 
the bill. 
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Controt or Banx Ho.tpinc Company EXPANSION 


The bill would control the future expansion of bank holding com- 
panies. The problem of how far bank holding company systems 
should be permitted to expand has long been of serious concern. It 
is in this area that one of the greatest potential evils of bank holding 
company operations exists. 

A chartered bank may be prevented by Federal or State law or 
by the appropriate regulatory agency to which it is subject from 
expanding its banking offices either by the establishment of new 
branches or by taking over and operating the offices of other banks 
as branches. 

In order to establish branches, national banks must first obtain 

ermission from the Comptroller of the Currency, State member 
trai from the Federal Reserve Board, and nonmember insured 
banks from the Federal Deposit Insurance Corporation. But a bank 
holding company is not limited by any such requirements. 

Through the acquisition by the holding company of the stock of 
an existing bank which thereafter may be operated essentially as a 
branch of the holding company system, the denial of a branch appli- 
cation of a controlled bank may become almost meaningless. 

The holding company device lends itself readily to the amassing of 
vast resources obtained largely from the public, which can be con- 
trolled by the relatively few who comprise the management of the 
holding company, giving them a decided advantage in ac quiring 
additional properties and in carrying out a program of expansion. 
Such power can be used to acquire independent banks by measures 
which leave esd management and minority stockholders little with 
which to defend themselves except their own protests. 

The enactment into law of H. R. 6227, your committee feels, 
necessary to correct this situation. Section 5 of the bill provides 
that no action could be taken which would make a company a bank 
holding company without obtaining the approval of the Federal 
Reserve Board, nor could any voting stock in any bank or the assets 
of a bank be acquired by a bank holding company without obtaining 
approval of the Board. The only exception to these provisions is 
the acquisition by a bank holding company of voting stock acquired 
as a stock dividend. 

Before granting approval to any application, the Board would be 
required to ask for the recommendations of the agency that chartered 
the bank or banks involved, the Comptroller of the Curre ney in the 
case of a national bank and the State supervisor in the case of a 
State bank. If such agency denied approval within 30 days, that 
action would be final, but if approval was granted then the Board, 
of course, in the light of the overall situation still could make its own 
determination. 

The argument made by the Federal Reserve Board for centering 
all decisions on expansion in its hands is not convincing. It is ap- 
parently the position of the Federal Reserve Board that to give the 
Comptroller in the case of a National bank and the State supervisor 
in the case of a State bank, the right to deny approval of acquisition 
of the stock or assets of a bank would bring about diffusion of author- 
ity, involve dual application of effort and give rise to administrative 
difficulties. 
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Your committee regards this position as*fallacious and untenable. 
The Federal Reserve Board agrees that the respective Federal and 
State supervisory authority should be consulted, and their views 
should be considered by the Board. We are unable to see how making 
a recommendation by the State supervisors would entail any less 
investigative work upon their part, create less diffusion of responsi- 
bility, or give rise to less administrative difficulties than the making 
of a definite decision that would be final on the Board. 

As a matter of fact, if the Federal Reserve’s recommendation were 
adopted both the Comptroller and the State supervisor and the Federal 
Reserve would have to make an investigation, but under the terms of 
the bill reported by your committee, if the State supervisor said 
“No,” that would mean no investigation would be necessary by the 
Federal Reserve. The decision would be final and no administrative 
work would follow. 

Section 5 further provides that in no ease could further expansion 
outside of the home State of a bank holding company or a subsidiary 
thereof be approved and applications within the home State could be 
approved only within the area within which branches of banks are 
permitted or where by State statute such expansion is specifically 
exempted from branch banking restrictions. 

Th e essence of section 5, your committee believes, is the placing of 
ban! ager ling company expansion on the same basis as expansion in 
offices of banks. It establishes equity between holding companies, 
and paaika as to the area in which they can expand. The statutes of 
the States contain provisions clearly calculated to control the extent 
of banking operations by geographic limitations. It has been a 
generally recognized principle that such control could best be exer- 
cised by the irdividual State, depending on the banking needs of such 
Sti ite. This principle was given recognition by the Congress in the 

Janking Acts of 1927 and 1933, which authorized the Comptroller 
of the Currency to approve branches for a National bank only within 
State boundaries, and subject to the restrictions as to location imposed 
by the laws of the State on State banks. 

Nearly all of the States already have legislated on the subject of 

branch banking. There is no reason to force a State again to legislate 
on branch banking. Your committee concurs with R. M. Evans, a 
former member of the Board of Governors of the Federal Reserve 
System, who said: 
_* * * Once we acknowledge what has been officially ruled in at least two 
States—that is, that holding company banking is a type of branch banking—then 
holding company legislation should do what our present National banking legis- 
lation does; namely, permit branches when State law permits them and deny 
branches when State law does not permit them. 

Finally, section 5 enumerates the standards which would guide the 
Federal Reserve Board in deciding whether to approve any such 
expansion. First, it would have to consider the financial history and 
conditions of the applicant and the banks concerned; their prospects; 
character of their management; and the needs of the communities 
involved. 

These are in general the considerations now specified in the law as 
the is for administrative action in connection with the admission 
of State banks to membership in the Federal Reserve System and the 
granting of deposit-insurance coverage. 
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However, under H. R. 6227, the Federal Reserve Board would also 
have to consider whether the proposed expansion of a bank holding 
company or of any banking subsidiary in a bank holding company 
group would extend the operation of the holding company group be- 
yond limits consistent with adequate and sound banking and the 
public interest. 


DIvESTMENT OF NONBANKING BUSINESSES 


The bill provides for the divestment by bank holding companies of 
investments in businesses extraneous to banking within a period of 
2 years which period can be extended to a maximum of 5 years by the 
Federal Reserve Board. Suitable tax relief on such distributions made 
at the order of the Board, or where because of such an order a company 
chooses to distribute its holdings of bank shares so as to cease to be a 
bank holding company, is provided. 

The reasons underlying the divestment requirement are simple. 
As a general rule, banks are prohibited from engaging in any other 
type of enterprise than banking itself. This is because of the danger 
to the depositors which might result where the bank finds itself in 
effect both the borrower and the lender. It is for this reason, among 
others, that statutes limiting the investments of banks have been 
passed by both the Congress and State legislatures. 

The bank holding company is under no such restriction. It may 
acquire and operate as many nonbanking businesses as it has funds and 
the disposition to acquire. There are in the country today, as has 
been pointed out previously, bank holding companies which, in addi- 
tion to their investments in the stocks of banks, also control the opera- 
tions of such nonbanking businesses as insurance, manufacture, real 
estate, mining, and a number of others. 

Whenever a holding company thus controls both banks and non- 
banking businesses, it is apparent that the holding company’s non- 
banking businesses may thereby occupy a preferred position over that 
of their competitors in obtaining bank credit. It is also apparent 
that in critical times the holding company which operates nonbanking 
businesses may be subjected to strong temptation to cause the banks 
which it controls to make loans to its nonbanking affiliates even though 
such loans may not at that time be entirely justified in the light of 
current banking standards. In either situation the public interest 
becomes directly involved. 

Your committee finds itself unable to accede to the desire of the 
Federal Reserve Board for discretionary authority to exempt business 
determined by it ‘to be so closely related to the business of banking 
* * * as to make it unnecessary for the prohibitions of this section to 
apply * * *.” 

Your committee finds itself in full accord with the views expressed 
by former Comptroller of the Currency Preston Delano, when he 
testified before the Senate Banking and Currency Committee in 1950 
on the Board’s proposal. He stated: 


Under this provision, a holding company could engage through its subsidiaries 
in any other business which the Board, in its discretion, determines to be a “‘proper 
incident’’ to the business of managing, operating, or controlling banks. 

By way of illustrating the possible effect of this sweeping discretionary power, 
it might be pointed out that if the Board of Governors considered the business of 
acquiring consumer paper by purchase or otherwise and the servicing and sale of 
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that paper to be a “proper incident” to the business of managing, operating, or 
controlling banks, a large bank holding company would be in a position to organize 
and control subsidiary companies in every city in the Nation to engage in this 
business in competition with independent banks operating in their respective 
business areas, and such subsidiary companies could funnel this business into the 
banks of the holding company system. 


Freedom to engage in such activities would give to the bank holding company 
systems a tremendous competitive advantage over independent banks, which 
cannot engage in similar activities away from their home offices except through 
duly authorized branches, which in no case can be established beyond State lines. 

Your committee has, however, exempted certain specific businesses 
which it believes to be obviously incidental to the business of banking. 
A bank holding company would not be required to divest itself of any 
company engaged solely in holding or operating properties used wholly 
or in part by any subsidiary that is a bank in its operations or acquired 
for such future use, or engaged solely in conducting a safe deposit 
business, or solely in the business of serving such holding company 
and its subsidiaries in auditing, appraising, investment counsel, or in 
liquidating assets acquired from such bank holding company and its 
subsidiaries. Neither would a bank holding company be required to 
divest itself of securities which are eligible for investment by national 
banks or general investments of limited amounts. 

Your committee has examined the various proposals to “freeze” 
bank holding companies’ nonbanking investments. All of these, 
was found, have a common defect. They would leave any company, 
controlled by a bank holding company, free to expand its capital 
structure by issuing preferred stock or bonds, by merger, or the 
organization of subsidiaries of its own. 

The fallacy of any attempt to “freeze” nonbanking investments will 
best be understood by a concrete illustration. Transamerica owns 
75 percent of the outstanding voting stock, carried at $2,665,000, in 
Columbia River Packers. Now let us assume that Transamerica’s 
investment in this company was completely frozen; that is, the amount 
of money it had invested, the number of shares it held, and the per- 
centage of voting shares it held could not be changed. The Columbia 
River Packers, nevertheless, could expand its operations by issuing 
additional securities to others than the holding company. This com- 
pany could also absorb other companies and could expand into other 
fields—in fact into any line of business which its charter permitted. 
[t could organize subsidiaries, raising capital funds from outsiders, 
thereby enlarging its financial structure and its operations without 
dissipating the control of the holding company. Last year it broad- 
ened its tuna packing operations and its frozen seafood lines. It 
added precooked fish sticks this year. Your committee has no reason 
to believe the company might not expand into canned fruits and 
vegetables, or other food processing lines, by merger or otherwise. 
Similar expansion could be accomplished by subsidiaries of any bank 
holding company. 

SeiF-DeEaLING LimITaTIONs 


The bill would prohibit a bank subsidiary from investing any 
of its funds in, or loaning any funds on the securities of, its parent 
bank holding company or subsidiaries thereof. Such a subsidiary 
bank would also be prohibited from loaning any of its funds to its 
parent bank holding company or subsidiaries thereof. Your com- 
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mittee believes that such prohibitions are essential to prevent un- 
sound banking practices. 

While these prohibitions would prevent so-called “upstream” finan- 
cial transactions between a subsidiary bank up to or through its parent 
bank holding company, the prohibitions would not prevent reverse 
operations. The committee recognizes that a bank holding company 
should be able to make loans and investments in its subsidiaries and 
in the case of subsidiary banks may perform a very useful function 
in this regard in supplying needed capital funds. 

The inadequacy of existing law with respect to self-dealing between 
bank holding companies and their subsidiary banks was plainly pre- 
sented to the banking world in 1953 when the Bankers Discount 
Corp. of Dallas, Tex., which operated a chain of small-loan com- 
panies in Texas, Tennessee, Arizona, and California, purchased the 
controlling interest in three banks in the Chicago area which later 
were forced to close temporarily. The almost unbelievable story of 
the Bankers Discount Corp. was recounted to the Senate Banking 
and Currency Committee on June 12, 1953, by H. Earl Cook, chair- 
man of the board of directors of the Federal Deposit Insurance Cor- 
poration, during the hearings on S. 76 and S. 1118, bills to provide 
for the control and regulation of bank holding companies. 

Briefly stated, this is the story as told by Mr. Cook: 


On February 6, 1953, Bankers Discount Corp., of Dallas, Tex., which was 
incorporated in 1946 and operated a chain of small-loan companies in Texas, 
Tennessee, Arizona, and California, purchased the controlling interest in the 
First State Bank of Elmwood Park, Elmwood Park, Ill. Bankers Discount 
acquired 10,800 shares of the outstanding 20,000 shares of stock at $25 per share. 
On February 6 and 25 Bankers Discount Corp. purchased 6,800 shares of the out- 
standing 10,000 shares of stock of the Devon-North Town State Bank, of Chicago, 
Ill., at $90 ashare. In both instances the stock acquired by the Bankers Discount 
was purchased from Henry J. Beutel, president of the two banks, who was also 
president of West Irving State Bank, Chicago, IIl., and his associates. 

Concurrently with the acquisition of the stock in the two banks, Bankers 
Discount obtained unsecured loans from each bank in the amount of the banks’ 
legal lending limit. In the case of First State Bank of Elmwood Park a $50,000 
unsecured loan was obtained and in the Devon-North Town State Bank an 
$85,000 unsecured loan was granted. .In the case of Devon a contract was entered 
into on February 16 whereunder the bank agreed to purchase notes from Bankers 
Discount Corp. without recourse for the full value of such notes less a 2-percent 
discount to be held in a reserve account. Up to April 1 the bank purchased 
approximately $925,000 of such notes which subsequent payments reduced to 
approximately $837,000. In the case of the Elmwood Park Bank a similar agree- 
ment was entered into on or about March 23, and between that date and April 3 
the bank acquired approximately $2,180,000 of personal notes previously held by 
Bankers Discount Corp. 

On March 31, the auditor of public accounts of the State of Illinois advised the 
Federal Deposit Insurance Corporation it was his intention to take over the 
Elmwood Park and Devon banks for examination and adjustment on April 2 
unless the Bankers Discount Corp.’s loans and the notes which had been purchased 
by the banks were removed. He made other requirements with regard to the 
management. Subsequently an extension of time was granted the banks by the 
auditor in order to permit them to endeavor to have the Bankers Discount obliga- 
tions removed. This measure failing, the auditor, on the morning of Saturday, 
April 11, took over the Devon and Elmwood Park banks for examination and 
adjustment and also took over the West Irving State Bank which had just agreed 
to purchase approximately $800,000 of Bankers Discount Corp. notes and had 
granted the Bankers Discount a $65,000 unsecured loan. 

As a result of the action taken by the auditor of public accounts the $800,000 
proceeds of the sale of the notes could not be drawn upon by Bankers Discount, 
the sale was canceled and the West Irving State Bank was permitted to reopen 
without financial assistance from this corporation on April 20 after the $65,000 
loan was refinanced by Bankers Discount Corp. 
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Through the extension of financial aid of approximately $4,820,000 by the 
Federal Deposit Insurance Corporation in accordance with the provisions of 
section 13 (e) of the Federal Deposit Insurance Act, the deposit liabilities of First 
State Bank of Elmwood Park were assumed by the newly organized bank of 
Elmwood Park as of the close of business on Mav 26. 


On May 28, the Devon-North Town State Bank reopened for business, after 
disposing of the Bankers Discount Corp. notes held by it, without the financial 


assistance of this Corporation. 

Your committee feels that to fail to prohibit self-dealing between 
bank holding companies and their subsidiary banks would be to invite 
a repetition of the situation described above. 


Tax Reiser ror Distrisutions Mape UNper THE Act 


The bill would add a new part VIII to subchapter O of the Internal 
Revenue Code of 1954. Under this new part, tax relief is accorded 
to distributions which are made pursuant to the Bank Holding Com- 
pany Act of 1955 within the period prescribed in the act. 

In general, a corporation which comes within the terms of the act as 
a bank holding company is given its choice of two alternative routes 
(that is, to remain a bank holding company, or to dispose of its interests 
in banks). 

If the corporation decides to remain a bank holding company subject 
to the supervision of the Federal Reserve Board, it may distribute any 
“prohibited property,” which the Board certifies is necessary or appro- 
priate to comply with the act, to its shareholders without the recog- 
nition of gain by the shareholders on the distribution. For this pur- 
pose “prohibited property,” in general, means stock, securities and 
other obligations, or other assets of nonbanking businesses to the extent 
the bank holding company is required to divest itself of such assets 
under section 6 (a) of the bill. The term, however, does not include 
cash, Government bonds, or certain short-term obligations. In the 
ordinary case cash and cash equivalents, such as Government bonds 
and short-term obligations, will not come within section 6 (a) of the 
bill as property which must be disposed of by the bank holding com- 
pany. It is believed desirable, however, to expressly exclude cash, 
etc., from the definition of “prohibited property,” since a similar ex- 
clusion is contained in the corhparable provisions of part VI of sub- 
chapter O, relating to exchanges in obedience to SEC orders. 

With respect to the distributing corporation, the usual provisions 
of the Internal Revenue Code of 1954 apply. Under these provisions, 
gain generally is not recognized to the distributing corporation except 
under unusual circumstances such as the distribution of LIFO inven- 
tory, the distribution of property subject to a liability in excess of 
the adjusted basis, or the distribution of certain installment obligations. 

The distribution of “prohibited property” may be made either 
directly to the shareholders of the corporation which is a bank holding 
company or may be transferred to a wholly owned subsidiary expressly 
created for purposes of receiving the prohibited property. The stock 
of the subsidiary must be immediately distributed to the shareholders 
of the corporation which is a bank holding company if the distribution 
is to be made under this bill without the recognition of gain to the 
shareholders. 

If a corporation which qualifies as a bank holding company under 
the act chooses the second alternative route, it may distribute to its 
shareholders any bank stock or other property of a kind which causes 
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it to be a bank holding company, without the recognition of gain to 
the recipient stockholders. The Board must certify, however, that 
distribution of property of that kind is necessary or appropriate to 
effectuate the policies of the act. In such a case, the corporation 
may, for example, distribute to its shareholders all of its shares of 
bank stock without the recognition of gain even though it would be 
possible to retain shares of stock in one bank without being classified 
as a bank holding company. Your committee believes that this 
treatment is necessary because a corporation which is compelled to 
divest itself of part of its bank stock by reason of the act may wish 
to distribute all of its shares of bank stock, so that no possibility will 
exist that it will be classified as a bank holding company in the future. 

Your committee contemplates that the Federal Reserve Board in 
the discharge of its functions in making certifications that exchanges 
and distributions are necessary or appropriate to effectuate the pur- 
poses of the act will carefully scrutinize the facts and circumstances 
in each case to prevent abuses and will cooperate fully with the 
Treasury Department to this end. Although the time of recognition 
of gain may be legitimately shifted under the provisions of this part, 
nothing in these provisions is to be construed or applied in such 
manner as to permit tax evasion or sham transactions entered into 
for avoiding tax. 

Your committee has restricted the nonrecognition treatment de- 
scribed above to property which was owned on May 15, 1955. This 
restriction is deemed necessary to prevent corporations from purchas- 
ing interests in banks or other property in order that their shareholders 
may get the benefit of the tax treatment provided in the act. The 
restriction would not apply, however, if the property was received in 
a transaction in which gain was not recognized because of the general 
rules described above. For example, if prohibited property was dis- 
tributed by a subsidiary to its parent in a corporate chain without 
recognition of gain to the parent by reason of these provisions, the 
parent, in turn, may distribute the property to its own shareholders 
without recognition of gain under a certification by the Board, even 
though the property was acquired by the parent after May 15, 1955. 
Similarly, the May 15, 1955, cutoff date is not applicable where the 
prohibited property or bank stock (or other similar property) certified 
by the Board is transferred to a wholly owned subsidiary created for 
that purpose and the stock of the subsidiary is immediately distributed 
by the qualified bank holding corporation to its shareholders. 

As in the case of the first alternative route, nonrecognition treat- 
ment is available whether the bank stock or other similar property 
certified by the Board is distributed directly to shareholders or whether 
it is first transferred to a wholly owned subsidiary expressly created for 
that purpose and the stock of the subsidiary is then immediately 
distributed to the shareholders of the parent. 

To prevent certain tax avoidance possibilities that might otherwise 
exist, your committee’s bill does not extend nonrecognition treatment, 
under the general rules described above, to any portion of a distribu- 
tion attributable to a contribution to the capital of any corporation 
where the contribution is made after May 15, 1955. This restriction 
applies whether or not the contribution to capital is made by a share- 
holder of the corporation receiving such contribution. In the case of & 
contribution to the capital of a bank, however, the limitation does not 
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apply if it is determined that avoidance of Federal income tax was not 
a principal purpose of the contribution. 

Where the nonrecognition treatment has been extended to “pro- 
hibited property” which has been distributed by the corporation 
which is a bank holding company, a final certification must be obtained 
from the Board that the corporation has divested itself of all property 
necessary for compliance with the act within the statutory period per- 
mitted for divestment. If this final certification is not obtained, the 
transactions previously permitted to be made without recognition of 
gain are reopened and tax may be imposed in such cases. For this 
purpose the statute of limitations on assessment of a deficiency result- 
ing solely from such a transaction does not expire until 1 year after the 
date on which the corporation gives notification that a final certifica- 
tion by the Board has been made. 

A similar final certification is required where nonrecognition treat- 
ment has been originally accorded to the distribution of bank stock or 
similar property of a kind which the Board has certified as necessary 
so that the corporation will cease to be a bank holding company. In 
this case the tax provisions of the bill provide that the Board must give 
a final certification that the corporation has ceased to be a bank hold- 
ing company within 2 years after the date of enactment unless the 
time has been extended by the Board for 1-year renewals not to exceed 
5 years from date of enactment. 


MISCELLANEOUS PROVISIONS 


The bill contains a number of miscellaneous provisions, some of 
which are of substantive importance, and some of which are technical 
in nature. 

The basis of stock or other property received by a distributee 
without recognition of gain under the provisions of the bill is deter- 
mined by allocating the adjusted basis of the stock with respect to 
which the distribution was made between such stock and the property 
so distributed. This rule is similar to the general rule for allocation 
of basis in the case of a stock dividend. The bill provides that the 
allocation sball be made under regulations provided by the Secretary 
or his delegate. 


REGISTRATION, REPORTS, AND EXAMINATION 


The bill would require each bank holding company to register 
with the Board of Governors of the Federal Reserve System. It 
would be required to do this within 6 months after the effective date 
of the act or within 6 months after becoming a bank holding company, 
whichever was later, and the Board may grant extensions up to an 
additional 6 months. When registering, it would be required to give 
such information about its finances and operations as the Board 
deemed necessary to carry out the purposes of the act. The bill 
would also authorize the Board, to enable it to carry out the purposes 
of the act, to issue regulations and orders, require reports under oath, 
= make examinations of each bank holding company and subsidiary 
thereof. 

The Board of Governors would be required within 1 year after the 
effective date of the act, and each year thereafter in the Board’s 
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annual report to report to Congress the results of the administra- 
tion of the act, stating what, if any, substantial difficulties had been 
encountered in carrying out the purposes of the act and any rec- 
ommendation as to changes in the law which the Board believed 
desirable. 

RESERVATION OF RIGHTS TO STATES 


The bill, in a clear-cut statement, would preserve all the rights 
which States, now or hereafter, may have to regulate banks or bank 
holding companies. 

HEARINGS AND REVIEW 


The bill would give any person affected by the Federal Reserve 
Board’s action or omission to act under the bill a right to judicial 
review with a trial of the facts de novo in an appropriate court. proceed- 
ing. Your committee believes that simple justice requires any action 
or inaction of the Federal Reserve Board should be subject. to hearings 
and the aggrieved party should have the right to court review. 


PENALTIES 


The bill would provide penalties for willful violation of the act. or 
any regulations or orders issued by the Board pursuant thereto. Upon 
conviction a company may be fined $1,000 for each day the violation 
continues and an individual upon conviction may be subjected to a 
$10,000 fine or 1 year imprisonment or both. Officers or employees 
of a bank holding company are made subject to the same penalties for 
making false entries in books, reports, or statements that are applicable 
to officers or employees of Federal Reserve member banks ($5,000 fine 
or 5 years’ imprisonment or both). 


SECTION-BY-SECTION ANALYSIS OF THE BILL 


Section 1.— This section provides that this act may be cited as the 
Bank Holding Company Act of 1955. 

Section 2.—This section sets forth a declaration of policy by the 
Congress that the creation and expansion of bank holding companies 
be subjected to control, that bank holding companies be required to 
separate their business of menaginy and controlling banks from 
unrelated businesses and that bank holding companies be subjected 
to the same type of examination and regulation as the banks which 
they control. The section further provides that it is a policy of the 
Congress generally to maintain competition among banks and to 
minimize the danger inherent in the concentration of economic 
power through centralized control of banks. 

Section 3.—Subsection (a) defines the term “‘bank holding company” 
to mean any company which directly or indirectly owns or controls 
25 percent or more of the voting shares of 2 or more banks or of a 
company which is or becomes a bank holding company by virtue of 
this act; or any company which, after notice and hearing, is deter- 
mined by the Board of Governors of the Federal Reserve System to 
exercise directly or indirectly a controlling influence over the manage- 
ment or policies of 2 or more banks. A successo: to any such bank 
holding company for purpose of the act is deemed tu be a bank holding 
company as of the date the predecessor company became a bank 
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holding company. However, no (1) mutual savings bank, (2) non- 
profit religious, charitable, scientific, or educational organization, nor 
(3) company owning banks with ‘aggrevate deposits of less than 
$15 million as of December 31, 1954, shall be classed as or held to be 
a bank holding company by reason of the ownership of the stock of 
any bank as of the effective date of the act. A provision of the defini- 
tion specifically excludes any corporation wholly owned by the United 
States, or any bank owning or controlling shares in a fiduciary capacity 
except where such shares are beneficially held for all or a majority of 
the persons interested in the bank. 

Subsection (b) defines a “subsidiary” of a specified bank holding 
company in terms of the ownership and control tests applicable to a 
bank holding company. 

Subsection (c) defines the term “company” to include any bank, 
corporation, partnership, joint-stock company, business trust, voting 
trust, association, or any similar organized group of persons whether 
ineorporated of not. However, any such company the majority of 
the shares of which are owned by the Federal Government or by any 
State are excluded. 

Subsection (d) defines the term “bank” to include any national or 
State bank, savings bank or trust company, but excludes any organiza- 
tion which does not do business within the United States. The sub- 
section also defines the terms “State member bank” and “district 
bank.” 

Subsection (e) defines the term “successor” and gives the Board of 
Governors of the Federal Reserve System the right by regulation to 
further define the term ‘‘successor”’ to the extent necessary to prevent 
evasion of the purposes of the act. 

Subsection (f) makes clear that where the term “Board” is used in 
the act the reference is to the Board of Governors of the Federal 
Reserve System. 

Section 4.—This section sets forth powers and duties with respect 
to the registration, making of reports and examination of bank 
holding companies. 

Subsection (a) requires bank holding compames to register and file 
requisite information with the Board within a period of 180 days and 
grants the Board the right to extend such period for not to exceed an 
additional 180 days. 

Subsection (b) authorizes the Board to issue regulations and orders 
necessary in administration of the act. 

Subsection (ce) gives the Board authority to require reports from 
and make examinations of bank holding companies and their subsid- 
iaries. To avoid duplication of effort, use, so far as possible, will be 
made of examination reports of the Comptroller of the Currency, the 
Federal Deposit Insurance Corporation, or appropriate State bank 
supervisory authorities. 

Subsection (d) requires the Board within a year and annually there- 
after to report to the Congress on operations under the act and to 
make any recommendations as to changes in the law which appear 
desirable to the Board. 

Section 5.—The provisions of this section relate to future acquisi- 
tions of bank shares or bank assets by bank holding companies or 
by companies which thereby would become bank holding companies. 








Se 


ee Se 


Eagan 
ateaie Set 





24 BANK HOLDING COMPANY ACT OF 1955 


Subsection (a) makes it unlawful, except with prior approval of the 
Board of Governors of the Federal Reserve System (1) for any action 
to be taken which results in a company becoming a bank holding 
company; (2) for any bank holding company or subsidiary thereof to 
acquire directly or indirectly, any voting shares of a bank (other than 
those received as a stock dividend) ; or (3) for any bank holding com- 
pany or subsidiary thereof, other than a bank, to acquire all or sub- 
stantially all of the assets of a bank. 

Subsection (b) requires the Board before approving an application 
for the acquisition of voting shares or assets of a bank to give 30 days 
notice to the Comptroller of the Currency if the applicant or the bank 
involved is a national or district bank or to the appropriate State 
supervisory authority if the applicant or the bank involved is a State 
bank. If the supervisory authority so notified files a written disap- 
proval of the application within the 30-day period the application 
cannot be approved by the Board. 

Subsection (c) confines future bank acquisitions by bank holding 
companies to the State within which the bank holding company or 
subsidiary thereof maintains its principal office or in which it conducts 
its principal operations. Within a State, future bank acquisitions by 
a bank holding company or subsidiary thereof are required to conform 
to the geographic limitations which apply to the establishment of 
branch banks unless State law otherwise affirmatively permits other 
acquisition. 

Subsection (d) sets forth standards to be considered by the Board in 
connection with applications for bank acquisitions under section 5. 
These relate to financial history and status, prospects, management of 
the holding company and banks involved, needs and welfare of the 
communities, and the public interest. 

Section 6.—This section relates to bank holding company interests 
in nonbanking organizations and provides for separation of banking 
and nonbanking interests. 

Subsection (a) makes it unlawful (except as otherwise provided) 
for a bank holding company to own any shares or other securities or 
obligations of any company other than a bank or to engage in any 
business other than (1) banking, (2) managing or controlling banks, 
or (3) businesses of the kind enumerated in subsection (c) (1) of this 
section. Such ownership or activities become unlawful 2 years after 
the effective date of the act except that the Board upon application 
may extend such period up to a maximum of 5 years after the date of 
enactment or after a company becomes a bank holding company, 
whichever is later. 

Subsection (b) prohibits a bank holding company after 2 years from 
date of enactment from (1) making any statement on its shares that 
they represent shares of any other company except a bank or a bank 
holding company, or (2) conditioning in any manner ownership, sale, 
or transfer of its shares upon the ownership, sale or transfer of shares 
of any other company except a bank or a bank holding company. 

Subsection (c) provides appropriate exemptions to the blanket 
prohibitions on bank holding company investments or activities set 
forth in subsection (a). 

Paragraph (1) exempts investments by a bank holding company in 
companies obviously incidental to the beanie of banking, such as 
holding bank premises, conducting a safe deposit business, or providing 
services such as auditing, appraisal, and investment counsel, or in 
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liquidating assets acquired from the bank holding company or its sub- 
sidiaries. 

Paragraph (2) exempts for a 2-year period investments acquired by a 
bank holding company which is a bank, in satisfaction of a debt previ- 
ously contracted. 

Paragraph (3) exempts for a 2-year period investments acquired by 
a bank holding company from any subsidiary which is requested to 
dispose of such investment by a Federal or State examining authority. 

Paragraph (4) exempts investments held by a bank (which is a 
bank holding company) in a fiduciary capacity and those of the kinds 
and amounts eligible for national bank investment under section 5136 
of the Revised Statutes. The paragraph also exempts shares lawfully 
acquired and owned prior to the enactment of this act by such a bank 
or any of its wholly owned subsidiaries. 

Paragraph (5) exempts investments held by a bank (which is a bank 
holding company) if such investments may be owned under the laws 
of the State in which such bank is operating. 

Paragraph (6) exempts limited general investments of a bank holding 
company from the investment prohibitions of the act. A bank holding 
eompany may own investments in any company provided such invest- 
ment does not include more than 5 percent of the outstanding voting 
securities of such company and provided the value of the investment 
does not exceed 5 percent of the total assets of the holding company. 
A bank holding company may also indirectly so invest through an 
investment company provided the investment company does not own 
more than 5 percent of the voting securities of any company and does 
not own any single security having a value greater than 5 percent of 
the total assets of the holding company. 

Section 7.—This section prohibits a bank subsidiary from investing 
any of its funds in or lending any of its funds to its parent bank holding 
company or subsidiaries thereof and the subsidiary bank may not 
accept the securities of its parent bank holding company or subsidiaries 
thereof as collateral for any loan except for debts previously con- 
tracted. The subsidiary bank may not purchase assets or securities 
under a repurchase agreement from its parent holding company or 
from any of the subsidiaries of that holding company. Routine 
banking transactions between subsidiary banks are not treated as 
extensions of credit and do not fall within the prohibitions of this 
section. Also exempted from the self-dealing prohibitions of this 
section are securities of (1) a company described in section 6 (c) (1) 
(activities incidental to bank operations), (2) a company the sub- 
sidiary status of which arises out of a previously contracted bona fide 
debt or (3) a company the subsidiary status of which arises through 
ownership of securities in a fiduciary capacity, except where such 
ownership is for the benefit of all or a majority of the stockholders of 
the bank. 

Section 8.—This section makes clear that there is reservation of the 
rizhts of any State for exercise of such powers as it has or may here- 
efter have with respect to banks, bank holding companies and the 
subsidiaries thereof. 

Section 9.—This section provides that any person adversely affected 
or aggrieved shall have the right to a judicial review of the action or 
nonaction of the Board of Governors of the Federal Reserve System, 
and that the action or nonaction which is the subject thereof shall not 
be considered to be action committed to agency discretion within 
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section 10 of the Administrative Procedure Act. The facts shall be 
subject to trial de novo in an appropriate court proceeding. 

Section 10.—This section provides penalties for willfvi violation of 
the act or any regulations or orders issued by the Board pursuant 
thereto. Upon conviction a company may be fined $1,000 for each 
day the violation continues and an individual upon conviction may 
be subjected to a $10,000 fine or 1 year imprisonment or both. Offi- 
cers or employees of a bank holding company are made subject to the 
same penalties for making false entries in books, reports, or state- 
ments that are applicable to officers or employees of Federal Reserve 
member banks ($5,000 fine or 5 years imprisonment ot both). 

Section 11.—This section contains technical amendments to bank- 
ing acts and other acts to reflect the provisions of this act. 

Subsection (a) amends the 16th paragraph of section 4 of the 
Federal Reserve Act which pertains to the nomination and election 
of class A and class B directors of Federal Reserve banks. 

Subsection (b) provides for repeal of the last sentence of paragraph 
19 and all of paragraph 22 of section 9 of the Federal Reserve Act. 
These paragraphs respectively deal with the penalty imposed on a 
State member bank for failure to obtain reports of holding company 
affiliates and the applicability of voting permit conditions to State 
member banks affiliated with a holding company affiliate. 

Subsection (c) provides for repeal of subsection (c) of section (2) 
of the Banking Act of 1933, as amended. That subsection contains 
the definition of a “holding company affiliate” under that act. 

Subsection (d) rewrites section 5144 of the Kevised Statutes, as 
amended, so as to delete the provisions of that section relating to 
voting permits of holding company affiliates of national banks. 

Subsection (e) amends section 5211 of the Revised Statutes so as 
to remove a sentence subjecting holding company affiliates to the 
reporting provisions of that section. 

Subsection (f) amends subchapter O of chapter 1 of the internal 
Revenue Code of 1954 by adding a new part VIII. This part VIII 
specifies the extent to which (during a transition period after the 
enactment of the bill) gain will not be recognized upon receipt of 
ey by a shareholder of a bank holding company, if such distri- 

ution is made pursuant to a certification by the Board of Governors 
of the Federal Reserve System that such distribution is necessary or 
appropriate to effectuate the Bank Holding Company Act of 1955. 
The provisions of the new part VIII are restricted by their own terms 
to the gain directly attributable to the receipt of property in the dis- 
tributions specifically described. 

The rules contained in part VIII are in addition to the other pro- 
visions of subtitle A of the Internal Revenue Code of 1954 (such as 
provisions relating to the recognition or nonrecognition of gain to a 
corporation making distributions, the provisions under which tax-free 
reorganizations may be effectuated, etc.). Many of these other pro- 
visions are contained in subchapter C of chapter 1 of such code (re- 
lating to corporate distributions and reorganizations). The provisions 
of part VIII supersede the other provisions of chapter 1 only in the 
esses qualifying under part VIII, and in those cases only to the extent 
specific provision is contained in part VIII. 

Section 1101 sets forth the conditions for nonrecog ition of gain 
attributable to distributions of property by a qualified bank holding 
corporation when received by the shareholder with respect to his stock 
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in such corporation. In addition rules are provided as to the date the 
qualified bank holding corporation must have acquired the property 
before it can be distributed with no gain recognized to its shareholders 
as a result of the distribution. This section also prescribes certain 
conditions which must be fulfilled before any such distributions of 
property will obtain the nonrecognition of gain benefits of its provi- 
sions. 

Subsection (a) of section 1101 provides that a distribution of 
prohibited property by a qualified bank holding corporation with 
respect to its stock and without the surrender by the shareholder of 
any stock or securities in such corporation will not result in any gain 
being recognized on the receipt of such property by the shareholder if 
the Board has, before the distribution, certified that the distribution 
of such property is necessary or appropriate to carry out the first 
sentence of section 6 (a) of the Bank Holding Company Act of 1955. 
On the date of distribution the distributing corporation must have 
been a qualified bank holding corporation. The first sentence of 
section 6 (a) provides in general that it shall be unlawful for any 
bank holding company, after 2 years from the effective date of thé 
Bank Holding Company Act of 1955, to own any shares or other 
securities or obligations of any company other than a bank or to engage 
in any business other than that of banking, or of managing or con- 
trolling banks, or of the kind of businesses enumerated in section 
6 (c) (1) of the act. However, such section 6 (c) sets forth certain 
cunpeial and permits the holding by a bank holding company of 
certain types of property. 

Subsection (b) of section 1101 applies to a distribution of property 
by a qualified bank holding corporation, with respect to its stock, to a 
shareholder without the surrender by the shareholder of stock or se- 
curities in such corporation where the Board has before the distribu- 
tion certified that (1) such property is of a kind which causes such 
corporation to be a bank holding company, (2) the disposition of 
property of that kind is necessary to enable such corporation to cease 
being a bank hold’ company, and (3) the distribution is necessary 
or appropriate to tuate the policies of the Bank Holding Company 
Act of 1955. In ihe case of a distribution falling within subsection 
(b), no gain to the shareholder upon the receipt of such property is to 
be recognized. Property which is intended to be covered by sub- 
section (b) of section 1101 is that property or properties which is of a 
kind which causes a company to be a bank holding company within 
the provisions of section 3 (a) of the Bank Holding Company Act of 
1955. Thus, assuming that all the conditions of this part are met, a 
qualified bank holding corporation may distribute to its shareholders 
without the recognition of gain to them upon such distribution, part 
or all of the voting shares of one or more of the banks the ownership 
of which voting shares was the basis upon which such corporation is 
a bank holding company, if the Board makes the certification required 
by paragraph (2) of subsection (b). Furthermore, if any corporation 
was held by the Board to be a bank holding company under clause 2 
of section 3 (a) of the Bank Holding Company Act, and if such cor- 
poration is a qualified bank holding corporation as required by this 
part, such corporation would be permitted to distribute whatever 
property it owned upon the basis of which such determination was 

made by the Board to its shareholders without recognition of the gain 
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i on the distribution, if the Board certifies in accord with paragraph 

| (2). 

A qualified bank holding corporation which distributes prohibited 
) property with respect to which the Board has certified as required by 
i paragraph (2) of subsection (a), may not have any distributions 
qualify under subsection (b). If the first distribution under this part 
) falls under subsection (b), no distribution may qualify under sub- 
i section (a). It is the intent of these subsections that a qualified 
i} bank holding corporation must determine whether it will dispose of 
prohibited property and remain a bank holding company or whether 
it will dispose of the property upon the basis of which the corporation 
is determined to be a bank holding company. 
Subsection (c) of section 1101 is a limitation upon the application 
of subsections (a) and (b) Subparagraph (A) of paragraph (1) of 


subsection (c) specifically excludes from the application of subsections 
(a) and (b) of section 1101 any property which a qualified bank holding 
corporation acquired after May 15, 1955, except to the extent such 
corporation received such property ‘(even though subsequent to May 
15, 1955) and gain was not recognized by reason of subsection (a) or 
(b), or unless the property was received by the corporation in exchange 
for all of its stock in an exchange to which paragraph (2) or (3) of 
subsection (c) applies. 

Under subparagraph (B) of paragraph (1), neither subsection (a) 
nor (b) of section 1101 is applicable to any distribution by a qualified 
bank holding corporation with respect to any stock which was ac- 
quired by the shareholder of such corporation after May 15, 1955, 
unless such shareholder receives such stock in a distribution the gain 
with respect to which was not recognized by reason of subsection 
(a) or (b). 

Paragraph (2) of subsection (ce) of section 1101 is an exception to 
the general rule of paragraph (1) of subsection (c) that subsections 
(a) and (b) do not apply to any property acquired by the distribut- 
ing corporation after May 15, 1955. Under paragraph (2) if a quali- 
fied bank holding corporation exchanges solely property which, under 
subsection (a), such corporation could distribute directly to its share- 
hoiders without the recognition of gain to such shareholders, for all 
of the stock of a second corporation created and availed of solely for 
the purpose of receiving such property, and immediately after the 
exchange, the qualified bank holding corporation distributes all of 
such stock to its shareholders with respect to its stock, then a!l of 
the stock of the second corporation may be distributed to the share- 
holders of such qualified bank holding corporation without recogni- 
tion of gain. However, prior to such exchange the Board must 
certify that the exchange and distribution are necessary or appropri- 
ate to effectuate the first sentence of section 6 (a) of the Bank Holding 
Company Act of 1955. 

Paragraph (3) of subsection (c) of section 1101 is another exception 
Hi to the general rule of paragraph (1) of subsection (c) that subsections 
i (a) and. (b) do not apply to any property acquired by the distributing 
E corporation after May 15, 1955. Under paragraph (3) if any quali- 
fied bank holding corporation exchanges solely property which, under 
subsection (b), such corporation could distribute direc ‘tly to its share- 
holders without the recognition of gain to such shareholders, for all 
of the stock of a second corporation created and availed of solely for 
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the purpose of receiving such property and immediately after the 
exchange, the qualified bank holding corporation distributes all of 
such stock to its shareholders with respect to its stock, then all of the 
stock of the second corporation may be distributed to the shareholders 
of such qualified bank holding corporation without the recognition of 
gain. However, prior to such exchange the Board must have certified 
that such property is of a kind which causes such corporation to be a 
bank holding company, that the disposition of property of that kind 
is necessary to enable such corporation to cease being a bank holding 
company, and that the exchange and distributiom are necessary or 
appropriate to effectuate the policies of the Bank Holding Company 
Act of 1955. 

Under subsection (d) of section 1101 the nonrecognition of gain 
provided by subsection (a) or (b) shall not apply to that portion of 
any distribution which is attributable to any contribution to capital 
of any corporation meade efter May 15, 1955. Thus, assume that 
corporation A (a qualified bank holding corporation) owns all of the 
stock of corporation X (such stock being property falling within the 
provisions of subsection (a) of section 1101). Assume further that 
corporation A, after May 15, 1955, makes a contribution to the capital 
of corporation X in the amount of $50,000. Thereafter, corporation A 
makes a distribution to which subsection (a) of section 1101 applies 
of the stock of corporation X to the shareholders of corporation A. 
Under subsection (d), the nonrecognition of gain provided by sub- 
section (a) does not apply to that portion of the distribution which is 
attributable to the contribution of capital, that is, $50,000. The 
amount of the distribution to the extent of the contribution to capital, 
$50,000, is a distribution subject to the provisions of section 301 of the 
Internal Revenue Code of 1954. 

Paragraph (2) of subsection (d), however, provides an exception to 
the rule established in paragraph (1). Paragraph (2) provides that 
paragraph (1) shall not apply with respect to any contribution to 
capital of a bank if the Secretary or his delegate determines that the 
avoidance of Federal income tax was not one of the principal purposes 
for making such contributions. 

Subsection (e) of section 1101 provides that neither subsection (a) 
nor subsection (b) shall apply with respect to any distribution by a 
corporation unless the Board makes the certification required by the 
subsection. 

Paragraph (1) of subsection (e) relates to certification with respect 
to distributions falling within subsection (a). It provides that sub- 
section (a) shall not apply to any such distribution unless the Board 
certifies that, before the expiration of the period permitted under 
section 6 (a) of the Bank Holding Company Act of 1955 (including 
any extensions thereof granted to such corporation under such section 
6 (a)), the corporation has disposed of all the property, the disposition 
of which is necessary or sppropriate to effectuate the first sentence 
of such section 6 (a) (or would have been so necessary or appropriate 
if the corporation had continued to be a bank holding company). 
In order that subsection (a) of section 1101 is to apply to distributions 
of prohibited property by a qualified bank holding corporation, it is 
essential that such corporation dispose of all of the property which 
it is required to dispose of by reason of the Bank Holding Company 
Act of 1955, within the period (including extensions thereof) specified 
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in section 6 (a) of such act. During the period during which such 
corporation is required to dispose of all such property, distributions 
of prohibited property are to be considered as being within subsection 
(a) of section 1101, if other requirements of this part are met. Thus, 
no gain would be recognized to shareholders on distributions (if such 
distributions would otherwise qualify for the benefits of this part) 
during such period. If, at the close of such period, the corporation 
has disposed of all of the property which it is required to dispose of 
by the Board and the Board has made the certification required under 
subsection (e) of section 1101, subsection (a) of section 1101 will 
apply to distributions of prohibited property. However, if, at the 
close of such period, the corporation has not disposed of all of the 
property the disposition of which is necessary or appropriate to 
effectuate the first sentence of section 6 (a) of the Bank Holding Com- 
pany Act of 1955, then subsection (a) of section 1101 will not apply 
to any distributions of prohibited property by the corporation. Thus, 
in a case where the provisions of subsection (e) (1) are not met, the 
tax treatment of any distribution of prohibited property by a qualified 
bank holding corporation to its shareholders is governed by the pro- 
visions of other sections of the Internal Revenue Code of 1954 appli- 
cable thereto. 

Paragraph (2) of subsectior (e) of section 1101 is applicable to dis- 
tributions falling within subsection (b) of section 1101. Subparagraph 
(A) provides that subsection (b) shall not apply with respect to any 
distribution by any corporation unless the Board certifies that, before 
the expiration of 2 years after the enactment of this part, the qualified 
bank holding corporation has ceased to be a bank holding company. 
However, under subparagraph (B) the Board is authorized on the 
application of any qualified bank holding corporation to extend such 
period from time to time with respect to such corporation for not 
more than 1 year at a time if, in its judgment, such an extension would 
not be detrimental to the public interest. Such period may not in 
any case be extended beyond the date 5 years after the date of enact- 
ment of this part. In order that subsection (b) of section 1101 is to 
apply to distributions of property of a kind which causes a qualified 
bank holding corporation to be a bank holding company and the 
disposition of which is necessary to enable such corporation to cease 
being a bank holding company, it is essential that such corporation 
cease to be a bank holding company within the period (including 
extensions thereof) specified in subsection (e) (2) of section 1101. 
During the period during which such corporation disposes of property 
to enable it to cease being a bank holding company, distributions of 
such property are to be considered as being within subsection (b) of 
section 1101, if other requirements of this part are met. Thus, no 
gain would be recognized to shareholders on such distributions (if 
such distributions would otherwise qualify for the benefits of this part) 
during such period. If, at the close of such period specified in sub- 
section (e) (2), the corporation has ceased to be a bank holding com- 
pany, subsection (b) of section 1101 will apply to distributions of such 
property. However, if, at the close of such period, the corporation 
has not ceased being a bank holding company, then subsection (b) of 
section 1101 will not apply to any distributions of such property by 
the corporation. Thus, in a case where the provisions of subsection 
(e) (2) are not met, the tax treatment of any distributions of property 
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of a kind which causes a qualified bank holding corporation to be a 
bank holding company to its shareholders is governed by the provi- 
sions of other sections of the Internal Revenue Code of 1954 applicable 
thereto. 

Section 1102 provides special rules for the application of this part. 

Subsection (a) relates to the basis of property acquired in distribu- 
tions under either subsection (a) or subsection (b) of section 1101. 
If gain is not recognized by reason of either of such subsections with 
respect to the receipt of any property, then the basis of such property 
and of the stock with respect to which it was distributed, shall, in the 
hands of the distributee, be determined me allocating the adjusted 
basis of such stock between such property and such stock. Such 
allocation shall be made under regulations prescribed by the Secretary 
or his delegate. 

Subsection (b) of section 1102 relates to the periods of limitation. 
Under this subsection the periods of limitation provided in sections 
6501 and 6502 on the making of an assessment or the collection by 
levy, or a proceeding in court shall not expire, with respect to any 
deficienc y (including interest and additions to the tax) resulting sole ly 
from the receipt of property to which subsection (a) or (b) of section 
1101 applies, before the date which is 1 year after the date on which the 
corporation notifies the Secretary or his delegate, that final certifica- 
tion by the Board with respect to the corporation from which such 
property was received has been made under section 1101 (e); and such 
assessment and collection may be made notwithstanding any provision 
of law or rule of law which would otherwise prevent such assessment 
and collection. ‘Thus, if the Board does not make the certification 
provided in subsection (e) (1) or (2), the periods of limitation provided 
in sections 6501 and 6562 will not prohibit the making of an assess- 
ment or collection by levy or proceeding in court with respect to any 
deficiency for prior taxable years resulting solely from receipt of 
property which would otherwise fall within subsections (a) or (b) of 
section 1101. 

Subsection (c) of section 1102 relates to allocation of earnings and 
profits. In case of any exchange described in section 1101 (c) (2) 
or (3), the earnings and profits of the corporation transferring the 
property shall be properly allocated between such corporation and the 
corporation receiving such property under regulations prescribed by 
the Secretary or his delegate. 

Subsection (d) relates to itemization of property distributed. The 
3oard is required in any certification under this part to make such 
specification and itemization of property as may be necessary to carry 
out the provisions of this part. 

Section 1103 sets forth the definitions, for purposes of this part, 
of “bank holding company,” “qualified bank holding corporation,” 
“prohibited property,” “nonexempt property,” and “Board.” 

Subsection (a) of this section provides that the term ‘bank holding 
company” means a bank holding company as defined by section 3 of 
the Bank Holding Company Act of 1955. 

Subsection (b) of this section defines the term “qualified bank hold- 
ing ieenubaiten.* In order for 4 corporation to be a qualified bank 
holding corporation, and therefore for its shareholders to receive the 
special tax treatment provided by this part, it must not only be a bank 
holding company but in addition, it must hold “prohibited property” 
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as defined in subsection (c). For example, if the sole assets of cor- 
poration X consist of 25 percent of the voting shares of each of 2 banks, 
corporation X is not a qualified bank holding corporation. 

In addition, to be a qualified bank holding corporation the pro- 
hibited property must have been acquired on or before May 15, 1955, 
by a corporation which is a bank holding company, or must have been 
acquired in a distribution to it by a qualified bank holding corporation 
with respect to which gain is not recognized by reason of section 1101 
(a). Furthermore, a bank holding company which holds prohibited 
property acquired by it in exchange for all of its stock in an exchange 
described in section 1101 (c) (2) is a qualified bank holding corporation. 

The preceding paragraph may be illustrated by the following exam- 
ples. (1) If the sole assets of corporation X on May 15, 1955, consist 
of cash and 25 percent of the voting shares of each of 2 ‘banks and on 
May 30, 1955, corporation X purchases nonbanking business assets, 
corporation X is not a qualified bank holding corporation. (2) The 
sole assets of corporation Y, on May 15, 1955, consist of 25 percent of 
the voting shares of each of 2 banks and 4 percent of the outstanding 
voting securities (the value of which is less than 5 percent of the value 
of corporation Y’s total assets) of corporation Z, a qualified bank 
holding corporation. Corporation Z distributes nonbanking business 
assets to corporation Y which are prohibited property in the hands of 
corporation Y, in a distribution to which section 1101 (a) applies. 
Corporation Y becomes a qualified bank holding corporation by reason 
of the distribution by Z. (3) On May 15, 1955, corporation B owns 
all of the stock of corporation A, a qualified bank holding corporation 
on such date. Corporation B, a qualified bank holding corporation 
by virtue of its ownership of the stock of corporation A, transfers such 
stock to corporation C in an exchange meeting the requirements of 
section 1101 (c) (2). Corporation C is a qualified bank holding 
corporation. 

Notwithstanding that a corporation meets the requirements of 
paragraph (1) of subsection (b), such corporation shall not be a 
qualified bank holding corporation unless it meets the additional 
requirements of subparagraphs (A), (B), and (C) of paragraph (2). 

Subparagraph (A) of paragraph (2) provides that a bank holding 
company shall not be a qualified bank holding corporation unless 
such corporation would have been a bank holding company on May 
15, 1955, if the Bank Holding Company Act of 1955 had been in 
effect on such date, or unless such corporation is a bank holding 
company determined solely by reference to the following: (1) Property 
acquired by such corporation on or before May 15, 1955; (2) property 
acquired by such corporation in a distribution by a qualified bank 
holding corporation to such corporation wherein gain was not recog- 
nized by reason of subsection (a) or (b) of section 1101; and (3) 
property acquired by such corporation in exchange for all of its stock 
in an exchange meeting the requirements of section 1101 (c) (2) or (8). 

Thus, if on May 15, 1955, the sole assets of eaten X consist 
of cash and business assets and on May 30, 1955, corporation X 
acquires 25 percent of the voting shares of each of 2 9 banks for cash, 
then, by reason of subparagraph “(A) of paragraph (2), corporation x. 
although a bank holding company, holding prohibited property 
acquired by it before May 15, 1955, is not a “qualified bank holding 
corporation. An additional example of the application of subpara- 
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graph (A) of paragraph (2) is where corporation X is determined, by 
the Board, after May 15, 1955, to be a bank holding company by 
reason of clause (2) of section 3 (a) of the Bank Holding Compan 
Act of 1955, solely by reference to (1) property acquired by ah 
corporation on or before May 15, 1955, and (2) property acquired 
by it from a qualified bank holding corporation in a distribution in 
which gain to the distributee was not recognized by reason of sub- 
section (a) or (b) of section 1101. 

Except as explained in the next paragraph, subparagraph (B) of 
paragraph (2) provides that a bank holding company shall not be a 
qualified bank holding corporation by reason of either (1) the acquisi- 
tion by such bank holding company of prohibited property after 
May 15, 1955, in a distribution from a qualified bank holding corpora- 
tion to which section 1101 (a) is applicable or (2) the acquisition by 
such bank holding company (which company would not have been a 
bank holding company on May 15, 1955, if the Bank Holding Com- 
pany Act of 1955 had been in effect on such date) of property described 
in clause (ii) of subparagraph (A) of paragraph (2). An example of 
the operation of the foregoing is where, on May 15, 1955, the sole 
assets of corporation Y consist of cash and 25 percent of the voting 
shares of each of two banks. On May 30, 1955, corporation Y pur- 
chases for cash 50 percent of the stock of corporation Z, a qualified 
bank holding corporation. Corporation Z distributes business assets 
to corporation Y in a distribution in which gain to corporation Y with 
respect to the receipt of such property was not recognized by reason 
of section 1101 (a). Corporation Y is not a qualified bank holding 
corporation since such property was acquired by corportation Y in a 
distribution with respect to stock acquired after May 15, 1955. 

A bank holding company may be a qualified bank holding corpora- 
tion by reason of the property described in the preceding paragraph 
if such property was acquired in a distribution with respect to stock 
which was acquired by such company (1) on or before May 15, 1955, 
(2) in a distribution (with respect to stock held by it on May 15, 
1955, or with respect to stock in respect of which all previous applica- 
tions of this clause are satisfied) with respect to which gain to it was 
not recognized by reason of subsection (a) or (b) of section 1101, or 
(3) in exchange for all of the stock of the bank holding company in 
an exchange meeting the requirements of section 1101 (c) (2) or (3). 

Subparagraph (C) of paragraph (2) states that a corporation 
may not be treated as a qualified bank holding corporation unless 
the Board certifies that it satisfies the requirements of subsection 
(b) of section 1103. 

Subsection (c) of section 1103 defines the term “prohibited prop- 
erty.’’ Such property is defined as property, other than nonexempt 
property, the disposition of which, in the case of any bank holding 
company, would be necessary or appropriate to effectuate the first 
sentence of section 6 (a) of the Bank Holding Company Act of 1955, 
if such company continued to be a bank holding company beyond the 
period (including any extensions thereof) specified in section 6 (a), 
in the case of distributions under section 1101 (a), or specified in sec- 
tion 1101 (e) (2) (B), in the case of distributions under section 1101 
(b). The term “prohibited property” does not include shares, securi- 
ties, or obligations of any company which are held by a bank holding 
company to the extent that the ownership by such bank holding 
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company of such property is not prohibited by section 6 of such act 
by reason of subsection (c) (6) of such section. 

Subsection (d) defines the term ‘‘nonexempt property,” the dis- 
tribution of which may not be accorded the tax treatment provided 
by this part. 

Subsection (e) of this section states that the term ‘‘Board’”’ means 
the Board of Governors of the Federal Reserve System. 

Subsection (g) amends the Investment Company Act of 1940, as 
amended, and the Investment Advisers Act of 1940, as amended, so as 
to exclude from those acts, bank holding companies as defined in the 
Bank Holding Company Act of 1955 rather than as defined in the 
Banking Act of 1933. ‘The subsection also excludes from the Invest- 
ment Company Act of 1940 and the Investment Advisers Act of 1940 
any banking subsidiary or other subsidiary of a bank holding company 
if such subsidiary is exempt from the provisions of section 6 of the 
Bank Holding Company Act of 1955 by reason of the provisions of 
section 6 (c) (1) of that act. 

Section 12. This section contains a savings clause to make clear that 
nothing in this act shall be construed as approving any act, action, or 
conduct in violation of existing law or constituting a defense in 
antitrust or monopolistic proceedings. 

Section 13. This section contains the usual separability clause for 
provisions of the act. 


” 


CHANGES IN Existinc Law 


In compliance with clause 3 of rule XIII of the Rules of the House of 
Representatives, changes in existing law made by the bill, as intro- 
duced, are shown as follows (existing law proposed to be omitted is 
enclosed in black brackets, new matter is printed in italics, existing 
law in which no change is proposed is shown in roman): 


FEDERAL RESERVE ACT, AS AMENDED 


* * * * x ~ + 

Sec. 4. * * * 

Paragraph 16. Nomination and election of class A and B directors 

Directors of class A and class B shall be chosen in the following manner: 

The Board of Governors of the Federal Reserve System shall classify the 
member banks of the district into three general groups or divisions, designating 
each group by number. Each group shall consist as nearly as may be of banks of 
similar capitalization. Each member bank shall be permitted to nominate to 
the chairman of the board of directors of the Federal Reserve bank of the district 
one candidate for. director of*class A and one candidate for director of class B. 
The candidates so nominated shall be listed by the chairman, indicating by whom 
nominated, and a copy of said list shall, within fifteen days after its completion, 
be furnished by the chairman to each member bank. Each member bank by a 
resolution of the board or by an amendment to its by-laws shall authorize its 
president, cashier, or some other officer to cast the vote of the member bank in the 
elections of class A and class B directors: [Provided, That whenever any two or 
more member banks within the same Federal Reserve district are affiliated with 
the same holding company affiliate, participation by such member banks in any 
such nomination or election shall be confined to one of such banks, which mav be 
designated for the purpose by such holding company affiliate] Provided, That 
whenever any member banks within the same Federal Reserve district are subsidiaries 
of the same bank holding company within the meaning of the Bank Holdina Company 
Act of 1955, particip: tion in any such nomination or election by such meinber banks, 
including such bank holding company if it is also a member bank shall be confined 
to one of such banks, which may be designated for the purpose by such holding 
company. 


* * * ~ * * “ 
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Sec. 9. * * * 


Paragraph 19. Failure to obtain reports of affiliates 

Any such affiliated member bank which fails to obtain from any of its affiliates 
and furnish any report provided for by the two preceding paragraphs of this 
section shall be subject to a penalty of $100 for each day during which such failure 
continues, which, by direction of the Board of Governors of the Federal Reserve 
System, may be collected, by suit or otherwise, by the Federal reserve bank of 
the district in which such member bank is located. [For the purposes of this 
paragraph and the two preceding paragraphs of this section, the term “‘affiliate”’ 
shall include holding company affiliates as well as other affiliates. ] 

* . * x * * * 


Paragraph 22. Holding company affiliates 

[Each State member bank affiliated with a holding company affiliate shall 
obtain from such holding company affiliate, within such time as the Board of 
Governors of the Federal Reserve System shall prescribe, an agreement that 
such holding company affiliate shall be subject to the same conditions and limita- 
tions as are applicable under section 5144 of the Revised Statutes, as amended, in 
the case of holding company affiliates of national banks. A copy of each such 
agreement shall be filed with the Board of Governors of the Federal Reserve 
System. Upon the failure of a State member bank affiliated with a holding com- 
acs affiliate to obtain such an agreement within the time so prescribed, the 
3oard of Governors of the Federal Reserve System shall require such bank to 
surrender its stock in the Federal reserve bank and to forfeit all rights and 
yrivileges of membership in the Federal Reserve System as provided in this section. 
Vhenever the Board of Governors of the Federal Reserve System shall have 
revoked the voting permit of any such holding company affiliate, the Board of 
Governors of the Federal Reserve System may, in its discretion, require any or 
all State member banks affiliated with such holding company affiliate to surrender 
their stock in the Federal reserve bank and to forfeit all rights and privileges of 
membership in the Federal Reserve System as provided in this section. ] 

3 > * a * *~ * 





BANKING ACT OF 1933, AS AMENDED 
. ~ + * * * 


Src. 2. As used in this Act and any provision of law amended by this Act— 
~ «x ~ ~ 7 * * 


{(c) The term “holding company affiliate’? shall include any corporation, 
business trust, association, or other similar organization— 

{(1) Which owns or controls, directly or indirectly, either a majority of the 
shares of capital stock of a member bank or more than 50 per centum of the 
number of shares voted for the election of directors of any one bank at the pre- 
ceding election, or controls in any manner the election or a majority of the directors 
of any one bank; or 

{(2) For the benefit of whose shareholders or members all or substantially all 
the capital stock of a member bank is held by trustees. 

[Notwithstanding the foregoing, the term “holding company affiliate” shall 
not include (except for the purposes of section 23A of the Federal Reserve Act, 
as amended) any corporation all of the stock of which is owned by the United 
States, or any organization which is determined by the Board of Governors of 
the Federal Reserve System not to be engaged, directly or indirectly, as a business 
in holding the stock of, or managing or controlling, banks, banking associations, 
savings banks, or trust companies. J 

a * * ce * * *. 





SECTION 5144, REVISED STATUTES, AS AMENDED 


Sec. 5144. In all elections of directors, each shareholder shall have the right 
to vote the number of shares owned by him for as many persons as there are 
directors to be elected, or to cumulate such shares and give one candidate as many 
votes as the number of directors multiplied by the number of his shares shall 
equal, or to distribute them on the same principle among as many candidates as 
he shall think fit; and in deciding all other questions at meetings of shareholders, 
each shareholder shall be entitled to one vote on each share of stock held by him; 
except that (1) this shall not be construed as limiting the voting rights of holders 
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of preferred stock under the terms and provisions of articles of association, or 
amendments thereto, adopted pursuant to the provisions of section 302 (a) of the 
Emergency Banking and Bank Conservation Act, approved March 9, 1933, as 
[amended,] amended; (2) in the election of directors, shares of its own stock held 
by a national bank as sole trustee, whether registered in its own name as such 
trustee or in the name of its nominee, shall not be voted by the registered owner 
unless under the terms of the trust the manner in which such shares shall be voted 
may be determined by a donor or beneficiary of the trust and unless such donor or 
beneficiary actually directs how such shares shall be voted[,] ; and (3) shares of 
its own stock held by a national bank and one or more persons as trustees may be 
voted by such other person or persons, as trustees, in the same manner as if he or 
they were the sole trustee [, and (4) shares controlled by any holding company 
affiliate of a national bank shall not be voted unless such holding company affiliate 
shall have first obtained a voting permit as hereinafter provided, which permit 
is in force at the time such shares are voted, but such holding company affiliate 
may, without obtaining such permit, vote in favor of placing the association in 
voluntary liquidation or taking any other action pertaining to the voluntary 
liquidation of such association]. Shareholders may vote by proxies duly au- 
thorized in writing; but no officer, clerk, teller, or bookkeeper of such bank shall 
act as proxy; and no shareholder whose liability is past due and unpaid shall be 
allowed to vote. Whenever shares of stock cannot be voted-by reason of being 
held by the bank as sole trustee, such shares shall be excluded in determining 
whether matters voted upon by the shareholders were adopted by the requisite 
percentage of shares. 

[For the purposes of this section shares shall be deemed to be controlled by a 
holding company affiliate if they are owned or controlled directly or indirectly 
by such holding company affiliate, or held by any trustee for the benefit of the 
shareholders or members thereof. 

[Any such holding company affiliate may make application to the Board of 
Governors of the Federal Reserve System for a voting permit entitling it to 
vote the stock controlled by it at any or all mectings of shareholders of such 
bank or authorizing the trustee or trustees holding the stock for its benefit or 
for the benefit of its shareholders so to vote the same. The Board of Governors 
of the Federal Reserve System may, in its discretion, grant or withhold such 
permit as the public interest may require. In acting upon such application, the 
Board shall consider the financial condition of the applicant, the general char- 
acter of its management, and the probable effect of the granting of such permit 
upon the affairs of such bank, but no such permit shall be granted except upon 
the following conditions: 

[(a) Every such holding company affiliate shall, in making the application 
for such permit, agree (1) to receive, on dates identical with those fixed for the 
examination of banks with which it is affiliated, examiners duly authorized to 
examine such banks, who shall make such examinations of such holding company 
affiliate as shall be necessary to disclose fully the relations between such banks 
and such holding company affiliate and the effect of such relations upon the 
affairs of such banks, such examinations to be at the expense of the holding com- 
pany affiliate so examined; (2) that the reports of such examiners shall contain 
such information as shall be necessary to disclose fully the relations between 
such affiliate and such banks and the effect of such relations upon the affairs of 
such banks; (3) that such examiners may examine each bank owned or controlled 
by the holding company affiliate, both individually and in conjunction with other 
banks owned or controlled by such holding company affiliate; and (4) that 
publication of individual or consolidated statements of condition of such banks 
may be required; 

[(b) After five years after the enactment of the Banking Act of 1933, every 
such holding company affiliate (1) shall possess, and shall continue to possess 
during the life of such permit, free and clear of any lien, pledge, or hypothecation 
of any nature, readily marketable assets other than bank stock in an amount 
not less than 12 per centum of the aggregate par value of all bank stocks con- 
trolled by such holding company affiliate, which amount shall be increased by 
not less than 2 per centum per annum of such aggregate par value until such 
assets shall amount to 25 per centum of the aggregate par value of such bank 
stocks; and (2) shall reinvest in readily marketable assets other than bank stock 
all net earnings over and above 6 per centum per annum on the book value of its 
own shares outstanding until such assets shall amount to such 25 per centum of 
the aggregate par value of all bank stocks controlled by it; 
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{{c) Notwithstanding the foregoing provisions of this section, after five years 
after the enactment of the Banking Act of 1933, (1) any such holding company 
affiliate the shareholders or members of which shall be individually and severally 
liable in proportion to the number of shares of such holding company affiliate 
held by them respectively, in addition to amounts invested therein, for all statu- 
tory liability imposed on such holding company affiliate by reason of its control 
of shares of stock of banks, shall be required only to establish and maintain out 
of net earnings over and above 6 per centum per annum on the book value of its 
own shares outstanding a reserve of readily marketable assets in an amount of 
not less than 12 per centum of the aggregate par value of bank stocks controlled 
by it, and (2) the assets required by this section to be possessed by such holding 
company affiliate may be used by it for replacement of capital in banks affilated 
with it and for losses incurred in such banks, but any deficiency in such assets 
resulting from such use shall be made up within such period as the Board of 
Governors of the Federal Reserve System may by regulation prescribe and the 
provisions of this subsection, instead of subsection (b), shall apply to all holding 
company affilates with respect to any shares of bank stock owned or controlled 
by them as to which there is no statutory liability imposed upon the holders of 
such bank stock; 

{(d) Every officer, director, agent, and employee of every such holding company 
affiliate shall be subject to the same penalties for false entries in any book, report, 
or statement of such holding company affiliate as are applicable to officers, 
directors, agents, and employees of member banks under section 5209 of the 
Revised Statutes, as amended (U.S. C., title 12, sec. 592); and 

[(e) Every such holding company affiliate shall, in its application for such 
voting permit, (1) show that it does not own, control, or have any interest in, 
and is not participating in the management or direction of, any corporation, 
business trust, association, or other similar organization formed for the purpose of, 
or engaged principally in, the issue, flotation, underwriting, public sale, or dis- 
tribution, at wholesale or retail or through syndicate participation, of stocks, 
bonds, debentures, notes, or other securities of any sort (hereinafter referred to 
as “securities company”); (2) agree that during the period that the permit 
remains in force it will not acquire any ownership, control or interest in any such 
securities company or participate in the management or direction thereof: (3) 
agree that if, at the time of filing the application for such permit, it owns, controls, 
or has an interest in, or is participating in the management or direction of, any 
such securities company, it will, within five years after the filing of such applica- 
tion, divest itself of its ownership, control, and interest in such securities company 
and will cease participating in the management or direction thereof, and will not 
thereafter, during the period that the permit remains in force, acquire any further 
ownership, control, or interest in any such securities company or participate in 
the management or direction thereof; and (4) agree that thenceforth it will 
declare dividends only out of actual net earnings. 

[lf at any time it shall appear to the Board of Governors of the Federa] Reserve 
System that any holding company affiliate has violated any of the provisions of 
the Banking Act of 1933 or of any agreement made pursuant to this section, the 
Board of Governors of the Federal Reserve System may, in its discretion, revoke 
any such voting permit after giving sixty days’ notice by registered mail of its 
intention to the holding company affiliate and affording it an opportunity to be 
heard. Whenever the Board of Governors of the Federal Reserve System shall 
have revoked any such voting permit, no national bank whose stock is controlled 
by the holding company affiliate whose permit is so revoked shall receive deposits 
of public moneys of the United States, nor shall any such national bank pay any 
further dividend to such holding company affiliate upon any shares of such bank 
controlled by such holding company affiliate. 

[Whenever the Board of Governors of the Federal Reserve System shall have 
revoked any voting permit as hereinbefore provided, the rights, privileges, and 
franchises of any or all national banks the stock of which is controlled by such 
holding company affiliate shall, in the discretion of the Board of Governors of 
the Federal Reserve System, be subject to forfeiture in accordance with section 
2 of the Federal Reserve Act, as amended. J 








38 BANK HOLDING COMPANY ACT OF 1955 


SECTION 5211, REVISED STATUTES, AS AMENDED 


Sec. 5211. Every association shall make to the Comptroller of the Currency 
not less than three reports during each year, according to the form which may be 
prescribed by him, verified by the oath or affirmation of the president, or of the 
cashier, or of a vice president, or of an assistant cashier of the association desig- 
nated by its board of directors to verify such reports in the absence of the presi- 
dent and cashier, taken before a notary public properly authorized and commis- 
sioned by the State in which such notary resides and the association is located, or 
any other officer having an official seal, authorized in such State to administer 
oaths, and attested by the signature of at least three of the directors. Each 
such report shall exhibit, in detail and under appropriate heads, the resources 
and liabilities of the association at the close of business on any past day by him 
specified, and shall be transmitted to the comptroller within five days after the 
receipt of a request or requisition therefor from him; and the statement of resources 
and liabilities, together with acknowledgment and attestation in the same form 
in which it is made to the comptroller, shall be published in a newspaper published 
in the place where such association is established, or if there is no newspaper in 
the place, then in the one published nearest thereto in the same county, at the 
expense of the association; and such proof of publication shall be furnished as 
may be required by the comptroller. The comptroller shall also have power to 
call for special reports from any particular association whenever in his judgment 
the same are necessary in order to obtain a full and complete knowledge of its 
condition. 

Each national banking association shall obtain from each of its affiliates other 
than member banks and furnish to the Comptroller of the Currency not less than 
three reports during each year, in such form as the Comptroller may prescribe, 
verified by the oath or affirmation of the president or such other officer as may be 
designated by the board of directors of such affiliate to verify such reports, dis- 
closing the information hereinafter provided for as of dates identical with those 
for which the Comptroller shall during such year require the reports of the condi- 
tion of the association. [For the purpose of this section the term “affiliate’’ 
shall include holding company affiliates as well as other affiliates.J] Each such 
report of an affiliate shall be transmitted to the Comptreller at the same time as 
the corresponding report of the association, except that the Comptroller may, in 
his discretion, extend such time for good cause shown. Each such report shall 
contain such information as in the judgment of the Comptroller of the Currency 
shall be necessary to disclose fully the relations between such affiliate and such 
bank and to enable the Comptroller to inform himself as to the effect of such 
relations upon the affairs of such bank. The reports of such affiliates shall be 
published by the association under the same conditions as govern its own condi- 
tion reports. The Comptroller shall also have power to call for additional reports 
with respect to any such affiliate whenever in his judgment the same are necessary 
in order to obtain a full and complete knowledge of the conditions of the associa- 
tion with which it is affiliated. Such additional reports shall be transmitted to 
the Comptroller of the Currency in such form as he may prescribe. Any such 
affiliated bank which fails to obtain and furnish any report required under this 
section shall be subject to a penalty of $100 for each day during which such failure 
continues. 


s * * a * “ « 
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INTERNAL REVENUE CODE OF 1954 
Cuaptrer I—NormaAL Taxes AND SURTAXES 
® * * * a « , a 


SUBCHAPTER O--GAIN OR LOSS ON DISPOSITION OF PROPERTY 


Part I. Determination of amount and recognition of gain or loss. 
Part Il. Basis rules of general application. 
Part II. Common nontaxable exchanges 


] 
Part IV. Special rules 
Part V. Changes to effectuate F. C. C. policy. 
Part VI. Exchanges in obedience to S. E. C. orders. 
Part VII. Wash sales of stock or securities. 
Part VIII. Distributions pursuant to Pank Holding Company Ac’ of 1955. 


PART VIUII.—DISTRIBUTIONS PURSUANT TO BANK 
HOLDING COMPANY ACT OF 1955 


Sec. 1191. Distributions pursuant to Bank Holding Company Act of 1955. 
Sec. 1102. Special rules. 
Sec. 1103. Definitions. 







SEC. 1101. DISTRIBUTIONS PURSUANT TO BANK HOLDING COM- 
PANY ACT OF 1955. 


(a) Disrriporions or Prouieirevd Property.—If— 


(1) a qualified bank holding corporation distributes (with respect to its stock) 
prohibited property to a shareholder, without the surrender by such shareholder 
of stock or securities in such corporation; and 

(2) the Board has, before the distribution, certified that the distribution of such 
properly 7s necessary or appropriate to effectuate the first sentence of scction 
6 (a) of the Bank Holding Company Act of 1955, 

then no gain to the shareholder from the receipt of such property shall be recognized. 
This subsection shall not apply to any distribution by a corporation which has made 
any distribution pursuant to subsection (b). 

(b) Corporation Ceasine To Br a Bank Hoxtpine Company.—Ilf— 

(1) a qualified bank holding corporation distributes (with respect to its stock) 
property to a shareholder, without the surrender by such sharéholder of stock or 
securities in such corporation; and 

(2) the Board has, before the distribution, certified that (A) such property is 
ef a kind which causes such corporation to be a bank holding company. (B) the 
disposition of property of that kind ts necessary to enable such corporation to 
cease being a bank holding company, and (C) the distribution is necessary or 
appropriate to effectuate the policies of the Bank Holding Company Aet of 1955, 

then no gain to the shareholder from the receipt of such property shall be recognized. 
This subsection shall not apply to any distribution by a corporation which has made 
any distribution pursuant to subsection (a). 

(c) Property AcquiREeD AFTER May 15, 1955.— 

(1) In GeneraL.—FExcept as provided in paragraphs (2) and (8), subsection 
(a) or (b) shall not apply to— 

(A) any property acquired by the distributing corporation after May 15, 
1955, untess (i) gain to such corporation with respect to the receipt of such 
property was not recognized by reason of subsection (a) or (b), or (ii) such 
property was received by it in exchange for all of its stock in an exchange to 
which paragraph (2) or (3) applies, or 

(B) any distribution with respect to any stock which was acquired by the 
distributee afler May 15, 1955, unless gain to such distributee with respect 
to the receipt of such stock was not recognized by reason of subsection (a) 
or (b) 

(2) EXCHANGES INVOLVING PROHIBITED PROPERTY.—If— 

(A) any qualified bank holding corporation exchanges (1) solely property 
which, under subsection (a), such corporation could distribute directly to ite 
shareholders without the recognition of gain to such shareholders, for (ii) all 
of the stock of a second corporation created and availed of solely for the pur- 
pose of receiving such property; 

(B) immediately after the exchange, the qualified bank holding corpora- 
tion distributes all of such stock to its shareholders with respect to its stock; 
and 
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(C) before such exchange, the Board has certified that the erchange and 
distribution are necessary or appropriate to effectuate the first sentence 
of section 6 (a) of the Bank Holding Company Act of 1955. 

then paragraph (1) shall not apply with respect to such distribution. 

(3) EXCHANGES INVOLVING INTERESTS IN BANKS.—If— 

(A) any qualified bank holding corporation exchanges (i) solely property 
which, under subsection (b), such corporation could distribute directly to 
ats shareholders without the recognition of gain to such shareholders, for 
(22) all of the stock of a second corporation created and availed of solely 
for the purpose of receiving such property; 

(B) immediately afier the exchange, the qualified bank holding cor- 
poration distributes all of such stock to its shareholders with respect to its 
stock; and 

(C) before such exchange, the Board has certified— 

(1) that such property ts of a kind which causes such corporation to 
be a bank holding company; 

(iz) thot the disposition of property of that kind is necessary to 
enable such cor poration to cease being a bank holding company; and 

(227) that the exchange and distribution are necessary or appropriate 
to effectuate the policies of the Bank Holding Company Act of 1955, 

then paragraph (1) shall not apply with respect to such distribution. 
(d) Cerrain Consrrucrion 70 CAPITAL AFTER May 15, 1955.— 

(1) In cenzraL.—The nonrecognition of gain provided by subsection (a) or 
(b) shall not apply to that portion of any distribution which is attributable to 
any contribution to the capital of any corporation made after May 15, 1955. 

(2) SPECIAL RULE FOR CONTRIBUTION TO CAPITAL OF BANKS.—Paragraph 
(1) shall not apply with respect to any contribution to the capital of a bank, if 
the Secretary or his delegate determines that the avoidance of Federal income taz 
was not one of the principal purposes for the making of such contribution. 

(e) Finat CERTIFICATION.— 

(1) For sussecrion (a).—Subsection (a) shall not apply with respect to any 
distribution by a corporation unless the Board certifies that, before the expiration 
of the period permitted under section 6 (a) of such Act (including any extensions 
thereof granted to such corporation under such section 6 (a)), the corporation has 
disposed of all the property the disposition of which is necessary or appropriate 
to effectuate the first sentence of such section 6 (a) (or would have been so necessary 
or appropriate if the corporation had continued to be a bank holding company). 

(2) For supsecrion (b).— 

(A) Subsection (b) shall not apply with respect to any distribution by any 
corporation unless the Board certifies that, before the expiration of the period 
specified in subparagraph (B), the corporation has ceased to be a bank holding 
company. 

(B) The neriod referred io in subparagraph (A) is the period which expires 
two years after the date of the enactment of this part. The Board is authorized, 
on application by any corporation, to extend such period from time to time with 
respect to such corporation for not more than one year at a time if, in its judgment, 
such an extension would not be detrimental to the public interest; except that such 
period may not in any case be extended beyond the date five years after the date 
of the enactment of this part. 


SEC. 1102. SPECIAL RULES. 


(a) Basis or Property Aceuirep 1n Disrripurions.—lIf, by reason of section 
1101, gain is not recognized with respect to the receipt of any properly, then the 
basis of such property and of the stock with respect to which it is distributed shall, 
tn the distributee’s hands, be determined by allocating between such property and 
such stock the adjusted basis of such stock. Such allocation shall be made under 
regulations prescribed by the Secretary or his delegate. 

(b) Periops or Limirarion.—The periods of limitation provided in sections 6501 
and 6502 on the making of an assessment or the collection by levy or a proceeding 
in court shall not expire, with respect to any deficiency (including interest and addi- 
tions to the tax) resulting solely from the receipt of property to which subsection (a) 
or (b) of section 1101 applies, before the date which is one year after the date on which 
the corporation notifies the Secretary or his delegate that final certification by the 
Board with respect to the corporation from which such property was received has 
been made under section 1101 (e); and such assessment and collection may be made 
notwithstanding any provision of law or rule of law which would otherwise prevent 
such assessment and collection. 
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(c) AtLocaTION oF Earninas Aanp Prorirs.—In the case of any exchange 
described in section 1101 (c) (2) or (8), the earnings and profits of the corporation 
transferring the prohibited property shall be properly allocated between such eorpo- 
ration and the corporation receiving such property under regulations prescribed by 
the Secretary or his delegate. 

(d) IremizaTIoNn oF Property.—In any certification under this part, the Board 


shall make such specification and itemization of property as may be necessary to 
carry out the provisions of this part. 


SEC. 1103. DEFINITIONS. 


(a) Bank Hotpine Company.—For purposes of this part, the term “‘bank holding 
company” has the meaning assigned to such term by section 3 of the Bank Holding 
Company Act of 1955. 

(b) Ovatirtep Bank Hotpina Corporation.— 

(1) In GENERAL.—Except as provided in paragraph (2), for purposes of this 
part the term ‘qualified bank holding corporation”? means any corporation 
which is a bank holding company and which holds prohibited property acquired 
by t— 

: (A) on or before May 15, 1955, 

(B) in a distribution in which gain to such corporation with respect to the 
receipt of such property was not recognized by reason of subsection (a) of 
section 1101, or 

(C) in exchange for all of tts stock in an exchange described in section 
1101 (c) (2) 

(2) LimiraTions.— 

(A) A bank holding company shall not be a qualified bank holding 
corporation, unless it would have been a bank holding company on May 15, 
1955, if the Bank Holding Company Aet of 1955 had been in effect on such 
date, or unless it is a bank holding company determined solely by reference 
io— 

(7) property acquired by it on or before May 15, 1956, 

(17) property acquired by it in a distribution in which gain to such 
corporation with respect to the receipt of such property was not recog- 
nized by reason of subsection (a) or (b) of section 1101, and 

(itt) property acquired by it in exchange for all of its stock in an 
exchange described in section 1101 (c) (2) or (8). 

(B) A bank holding company shall not be a qualified bank holding cor- 
poration by reason of property described in subparagraph (B) of paragraph 
(1) or clause (ii) of subparagraph (A) of this paragraph, unless such prop- 
erty was acquired in a distribution with respect to stock, which stock was 
acquired by such bank holding company— 

(7) on or before May 15, 1956, 

(it) in a distribution (with respect to stock held by it on May 16, 
1955, or with respect to stock in respect of which all previous applications 
of this clause are satisfied) with respect to which gain to it was not 
recognized by reason of subsection (a) or (b) of section 1101, or 

(112) in exchange for all of its stock in an exchange described in 
section 1101 (c) (2) or (8). 

(C) A corporation shall be treated as a qyalified bank holding corporation 
only if the Board certifies that it satisfies the foregoing requirements of this 
subsection. 

(c) Prowipirep Property.—For purposes of this part, the term ‘prohibited 
property’? means, in the case of any bank holding company, property (other than 
nonexempt property) the disposition of which would be necessary or appropriate to 
effectuate the first sentence of section 6 (a) of the Bank Holding Company Act of 1955 
af such company continued to be a bank holding company beyond the period: (includ- 
ing any extensions thereof) specified in such section 6 (a) or in section 1101 (e) (2) (B) 
of this part, as the case may be. The term ‘‘prohibited property’’ does not include 
shares, securities, or obligations of any company held by a bank holding company to 
the extent thal the prohibitions of section 6 of the Bank Holding Compai.y Act of 1955 
do not apply to the ownership by such bank holding company of such property by 
reason of subsection (c) (6) of such section. 

(d) Nonexempr Properry.—For purposes of this part, the term ‘‘nonezempt 
property”? means— 

(1) obligations (including notes, drafts, bills of exchanges, and bankers’ ac- 


ceptances) having a maturity at the time of issuance of not exceeding 24 months, 
exclusive of days of grade; 
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(2) securities issued by or guaranteed as lo principal or interest by a govern= 
ment or subdivision thereof or by any instrumentality of a government or sub- 
division; or 

(3) money, and the right to receive money not evidenced by a security or obliga- 
tion (other than a security or obligation described in paragraph (1) or (2)). 

(e) Boarn.—For purposes of this part, the term “Board” means the Board of 
Governors of the Federal Reserve System. 
” * * * * & * 


INVESTMENT COMPANY ACT OF 1940, AS AMENDED 


* * * * * * « 

Bac.:3, s* 

(c) Notwithstanding subsections (a) and (b), none of the following persons is 
an investment company within the meaning of this title: 

* * * * * * * 

[(4) Any holding company affiliate, as defined in the Banking Act of 1933, 
which is under the supervision of the Board of Governors of the Federal Reserve 
System by reason of the fact that such holding company affiliate holds a general 
voting permit issued to it by such Board prior to January 1, 1940; and any 
holding company affiliate which is under such supervision by reason of the fact 
that it holds a general voting permit thereafter issued to it by the Board of 
Governors and which is determined by such Board to be primarily engaged, 
directly or indirectly in the business of holding the stock of, and managing or 
controlling, banks, banking associations, savings banks, or trust companies. 
The Commission shall be given appropriate notice prior to any such determination 
and shall be entitled to be heard. The definition of the term “control” in section 
2 (a) shall not apply to this paragraph. J 

(4) Any bank holding company which is registered with the Poard of Governors 
of the Federal Reserve System pursuant to the Bank Holding Company Act of 1955, 
or any banking subsidiary or any other subsidiary thereof which is eremplt from 
section 6 by reason of the provisions of subsection (c) (1) thereof as dejined in said Act. 

* * * * . > * 





INVESTMENT ADVISERS ACT OF 1940, AS AMENDED 
* * * * * * . 

Sec. 202 (a) * * * 

(11) ‘Investment adviser’ means any person who, for compensation, engages 
in the business of advising others, either directly or through publications or 
writings, as to the value of securities or as to the advisability of investing in, 
purchasing, or selling securities, or who, for compensation and as part of a regular 
business, issues or promulgates analyses or reports concerning securities; but does 
not include (A) a bank, [or any holding company affiliate, as defined in the Bank- 
ing Act of 1933] or any bank holding company, as defined in the Bank Holding 
Company Act of 1955, or any banking subsidiary or any other subsidiary thereof 
which is ecempt from section 6 by reason of the provisions of subsection (c) (1) thereof 
as defined in said Act, which is not an investment company; * * 

* = * * * * = 
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BANK HOLDING COMPANY ACT OF 1955 


Jury 25, 1955.—Ordered to be printed 


Mr. Rosertson, from the Committee on Banking and Currency, 
submitted the following 


REPORT 


[To accompany S. 2577] 


The Committee on Banking and Currency, to whom was referred 
the bill (S. 2577) to define bank holding companies, control their future 
expansion, and require divestment of their nonbanking interests, hav- 
ing considered the same, report favorably thereon with an amendment 
and recommend that the bill, as amended, do pass. 


GENERAL STATEMENT 


In the opinion of your committee, public welfare requires the en- 
actment of legislation providing Federal regulation of the growth of 
bank holding companies and the type of assets it is appropriate for 
such companies to control. In general, the philosophy of this bill is 
that bank holding companies ought to confine their activities to the 
management and control of banks and that such activities should be 
conducted in a manner consistent with the public interest. Your 
committee believes that bank holding companies ought not to manage 
or control nonbanking assets having no close relationship to banking. 

It is not the committee’s contention that bank holding companies 
are evil of themselves. However, because of the importance of the 
banking system to the national economy, adequate safeguards should 
be provided against undue concentration of control of banking 
activities. The dangers accompanying monopoly in this field are 
particularly undesirable in view of the significant part played by 
banking in our present national economy. The extensive use of 
bank checking accounts in modern commerce exerts an influence on 
the value of money, which the Constitution empowers the Congress 
to regulate. Moreov er, banking activities are carried on to a large 
extent by the use of dep ositors’ funds rather than by the use of equity 
capital subscribed by ban! < sharcholders. 
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Considerable care has been taken to provide regulatory control over 
individual banks by Federal and State authorities. Yet there is at 
present only a very limited control over the activities of bank holding 
companies that manage or control banks. The Banking Act of 1933 
(commonly referred to as the Glass-Steagall Act) provides a measure 
of control through the Board of Governors of the Federal Reserve 
System, but only (1) if one bank in the holding-company group con- 
cerned is a member of the Federal Reserve System, and (2) if the hold- 
ing company wishes to vote the stock it owns in such a bank. Under 
those limited conditions, such a bank holding company must appl 
to the Federal Reserve Board for a voting permit and submit itaelf 
and its subsidiaries to examination. It should be noted that under 
the present law, the bank holding company can remove itself from 
Federal Reserve Board control by abstaining from voting the shares 
of the member banks it owns. 

As of December 31, 1954, only 18 holding company affiliate bank 
groups in the United States had obtained voting permits from the 
Federal Reserve Board. Based on information readily available to it, 
the Board estimates there are 46 bank holding companies in the United 
States that would be subjected to regulation by the Board under the 
terms of this bill, based upon the ownership by the company of 25 
percent or more of the shares of each of two or more banks. 

Testifying before your committee for the Board of Governors of the 


Federal Reserve System, Chairman William McChesney Martin, Jr., 
stated: 


Existing provisions of law, originally enacted in the Banking Act of 1933, have 

wine entirely inadequate to deal with the special problems presented by bank 

olding companies. It has been, and still is, the Board’s view that additional 
legislation is essential to deal effectively with these problems. 

Chairman Martin noted that the principal problems in the bank 
holding company field arise from two circumstances: 

(1) The unrestricted ability of a bank holding company group to 
add to the number of its banking units, making possible the concen- 
tration of commercial bank facilities in a particular area under a 
single control and management; and 

(2) The combination under single control of both banking and 
nonbanking enterprises, permitting departure from the principle that 
banking institutions should not engage in business wholly unrelated 
to banking. Such a combination involves the lending of depositors’ 
money, whereas other types of business enterprise, not connected 
with banking, do not involve this element of trusteeship. 

Your committee is of the opinion that this bill will enable the 
Federal Government to cope more adequately with both of these 
problems. Like H. R. 6227, the bank holding bill passed by the House 
of Representatives, this bill empowers a regulatory agency to pass 
upon the application of a bank holding company for the acquisition 
of a substantial number of voting shares in one or more additional 
banks. The bill also follows the principle laid down in H. R. 6227 
that bank holding companies must divest themselves, within a speci- 
fied period, of nonbanking assets not closely related to banking 
activities. Thus, under the bill, the growth of bank holding companies 
in the banking field would be regulated but not prohibited. However, 
bank holding companies would no longer be authorized to manage or 
control nonbanking assets unrelated to the banking business. 
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History 


The inadequacy of current Federal legislation in the bank holding 
company field has led to repeated attempts to pass adequate legisla- 
tion. In 1938, in a special message to Congress (S. Doc. 173, 75th 
Cong., 3d sess.), the President urged that the Congress enact legisla- 
tion that would effectively control the operation of bank holding 
companies; prevent holding companies from acquiring control of 
any more banks, directly or indirectly; prevent banks controlled by 
holding companies from establishing any more branches; and make 
it illegal for a holding company or any corporation or enterprise in 
which it is financially interested to borrow from or sell securities to a 
bank in which it holds stock. 

On January 5, 1938, Senator Glass and Senator McAdoo introduced 
S. 3573, a bill to provide for the regulation of bank holding companies 
and affiliates, and for other purposes. This bill was referred to this 
committee; in turn it was referred to the committee’s Subcommittee 
on Monetary Policy, Banking, and Deposit Insurance. If enacted 
into law, this bill would have carried out the recommendations made 
by the President in his special message. However, the bill progressed 
no further after it was referred to the subcommittee. 

On January 14, 1941, Senator Glass introduced, by request, S. 310, 
during the 1st session of the 77th Congress. ‘This bill was likewise 
referred to the committee’s Subcommittee on Monetary Policy, 
Banking, and Deposit Insurance, but no further action appears to 
have been taken on it. 

During the Ist session of the 79th Congress, Senator Wagner 
introduced 8. 792 on March 26, 1945. A companion bill (H. R. 2776) 
was also introduced in the House of Representatives. No further 
action was taken by the committee on either of these measures. 

However, during the 1st session of the 80th Congress, Senator 
Tobey, on March 10, 1947, introduced S. 829. Hearings were held 
on this measure on May 26, June 2, and June 11, 1947. Following 
the hearings a committee print designated ‘‘2’’ was prepared at the 
direction of Senator Tobey on June 13, 1947. This committee on 
June 19 reported favorably to the Senate a bill to regulate bank 
holding companies. Senate Report 300 accompanied this bill. The 
companion bill in the House of Representatives bore bill number 
H. R. 3351. Amendments to the Senate bill were offered by Senator 
Buck of this committee on February 3 and March 9, 1948. The 
proposed legislation progressed no further during the 80th Congress. 

During the Ist session of the 81st Congress, on July 22, 1949, 
Senator Robertson introduced, for himself and Senator Maybank, 
S. 2318. This bill was the same as S. 829, introduced in the 80th 
Congress. Hearings were held on S. 2318 on March 1, 2, 3, 15, 16, 
17, and 21 in 1950, before the committee’s Subcommittee on Federal 
Reserve Matters. Following these hearings, Senator Robertson intro- 
duced S. 3547 on March 5, 1950. Five days later five amendments 
were offered to S. 3547 by Senator Douglas, for himself and Senator 
Tobey. No further action was taken on the proposed legislation by 
the committee during the 81st Congress. 

Proposed legislation in this field was next referred to the committee 
during the first session of the 83d Congress. On January 7, 1953, 
Senator Robertson introduced S. 76. On February 27 of that year, 
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Senator Capehart introduced, by request, S. 1118. Hearings on both 
bills were held by the committee on June 10, 11, and 12 and July 21 
and 22 in 1953. Further hearings on both bills were held by the 
committee on June 21, 22, and 23 in 1954. During the hearings a 
third proposed piece of legislation was prepared as a committee print. 
This was also considered by the committee during the hearings held 
on the two bills previously mentioned. No further action was taken 
on the proposed legislation during the 83d Congress. 

During the present Congress, Senator Capehart, for himself and 
Senators Beall, Douglas, Fulbright, Payne, Sparkman, and Frear, on 
February 1, 1955, introduced S. 880. A similar bill, H. R. 2674, was 
introduced in the House of Representatives. Hearings on H. R. 2674 
were held by the House Committee on Banking and Currency on 
February 28 and March 1, 2, 3, 4, 7, 8, and 9 in 1955. Following 
these hearings, H. R. 6227 was introduced in the House, superseding 
H. R. 2674. On May 20, 1955, the House Committee on Banking 
and Currency favorably reported H. R. 6227, without amendment. 
House Report 609 accompanied the bill. After debate, H. R. 6227 
was amended and passed by the House on June 14, 1955. 

On June 28, 1955, Senator Robertson introduced 8. 2350. On July 
5, 6, 7, 11, 12, and 14, 1955, the committee’s Subcommittee on 
Banking held hearings on S. 880, S. 2350, and H. R. 6227, as passed 
by the House of Representatives. Following the hearings, the sub- 
committee met in executive session and after thorough discussion 
agreed upon a compromise bill (S. 2577), which Senator Robertson, 
for himself and Senators Bricker and Bennett, introduced on July 19, 
1955. In executive session on July 21, 1955, the committee ordered 
this bill reported favorably to the Senate, after adopting a compara- 
tively minor amendment. 

As is evident from the foregoing, this committee has had proposed 
legislation on this subject matter before it during most of the past 17 
years. Ample opportunity has been afforded for interested persons 
to express views on legislation. Over the years it has been possible 
to narrow the area of difference in the views of proponents of legislation 
of this nature. The committee is of the opinion that the bill now 
favorably reported to the Senate represents adequate and fair legisla- 
tion to regulate the future expansion of bank holding companies and 
ger cor divestment of their nonbanking interests. 

t also contains adequate safeguards against “upstream lending” 
and “horizontal lending” in the bank holding company structure. 
While it is true that banks within a bank holding company system 
are subject to Federal or State supervisory authority (and sometimes 
both), fear has been expressed that, improperly but within the present 
law, a bank holding company may take undue advantage of one or 
more banks in itssystem. This it might do by discounting commercial 
paper at the bank with a resulting profit to the bank holding company 
itself but at an unwarranted risk to the bank and its shareholders. 
No widespread abuse of this nature has been brought to the attention 
of your committee, but the provision in the bill prohibiting upstream 
lending should adequately prevent the possibility of any such abuse. 
This provision, in part at least, is in accordance with the recommenda- 
tions of Mr. H. Earl Cook, Chairman of the Federal Deposit Insurance 
Corporation who testified against permitting either upstream or 
downstream dealing. 
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The bill’s requirement for divestment of nonbanking assets will 
help to keep bank ventures in a field of their own. The committee 
was informed of the danger to a bank within a bank holding company 
controlling nonbanking assets, should the company unduly favor its 
nonbanking operations by requiring the bank’s customers to make 
use of such nonbanking enterprises as a condition to doing business 
with the bank. The bill’s divestment provisions should prevent this 
fear from becoming a reality. 


DEFINITION OF BANK HotpInc CoMPANY 


The committee is satisfied that legislation in the bank holding 
field will be adequate if it applies to any company controlling two or 
more banks. In order to accomplish this result, the bill defines a 
bank holding company as one meeting any of the three following tests: 

(1) A company which directly or indirectly owns, controls, or holds 
with power to vote 25 percent or more of the voting shares of each of 
two or more banks or of a bank holding company; 

(2) A company which controls the election of the majority of the 
directors of each of two or more banks; or 

(3) A company for the benefit of whose shareholders or members 
25 percent or more of the voting shares of each of two or more banks 
or a bank holding company is held by trustees. 

The bill also includes in its scope any successor to a bank holding 
company where the relationship between the successor and the bank 
holding company is such that the successor’s acquisition of bank 
shares from the company causes no substantial change in control of 
the bank or beneficial ownership of shares. 

Section 3 (a) of the bill expressly excludes from the definition of bank 
holding company the following: 

(1) A bank controlling shares in a fiduciary capacity, unless the 
shares are held for the profit of the bank’s shareholders; 

(2) A company registered under the Investment Company Act of 
1940 prior to May 15, 1955, and its affiliates, unless the company or 
any affiliate, as the case may be, directly owns 25 percent or more of 
the voting shares of each of two or more banks; 

(3) A company engaged in bona fide underwriting of securities held 
only for a period of time permitting their sale on a reasonable basis; 
and 

(4)-A company formed for the sole purpose for participating in a 
proxy solicitation which acquired control of voting rights during the 
course of such solicitation. 

The exemption for shares held in a fiduciary capacity is necessary 
to enable banks to carry on a normal trust business. ‘The exemption 
for companies registered under the Investment Company Act of 
1940 is included in the bill on the theory that any such company is 
adequately supervised by the Securities and Exchange Commission, 
which administers that act. Among the purposes listed in that act 
are the mitigation of undue concentration of the control of investment 
companies through pyramiding or inequitable methods of control, 
the mitigation of inequitable distribution of such companies, and the 
mitigation of irresponsible management of such companies. Your 
committee believes that SEC regulation in such cases is closely 
akin to the purposes of this bill and that it is therefore unnecessary 
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to require a registrant under the Investment Company Act of 1940 
to be subjected to the additional regulatory authority granted to 
the Board of Governors of the Federal Reserve System by this bill. 
It will not be possible however, for a bank holding company to evade 
regulations under the proposed legislation by registering as an in- 
vestment company since this exception applies only to a bank holding 
company registered under the Investment Company Act of 1940 
prior to May 15, 1955, which does not directly own 25 percent or 
more of the voting shares of each of two or more banks. An affiliated 
company of such a company, within the meaning of the Investment 
Company Act of 1940, is also exempted from the definition of a bank 
holding company under this bill unless the affiliate directly owns 25 
percent or more of the voting shares of two or more banks. 

The exemption of a company engaged in the underwriting of secur- 
ities is included in the bill because of the possibility that such a 
company might happen to acquire title, in the course of its normal 
underwriting business, to 25 percent or more of the voting shares of 
each of two or more banks. Should this transpire, it should be noted 
that the company must dispose of such shares within a period of time 
adequate to permit their sale upon a reasonable basis, in order to 
continue to receive the benefits of exemption from the definition of 
a bank holding company. 

The remaining exemption from the definition of bank holding com- 
pany is included to allow formation of a bona fide stockholders’ 
committee or a similar organization for the sole purpose of soliciting 
proxies in order to gain control of voting rights of shares. Your 
committee is of the opinion that such an exemption is justified in 
order to prevent undue interference with proxy contests. It was 
pointed out that if in the course of such a contest, a company so 
formed acquires control of the voting rights of 25 percent or more of 
the voting shares of each of two or more banks, it might well find 
itself included within the definition of a bank holding company in 
this bill in the absence of a specific exemption. The provision is 
intended to provide an exemption only for qualified companies during 
the course of the proxy contest. The exemption is not intended to 
carry over for the benefit of any such company following the termina- 
tion of the proxy contest. 


DEFINITION OF COMPANY 


Under the bill, only a “company” as defined in the bill can become a 
bank holding company. Company is expressly defined to mean any 
corporation, business trust, association, or similar organization. It 
will be noted that an individual, as such, is not included in this defini- 
tion. Moreover, the definition expressly excludes: (1) any corpora- 
tion the majority of whose shares are owned by the United States or 
any State; (2) any corporation or community chest, fund, or founda- 
tion, organized or operated exclusively as a religious, charitable, or 
educational organization, no part of the net earnings of which inures 
to the benefit of any private shareholder or individual, and no syb- 
stantial part of the activities of which is carrying on propaganda or 
otherwise attempting to influence legislation; and (3) any partnership. 

The first exclusion is provided on the theory that any corporation 
the majority of whose shares are owned by the United States or any 
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State is subject to the control of either the United States or of the 
State owning such shares. The exclusion of religious and other char- 
itable organizations is similar to that granted to such organizations 
under the Internal Revenue Code. The committee’s attention was 
invited to at least one case where a bona fide religious organization 
controls two or more banks as well as nonbanking interests as an inci- 
dent to its main purpose. In the opinion of the committee, even 
though these incidental business activities are organized for the pri- 
mary purpose of profit, the very nature of the religious organization 
itself precludes the possibility of violating the spirit of this bill. 

The third exemption from the definition of “company” is granted 
to any partnership because the attributes of a partnership are similar 
to those presented by an individual in the sense that neither has 
perpetual duration. As the individual’s personal control of business 
activities ceases with his death, any business control exercised by a 
partnership will likewise terminate upon the death of either partner. 
Usualy, the death of an individual who controls banks is accompanied 
by a diffusion of ownership of such banks. 

By way of contrast, corporations and similar organizations may 
have perpetual existence. ‘The death of any individual member of a 
corporation has no effect upon continued control of banks by the 

corporation. This bill is designed to bring under control those types 
of entities that may be used as media for ac quiring and maintaining 
in perpetuity management and control of bank shares or assets. 

The exemptions previously mentioned in this report are the only 
ones given by this bill from the definitions of company and bank 
holding company. All other such organizations are required by the 
bill to subject themselves to such regulation as the bill prescribes as 
a condition to growth by means of bank share or asset acquisition. 

Your committee did not deem it necessary to include within the 
scope of this bill any company which manages or controls no more than 
a single bank. It is possible to conjure up visions of monopolistic 
control of bs inking i in a given area through ownership of a single bank 
with many and widespread branches. “However, in the opinion of 
your committee, no present danger of such control through the bank 
holding company device threatens to a degree sufficient to warrant 
inclusion of such a company within the scope of this bill. Should 
legislation of that nature prove desirable in the future, the Congress 
is free to act upon a showing of need for such a law. 


OrHER DEFINITIONS 


This bill defines banks to include both National banks and State 
banks, savings banks, and trust companies. It excludes, however, 
organizations that do no business in the United States and those 
organized for foreign or international banking under section 25 (9) 
of the Federal Reserve Act. A District bank is defined as a State 
bank organized or operating under the laws of the District of Co- 
lumbia. A State member bank is defined to mean a State bank which 
is a member of the Federal Reserve System. 

The bill defines a subsidiary of a bank holding company in terms 
of a company owned or controlled by a bank holding company under 
the same general tests as laid down for ownership or control exercised 
by a benk holding compeny. 
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A successor is defined as a company acquiring bank shares from a 
bank holding company with no resulting substantial change in bank 
beneficial ownership or control. The Federal Reserve Board is em- 
powered to define successor in more detail by regulation in order to 
prevent evasion of the purposes of this bill. 

The committee is of the opinion that the definitions in this bill will 
adequately cover the organizations which should be included in the 
scope of this bill without unnecessarily encompassing organizations 
that need not be included in order to accomplish the purposes of the 


bill. 
AcQuIRING BANK SHARES OR ASSETS 


The bill makes it unlawful for a company to become a bank holding 
company without prior approval by the Federal Reserve Board. 
It also makes it unlawful, without like approval, for a bank holding 
company to acquire bank stocks or assets as noted in the bill or to 
merge or consolidate with another bank holding company. Federal 
Reserve Board approval is required if after the proposed acquisition 
of voting shares of a bank, the bank holding company will own or 
control, directly or indirectly, more than 5 percent of the bank’s 
voting shares. Like approval is required if a bank holding company 
(or one of its nonbank subsidiaries) wishes to acquire substantially 
all of a bank’s assets. Acquisition of assets, as well as acquisition of 
stock, may be used to gain practical control of a bank’s operations, 
especially at its existing site of operations. In order to encourage 
competitive banking and discourage monopoly of banking, this bill 
provides regulatory control over both types of acquisition. 

For the same reasons, the committee deems it advisable to provide 
for regulatory control over the merger or consolidation of bank 
holding companies. 

In three types of transactions the committee considered it unneces- 
sary to require Federal Reserve Board approval of the acquisition of 
bank shares or assets by a bank holding company. It therefore 
granted exemptions from this requirement— 

(1) if a bank which is a bank holding company acquires bank 
shares in a fiduciary capacity (unless such shares are held for the 
benefit of the bank’s shareholders) ; 

(2) if a bank which is a bank holding company acquires bank 
shares in the regular course of securing or collecting a debt earlier 
contracted in good faith (but such shares must be disposed of 
within 2 years after acquisition); and 

(3) if any bank holding company acquires additional shares of 
a bank as to which it already owns or controls a majority of the 
voting shares. 

The first exemption listed is required to permit the conduct of 
trust business. The second is required to allow the conduct of normal 
bank-lending operations. The third exemption is granted because 
little if any benefit to the public could be achieved by denying .a bank 
holding company the privilege of entrenching more strongly its exist- 
ing majority control of a given bank. 


DeEcISION ON APPLICATION 


The bill contemplates that any Federal Reserve Board approval 
required under its provisions will be sought by application to the 
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Board. Some advocates of bank holding company control legislation 
thought that the bank supervisory authorities (State or Federal Comp- 
troller of the Currency, as the case might be) ought to be given the 
right to decline such an application, regardless of the opinion of the 
Federal Reserve Board. Other advocates of such legislation urged 
that the power of decision be placed in the Federal Reserve Board, 
with the bank supervisory authorities playing only an informal con- 
sulting role. This bill represents a compromise between those two 
positions. It affords the bank supervisory authorities an opportunity 
to file with the Federal Reserve Board a formal recommendation that 
the application be denied. But it also provides that if such a recom- 
mendation is made, the Federal Reserve Board must provide a hearing 
of record after due notice at which the testimony of all interested 
parties may be received, including, of course, the applicant and the 
disapproving bank supervisory authority. After this hearing on the 
merits of the application has been held, the Federal Reserve Board is 
required to grant or deny the application by formal order. The bill 
then affords any party aggrieved by the order the right to a judicial 
review of the order by an appropriate Federal court “of appeals. In 
such a review, the Federal Reserve Board’s findings of facts are con- 
clusive, if supported by substantial evidence. 

This procedure, it appears to your committee, should afford oppor- 
tunity for developing the true merits of an application upon due con- 
sideration of the facts, in instances where the bank supervisory author- 
ity involved expresses written disapproval of the application. It also 
assures adequate recourse to court proceedings for an aggrieved party. 

At the same time, it leaves the Federal Reserve Board free to pro- 
ceed in a more informa] manner in handling an application as to which 
the appropriste bank supervisory authority expresses no written 
disapproval. 

APPLICATION PROCEDURE 


In particular, the bill requires that upon receipt of an application for 
acquisition of bank shares or assets or for merger or consolidation of 
bank holding companies, the Federal Reserve Board shall give notice 
to the appropriate bank supervisory authority. If the applicant or 
the bank whose shares or assets are sought to be acquired is a national 
bank or a district bank, notice must be given to the Comptroller of the 
Currency. If the applicant or the bank whose shares or assets are 
sought to be acquired is a State bank, notice must be given to the 
appropriate State supervisory authority in the interested State or 
States. Thirty days are allowed for any notified authority to submit 
recommendations to the Federal Reserve Board. If within that 
period, any such notified authority disapproves in writing the applica- 
tion, the Federal Reserve Board must so notify the applicant in writ- 
ing. Within 3 days after giving such notice, the Federal Reserve 
Board must give written notificatiog te the applicant and each 
disapproving authori ity of the date fixed for commencement of a hear- 
ing on the application. The hearing must begin from 10 to 30 days 
after the Board has given the applicant written notice of the disapprov- 
ing action by the appropriate supervisory authority. While the dura- 
tion of the hearing is within the discretion of the Federal Reserve 
Board, it must Jast long enough to give all interested parties a reason- 
able opportunity to testify. Only after the conclusion of the hearing 
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may the Federal Reserve Board grant or deny the application. This 
action is to be taken on the basis of the record made at the hearing. 

In acting upon any application for acquisition, merger, or consolida- 
tion, the Federal Reserve Board is required by the bill to consider 
these factors: 

(1) the financial history and condition of each company or 
bank concerned in the application; 

(2) the prospects of each; 

(3) the character of the management of each; 

(4) the convenience, needs and welfare of both the communities 
and the area concerned; and 

(5) whether the effect of the acquisition, merger, or consolida- 
tion would be to expand the size or extent of the bank holding 
company system involved beyond limits consistent with adequate 
and sound banking, the public interest, and the preservation of 
competition in the banking field. 

It is upon the basis of these factors that the Federal Reserve Board 
is to measure whether each application should be granted or denied 
in the public interest. It will be noted that these factors extend 
beyond the nature of those primary in importance to bank super- 
visory authorities in the exercise of their supervisory powers. In 
most instances, safety of the depositor’s funds and adequate banking 
service to the public in the area where the bank operates are upper- 
most in the consideration of such bank supervisory authorities. The 
factors required to be taken into consideration by the Federal Reserve 
Board under this bill also require contemplation of the prevention of 
undue concentration of control in the banking field to the detriment 
of public interest and the encouragement of competition in banking. 
It is the lack of any effective requirement of this nature in present 
Federal laws which has led your committee to the conviction that 
legislation such as that contained in this bill is needed. Under its 
provisions, the expansion of bank holding companies in the banking 
field would not be prohibited, but would be regulated in the public 
interest. 

In view of the adequate opportunity for expression of opinion on 
an application accorded to the Comptroller of the Currency and the 
State bank supervisory authorities in appropriate cases by the bill, 
the committee deems it unnecessary and inadvisable to insert in the 
bill any arbitrary prohibition against the expansion of bank holding 
companies across State lines. Let any application for such expansion 
be decided on its merits in accordance with the procedure outlined in 
this bill. The committee received testimony indicating the public 
benefits which have flowed from the interstate structure of some bank 
holding companies. Like bank holding companies in general, inter- 
state bank holding companies are not evil of themselves. The pro- 
visions of this bill, in the opinion of your committee, provide adequate 
safeguards so that the maintenance or expansion of such bank holding 
companies can be regulated in the public interest. 

The same reasoning led the committee to believe that the bill 
should contain no provision leaving solely to State confrol determina- 
tion of the question as to whether a bank holding company can acquire 
an inierest in a national bank. If our dual banking system is to 
operate as a truly dual system, the Federal authorities ought not to 
surrender their supervisory authority over national banks to State 
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decision. This is not to say the Federal authorities ought not to 
consider carefully the views of State authorities regarding the manage- 
ment and control of national’ banks, but the ultimate determination 
of public interest in the national bank system should rest with the 
appropriate Federal authorities. Within broad areas, banks them- 
selves retain the choice of whether they shall operate as State or 
National institutions. 

In any event, another provision of this bill expressly preserves to 
the States a right to be more restrictive regarding the formation or 
operation of bank holding companies within their respective borders 
than the Federal authorities can be or are under this bill. Under such 
a grant of authority, each State may, within the limits of its proper 
jurisdictional authority, be more severe on bank holding companies 
as a class than (1) this bill empowers the Federal authorities to be or 
(2) such Federal authorities actually are in their administration of 
the provisions of this bill. In the opinion of the committee, this 
provision adequately safeguards States’ rights as to bank holding 
companies. i 

The committee decided against inclusion of a provision in the bill 
that would automatically apply State laws concerning branch bank- 
ing to bank holding company operations. The purposes of branch 
banking laws are not identical with the purpose of this bill to control 
bank holding companies. Moreover, branch banking is mostly 
conducted by the use of depositors’ funds, thus making the protection 
of these funds of prime importance. Bank holding companies, 
however, as such have no depositors. For operating funds they have 
recourse to equity capital supplied by their shareholders. It is be- 
lieved the bill contains adequate provisions to regulate bank holding 
company operations without an arbitrary tiein with branch banking 
laws. 

No pretense is made that this bill will regulate all forms of central- 
ized control of financial institutions. As previously noted, it does not 
include chain banking, where several banks are controlled by a single 
individual. Nor s it attempt to regulate centralized control of 
such financial institutions as savings and loan associations or insur- 
ance companies. It has been designed to provide appropriate regu- 
lation of centralized control of banking institutions by bank holding 
companies as defined in the bill. 


DIVESTMENT OF NONBANKING ASSETS 


The bill prohibits a bank holding company from acquiring, after 
the passage of this bill, ownership or control of any voting shares of 
any company which is not a bank. It also provides that existing 
bank holding companies cannot retain ownership or control, for more 
than 2 years after the date of passage of this bill, of any voting shares 
of a company which is not related to banking. Nor can any such 
company engage in a business other than banking or managing or 
controlling banks or furnishing or performing services for any bank 
of which it owns or controls 25 percent or more of the voting shares. 
Upon application by a bank holding company, the Federal Reserve 
Board is authorized to extend the 2-year deadline for periods of not 
more than 1 year at a time, provided that in no event can the exten- 
sions extend the total divestment period to longer than 5 years after 
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the date of enactment of the bill, or 5 years after the date upon which 
a company becomes a bank holding company, whichever is later. 
Appropriate exceptions are made in the bill in order to enable bank 
holding companies to retain ownership and control of nonbanking 
assets in cases where such retention will not violate the purposes of 
the bill. Seven classes of such exemptions are provided as follows: 

(1) Shares owned or acquired by a bank holding company in a com- 
pany engaged solely in holding or operating properties used primarily 
by a bank in the bank holding company system or acquired for future 
use of such bank in its operations; and shares owned or acquired by 
a bank holding company in any company engaged solely in conducting 
a safe deposit business or serving the holding company and banks in 
the holding company system with respect to such functions as audits, 
appraisals, investment counsel, or the liquidation of assets acquired 
from the bank holding company and the banks within the bank hold- 
ing company system; 

(2) Shares acquired by a bank holding company that is a bank or 
any of its banking subsidiaries in satisfaction of a debt previously 
contracted in good faith (in which event such shares must be disposed 
of within 2 years after their acquisition or 2 years after the passage 
of this bill, whichever is later); 

(3) Shares acquired by a bank holding company from any of its 
subsidiaries by virtue of action initiated by any examining Federal 
or State authority (but such shares must be disposed of within 2 years 
after their acquisition or 2 years after the passage of this bill, which- 
ever is later); 

(4) Shares held or acquired in a fiduciary capacity by a bank 
holding company that is a bank or shares eligible for investment by 
national banks; 

(5) Shares of any company that do not represent more than 5 
percent of the company’s outstanding voting securities and that do 
not have a value greater than 5 percent of the total asset value of the 
bank holding company; 

(6) Shares of any company whose activities of a financial, fiduciary, 
or insurance nature are determined by the Federal Reserve Board to 
be so closely related to the banking business as to constitute a proper 
incident to that business, and to make unnecessary the divestment of 
such shares in order to carry out the purposes of the bill; or 

(7) Any bank holding company which is a labor, agricultural, or 
horticultural organization. 

It seems obvious that the foregoing exemptions with reference to 
bank premises, safe-deposit businesses, bank-servicing organizations, 
collection of debts, involuntary acquisition of shares, and acquisition 
of shares in a fiduciary capacity, or permissible investments for 
national banks, are all appropriate in order to enable a bank holding 
company to carry on operations closely related to banking. The 
same reasoning dictates the inclusion of exemption (5). Moreover, 
control of no more than 5 percent of the voting securities of a company 
is not deemed adequate for effective control of that company. It 
should be further noted that no bank holding company can enjoy the 
benefits of this exemption if its investment in the shares of the com- 
pany exceed 5 percent of the total asset value of the bank holding 
company. 
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Exemption (6) has been included by the committee as a necessary 
provision to enable the administering authority under this bill to 
permit the retention by a bank holding company of activities found 
to be closely related to banking. It should be noted that the Board 
is required to make its determination after due notice and hearing 
and on the basis of the record made at the hearing. The Federal 
Reserve Board’s action is required to be taken in the form of an 
order, as to which any aggrieved party can obtain a review in the 
appropriate court of appeals. In the opinion of your committee, 
certain activities of a financial, fiduciary, or insurance nature are 
obviously so closely related to banking as to require no divestment 
by a bank holding company. For example, the operation of a credit 
life-insurance program in connection with bank loans is clearly within 
the scope of banking operations as presently conducted. So is the 
operation of an imsurance program under which the insurance pro- 
ceeds retire the outstanding balance of the mortgage upon the death 
of the mortgagor in cases where the bank holds the mortgage. How- 
ever, there are many other activities of a financial, fiduciary, or 
insurance nature which cannot be determined to be closely related 
to banking without a careful examination of the particular type of 
business carried on under such activity. For this reason your com- 
mittee deems it advisable to provide a forum before an appropriate 
Federal authority in which decisions concerning the relationship of 
such activities to banking can be determined in each case on its 
merits. 

Exemption (7) concerning labor, agricultural and_ horticultural 
organizations is closely akin to the similar exemption from Federal 
income taxes granted to such organizations. In order to be entitled 
to the exemption under this bill, no net income derived by anv such 
organization can inure to the benefit of anv individual. Such organ- 
izations must be formed primarily for the betterment of the working 
conditions of their members, in the case of labor organizations, and 
for the improvement in grade of agricultural or horticultural products 
in the case of agricultural or horticultural organizations. As in the 
case of the Federal income tax exemption, such agricultural and horti- 
cultural organizations as county fairs, quasi-public in nature, that 
are designed to encourage better products through a system of awards, 
would qualify for exemption under this bill. However, the growing 
of agricultural or horticultural products for profit by an agricultural 
or horticultural organization would not entitle such organization to 
the benefits of exemption from the divestment features of this bill. 

The seven specific classes of exemption from the divestment require- 
ments of the bill do not excuse those exempted from compliance with 
the remaining provisions of the bill. Such exempted organizations 
or companies will be required to register under the bill with the Federal 
Reserve Board and to obtain the approval of that Board in the event 
the organization or company wishes to acquire additional voting shares 
or assets of any bank, if such approval is otherwise required under 
the bill for bank holding companies. 

Your committee holds the opinion that bank holding companies 
should confine their activities to the control and management of 
banks and activities closely related to banking. They should not 
combine management and control of banking activities with manage- 








14 CONTROL OF BANK HOLDING COMPANIES 


ment and control of nonbanking activities. The divestment require- 
ments in this bill are designed to remove the danger that a bank 
holding company might misuse or abuse the resources of a bank it 
controls in order to gain an advantage in the operatiou of the non- 
banking activities it controls. 

The committee gave consideration to a suggestion that present bank 
holding companies be allowed to retain their existing nonbanking 
assets and that the bill merely prohibit such companies from acquiring 
additional nonbanking assets. However, the committee believes that 
to adopt this course of action would cive an unfair competitive ad- 
vantage to existing bank holding companies over bank holding com- 
panies which might be formed in the future consistent with the pro- 
visions of this bill, Your committee believes that in general all bank 
holding companies should be required to observe the same ground 
rules concerning formation and operation, insofar-as Federal legislation 
is concerned. 

ADMINISTRATION 


This bill centralizes Federal administrative control under the bill in 
the Board of Governors of the Federal Reserve System. It requires 
that each bank holding company, as defined in the bill, register with 
the Board within 180 days after the passage of the bill, or within 180 
days after becoming a bank holding company, whichever is later. 
Registration forms prescribed by the Federal Reserve Board are to 
require information deemed appropriate by the Board with respect to 
the financial history and condition of the registering bank holding 
company and the banks it controls, information concerning the opera- 
tion and management of such company and banks, the relationships of 
such company with banks and other organizations, and similar matters 
appropriate to carry out the purposes of the bill. Discretion is given 
to the Board to extend the time within which a bank holding company 
must register and file the required information. 

The Federal Reserve Board is granted authority to issue appropriate 
regulations and orders in order to carry out the purposes of the bill 
and to prevent evasion of its provisions. The Federal Reserve Board 
is also empowered to require reports under oath so that it may be 
informed as to compliance with the provisions of the bill and regula- 
tions and orders issued in accordance with its provisions. The Board 
is expressly authorized to make examinations of each bank holding 
company and each of its subsidiaries at the expense of the holding 
company. In order to prevent unnecessary duplication, the bill 
requires the Board, in administering the provisions of. the bill, as far 
as possible, to make use of examination reports made by the Comp- 
troller of the Currency, the Federal Deposit Insurance Corporation, 
or the appropriate State bank supervisory authority. 

The bill further requires the Board to submit to the Congress, 
within 2 years after the passage of the bill, a report of the results of 
the administration of the provisions of the bill, stating any substantial 
difficulties encountered and any recommendations for changes in the 
law which the Board deems advisable. Following the date of submis- 
sion of the original report, the Federal Reserve Board is required 
thereafter to submit an annual report of the same nature. In view 
of the complexities which may be encountered in untangling the 
operations of bank holding companies in order to coiply with the 
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provisions of the bill, your committee is of the opinion that the Board 
should be allowed a 2-year period within which to prepare and submit 
its report to the Congress. 


PROHIBITION OF UpsTREAM OR HorizonTaL BorRROWING 


Your committee received testimony to the effect that one of the 
dangers inherent in the bank holding company system is that the 
parent company may take undue advantage of the resources of its 
subsidiary banks. To prevent that situation from arising, the bill 
prohibits in general the borrowing of subsidary bank funds by a 
bank holding company or by another subsidiary in the bank holding 
company system. The bill does not prohibit the borrowing of funds 
by any subsidiary in the system from the parent bank holding com- 
pany. Such downstream financing is one of the beneficial advantages 
cited to your committee in the use of the bank holding system tech- 
nique. Downstream financing enables the bank holding company 
to draw on the equity capital of its shareholders and its own operating 
funds in order to strengthen the financial condition of any one or 
more of its subsidiaries. In the past, this has operated not only to 
the advantage of the bank holding company system itself, but also 
to the advantage of shareholders and depositors of the subsidiary 
bank so assisted and the public served by the subsidiary bank. 

In particular, the bill makes it unlawful for a bank after the passage 
of re bill: 

) To invest its funds in the capital stock, bonds, debentures or 
ae : obligations of its parent bank holding company or of any other 
are ary within the bank holding company system; 

To accept the capital stock, bonds, debentures or other obliga- 
Boke of its parent bank holding company or of any other subsidiary 
within the bank holding company system, as collateral security for 
advances made to any person or any company (except that this does 
not prohibit the acceptance of such securities as security for pre- 
viously contracted debts, as long as the collateral is not held by the 
bank for more than 2 years); 

(3) To purchase securities, other assets or obligations, under a 
repurchase agreement either from its parent bank holding company 
or from any other subsidiary within the bank holding company 
system; and 

(4) To make any loan, discount or extension of credit to its parent 
bank holding company or to another subsidiary within the bank 
holding company system. 

The bill makes it clear that its provisions do not prohibit noninterest 
bearing deposits to be made to the credit of a bank, nor do they 
prohibit giving immediate credit to a bank on uncollected items 
received in the ordinary course of business. 

The bill provides three classes of exemptions from the provisions 
concerning borrowing from a subsidiary bank. These provide that 
the by 1m and horizontal borrowing restrictions do not apply: 

(1) To the capital stock, bonds, debentures, or other obligations 
sf @ company engaged in ‘holding bank properties, a safe deposit 


ran ‘ss, or a bank servicing business of the nature described in section 
4 (c) (1) of the bill; 
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(2) To any company which became a subsidiary due to a bona fide 
debt to the bank contracted before it became a subsidiary ; or 

(3) To any company that became a subsidiary due to the ownership 
or control of its voting shares by the bank in a fiduciary capacity 
(unless the shares are held for the benefit of a majority of the bank’s 
stockholders). 


Tax Rewer ror Distriputions MADE 


H. R. 6227, as passed by the House of Representatives, would add 
a new part VIII to subchapter O of the Internal Revenue Code of 
1954. Under this new part, tax relief is accorded to distributions madé 
pursuant to the provisions of this bill within the period prescribed 
therein. Your committee has adopted the tax provisions contained in 
the House bill with certain technical changes. 

In general, a corporation which comes within the terms of the act as 
a bank holding company is given its choice of two alternative routes 
(that is, to remain a bank holding company, or to dispose of its interests 
in banks). 

If the corporation decides to remain a bank holding company subject 
to the supervision of the Federal Reserve Board, it may distribute any 
“prohibited property,” which the Board certifies is necessary or appro- 
priate to comply with the act, to its shareholders without the recog- 
nition of gain by the shareholders on the distribution. For this pur- 
pose “prohibited property,” in general, means stock, securities and 
other obligations, or other assets of nonbanking businesses to the extent 
the bank holding company is required to divest itself of such assets 
under section 4 (a) of the bill. The term, however, does not include 
cash, Government bonds, or certain short-term obligations. In the 
ordinary case cash and cash equivalents, such as Government bonds 
and short-term obligations, will not come within section 4 (a) of the 
bill as property which must be disposed of by the bank holding com- 
pany. It is believed desirable, however, to expressly exclude cash, 
etc., from the definition of “prohibited property,” since a similar ex- 
clusion is contained in the comparable provisions of part VI of sub- 
chapter O, relating to exchanges in obedience to SEC orders. 

With respect to the distributing corporation, the usual provisions 
of the Internal Revenue Code of 1954 apply. Under these provisions, 
gain generally is not recognized to the distributing corporation except 
under unusual circumstances such as the distribution of LIFO inven- 
tory, the distribution of property subject to a liability in excess of 
the adjusted basis, or the distribution of certain installment obligations. 

The distribution of “prohibited property” may be made either 
directly to the shareholders of the corporation which is a bank holding 
company or may be transferred to a wholly owned subsidiary expressly 
created for purposes of receiving the prohibited property. The stock 
of the subsidiary must be immediately distributed to the shareholders 
of the corporation which is a bank holding company if the distribution 
is to be made under this bill without the recognition of gain to the 
shareholders. 

If a corporation which qualifies as a bank holding company under 
the act chooses the second alternative route, it may distribute to its 
shareholders any bank stock or other property of a kind which causes 
it to be a bank holding company, without the recognition of gain to 
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the recipient stockholders. The Board must certify, however, that 
distribution of property of that kind is necessary or appropriate to 
effectuate the policies of the bill. In such a case, the corporation 
may, for example, distribute to its shareholders all of its shares of 
bank stock without the recognition of gain even though it would be 
possible to retain shares of stock in one bank without being classified 
as a bank holding company. Your committee believes that this 
treatment is necessary because a corporation which is compelled to 
divest itself of part of its bank stock by reason of the bill may wish 
to distribute all of its shares of bank stock, so that no possibility will 
exist that it will be classified as a bank holding company in the future. 

Your committee contemplates that the Federal Reserve Board in 
the discharge of its functions in making certifications that exchanges 
and distributions are necessary or appropriate to effectuate the pur- 
poses of the bill will carefully scrutinize the facts and circumstances 
in each case to prevent abuses and will cooperate fully with the 
Treasury Department to this end. Although the time of recognition 
of gain may be legitimately shifted under the provisions of this part, 
nothing in these provisions is to be construed or applied in such 
manner as to permit tax evasion or sham transactions entered into 
for avoiding tax. 

Your committee has restricted the nonrecognition treatment de- 
scribed above the property which was owned on May 15, 1955. This 
restriction is deemed necessary to prevent corporations from purchas- 
ing interests in banks or other property in order that their shareholders 
may get the benefit of the tax treatment provided in the bill. The 
restriction would not apply, however, if the property was received in 
a transaction in which gain was not recognized because oi the general 
rules described above. For example, if prohibited property was dis- 
tributed by a subsidiary to its parent in a corporate chain without 
recognition of gain to the parent by reason of these provisions, the 
parent, in turn, may distribute the property to its own shareholders 
without recognition of gain under a certification by the Board, even 
though the property was acquired by the parent after May 15, 1955. 
Similarly, the May 15, 1955, cutoff date is not applicable where the 
prohibited property or bank stock (or other similar property) certified 
by the Board is transferred to a wholly owned subsidiary created for 
that purpose and the stock of the subsidiary is immediately distributed 
by the qualified bank holding corporation to its shareholders. 

As in the case of the first alternative route, nonrecognition treat- 
ment is available whether the bank stock or other similar property 
certified by the Board is distributed directly to shareholders or whether 
it is first transferred to a wholly owned subsidiary expressly created for 
that purpose and the stock of the subsidiary is then immediately 
distributed to the shareholders of the parent. 

To prevent certain tax avoidance possibilities that might otherwise 
exist, your committee's bill does not extend nonrecognition treatment, 
under the general rules described above, to any portion of a distribu- 
tion attributable to a contribution to the capital of any corporation 
where the contribution is made after May 15, 1955. This restriction 
applies whether or not the contribution to capital is made by a share- 
holder of the corporation receiving such contribution. In the case of a 
contribution to the capital of a bank, however, the limitation does not 
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apply if it is determined that avoidance of Federal income tax was 
not a principal purpose of the contribution. 

Where the nonrecognition treatment has been extended to ‘pro- 
hibited property’ which has been distributed by the corporation 
which is a bank holding company, a final certification must be obtained 
from the Board that the corporation has divested itself of all property 
necessary for compliance with the bill within the statutory period 
permitted for divestment. If this final certification is not obtained, 
the transactions previously permitted to be made without recognition 
of gain are reopened and tax may be imposed in such cases. For 
this purpose the statute of limitations on assessment of a deficiency 
resulting solely from the distribution of prohibited property which 
has been certified by the Board under section 1101 (a) does not 
expire until 5 years after the corporation gives notification that the 
period prescribed in section 4 (a) of the bill has expired. 

A similar final certification is required where nonrecognition treat- 
ment has been originally accorded to the distribution of bank stock or 
similar property of a kind which the Board has certified as necessary 
so that the corporation will cease to be a bank holding company. In 
this case the tax provisions of the bill provide that the Board must 
give a final certification that the corporation has ceased to be a bank 
holding company within 2 years after the date of enactment of the bill 
or 2 years after the date on which the corporatian becomes a bank 
holding company, whichever is later, unless the time has been extended 
by the Board for 1-year renewals not to exceed 5 years from the date of 
enactment of the bill or the date on which the corporation becomes @ 
bank holding company, whichever is later. The statutory period for 
the assessment of a deficiency resulting solely from such distribution 
is extended in the same manner as in the case of the distribution of 
prohibited property. 

The basis of stock or other property received by a distributee 
without recognition of gain under the provisions of the bill is deter- 
mined by allocating the adjusted basis of the stock with respect to 
which the distribution was made between such stock and the property 
so distributed. This rule is similar to the general rule for allocation 
of basis in the case of a stock dividend. The bill provides that the 
allocation shall be made under regulations provided by the Secretary 
or his delegate. 

PENALTIES 


The bill provides adequate penalties for violation of its provisions, 
after conviction. In particular, any company convicted of willful 
violation of any provision of the bill or any regulation or order issued 
by the Federal Reserve Board pursuant to its provisions is subject to 
a fine of not more than $1,000 a day for each day during which the 
violation continues. Any individual convicted of willful participation 
in a violation of any provision of the bill is subject to a fine of not 
more than $10,000 or imprisonment for not more than 1 year; or both. 
Every officer, director, agent and employee of a bank holding company 
is made subject to the same penalties for false entries in any book, 
report, or statement of the bank holding company as apply to corre- 
sponding officials and employees of member banks of the Federal 
Reserve System for false entries in any books, reports, or statements 
of such member banks under section 1005 of title 18 of the United 
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States Code. This section of the code provides for a maximum fine 
of $5,000 or a maximum term of imprisonment for not more than 5 
years, or both. 


SavinG PRovIsION 


The bill provides that none of its provisions are to be construcd as 
approving any act, action or conduct in violation of existing law. It 
also provides that nothing i in the bill shall constitute a defense to any 
action, suit, or proceeding pending or later instituted on account of 
any prohibited antitrust or monopolistic act, action or conduct. In 
the opinion of your committee, approvals granted and action permitted 
under the provisions of this bill are not to supersede the provisions of 
other Federal laws, particularly those designed to control monopoly 
or break up trusts. For example, the Clayton Act has been judicially 
determined to apply to banks. Under the provisions of that act, the 
Federal Reserve Board has an administrative role to play in deter- 
mining whether banks comply with the requirements of the Clayton 
Act. Under the provisions of this bill, any action taken by the Federal 
Reserve Board in accordance with its terms is not to interfere in any 
manner with the performance by the Board of such functions as may 
be assigned to it under the Clayton Act. 


CONCLUSION 


As previously outlined in this report, your committee has been 
giving consideration to this matter for several years. In its opinion 
the present bill, properly administered, will safeguard the interests 
of the public in the formation and operation of bank holding com- 
panies. It represents a compromise designed to meet acceptance of 
proponents of this type of legislation, while at the same time being 
fully fair to the companies to which the provisions of the bill will 
apply. Exemptions from its provisions have been kept to a minimum. 
Under its terms, the operations of bank holding companies will not 
be prohibited, but they will be confined to banking activities and 
regulated in the public interest. In view of the lack of adequate 
legislation concerning the formation and operation of bank holding 
companies, your committee strongly urges the passage of this bill. 
Perfecting amendments may then be considered upon their merits 
by any subsequent Congress. Proper observance of the Congress’ 
duty to the citizens of this Nation demands the enactment of appro- 
priate legislation in this field. 


SECTION-BY-SECTION ANALYSIS OF THE BILL 


Section 1.—This section provides that this act may be cited as the 
Bank Holding Company Act of 1955. 

Section 2.—This section defines the terms used in the bill. 

Subsection (a) defines the term “bank holding company” to mean 
(1) any company which directly or indirectly owns or controls 25 
percent or more of the voting shares of 2 or more banks or of a company 
which is or becomes a bank holding company by virtue of this act; or 
(2) any company controlling the election of a majority of the directors 
or 2 or more banks; or (3) any company for whose shareholders 
trustees hold 25 percent or more of stock of 2 or more banks or of 
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bank holding company. A successor to any such bank holding 
company is deemed to be a bank holding company as of the date the 
predecessor company became a bank holding company. Excluded 
from the definition are (a@) any bank controlling shares in a fiduciary 
capacity (unless controlled for benefit of the lanbie shareholders) ; 
(6) any company or affiliate registered under Investment Company 
Act of 1940, prior to May 15, 1955, unless it owns 25 percent of shares 
of 2 or more banks; (c) any company engaged in underwriting securi- 
ties; and (d) any company formed for the purpose of soliciting praxies. 

Subsection (b) defines the term “company” to include any corpora- 
tion, business trust, association, or similar organization. However, (1) 
any company the majority of the shares of which are owned by the 
Federal Government or by any State, (2) any nonprofit religious, 
charitable, or educational organization, and (3) any partnership—are 
excluded from the definition. 

Subsection (c) defines the term “bank” to include any national or 
State bank, savings bank or trust company, but excludes any organi- 
zation which does not do business within the United States. The 
subsection also defines the terms ‘State member bank” and “district 
bank.” 

Subsection (d) defines a “subsidiary” of a specified bank holding 
company in terms of the tests applicable to a bank holding company. 

Subsection (e) defines the term ‘‘successor”’ and gives the Board of 
Governors of the Federal Reserve System the right by regulation to 
further define the term “‘successor”’ to the extent necessary to prevent 
evasion of the purposes of the act. 

Subsection (f) makes clear that where the term “Board” is used in 
the act the reference is to the Board of Governors of the Federal 
Reserve System. 

Section 3.—The provisions of this section relate to future acquisi- 
tions of bank shares or bank assets by bank holding companies or by 
companies which thereby would become bank holding companies and 
to the merger or consolidation of bank holding companies. 

Subsection (a) makes it unlawful except with prior Board approval 
(1) for a company to become a bank holding company; (2) for a bank 
holding company or subsidiary to acquire more than 5 percent of the 
voting shares of any bank; (3) for a bank holding company or sub- 
sidiary, other than a bank, to acquire substantially all the assets of a 
bank; or (4) for a bank holding company to merge or consolidate with 
any other bank holding company. This prohibition does not apply 
to (a) any bank holding company, which is a bank acquiring shares in 
a fiduciary capacity (unless for benefit of its own shareholders) or in 
collecting debt (but must divest in 2 years), and (6) any bank holding 
company, which is a bank acquiring additional shares in a bank of 
which it owns a majority of the voting shares. ‘ 

Subsection (b) provides that 30 days before approving any acquisi- 
tion, merger or consolidation, the Board shall notify: (i) Comptroller 
of the Currency if bank to be acquired is a national or District bank; 
(ii) State supervisory authority if bank being acquired is a State 
bank. If such notified authority disapproves it in writing within 30 
days, the Board will hold a hearing to grant or deny the application. 

Subsection (c) sets forth the standards to be followed by the Board 
in granting or denying approval including (1) bank holding company’s 
and bank’s financial history and conditions; (2) prospects; (3) man- 
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agement; (4) convenience, needs, and welfare of area concerned; and 
(5) sound banking, public interest, and bank competition. 

Section 4.—This section relates to bank holding company interests 
in nonbanking organizations and provides for separation of banking 
and nonbanking interests. 

Subsection (a) prohibits a bank holding company from acquiring or 
retaining voting shares of any nonbank company or engaging in a 
business other than (1) banking, (2) managing or controlling banks, 
or (3) furnishing services to or providing services for a subsidiary 
bank. Divestment of nonbank business is required within 2 years 
after the date of this act or from date of becoming a bank holding 
company, whichever is later. The Board may extend this time up 
to not more than 5 years. 

Subsection (b) prohibits a bank holding company after 2 years from 
date of enactment from (1) making any statement on its shares that 
they represent shares of any other company except a bank or a bank 
holding company, or (2) conditioning in any manner ownership, sale, 
or transfer of its shares upon the ow nership, sale or transfer of shares 
of any other company except a bank or a bank holding company. 

Subsection (c) provides appropriate exemptions to the blanket 
prohibitions on bank holding company investments or activities set 
forth in subsection (a). 

Paragraph (1) exempts investments by a bank holding company in 
companies obviously incidental to the business of banking, such as 
holding bank premises, conducting a safe deposit business, or - providing 
services such as auditing, appraisal, and investment counsel, or in 
liquidating assets acquired from the bank holding company or its sub- 
sidiaries. 

Paragraph (2) exempts for a 2-year period investments acquired 
by a bank holding company which is a bank, in satisfaction of a debt 
previously contracted. 

Paragraph (3) exempts for a 2-year period investments acquired by 
a bank holding company from any subsidiary which is requested to 
dispose of suc h investment by a Federal or State examining authority. 

Paragraph (4) exempts investments held by a bank (whic th is a 
bank holding company) in a fiduciary capacity, and investments 
eligible for national bank investment under section 5136 of the Re- 
vised Statutes. 

Paragraph (5) exempts limited general investments of a bank holding 
company from the investment prohibitions of the act. A bank holding 
company may own investments in any company provided such invest- 
ment does not include more than 5 percent of the outstanding voting 
securities of such company and provided the value of the investment 
does not exceed 5 percent of the total assets of the holding company. 

Paragraph (6) authorizes the Board to exempt shares of any com- 
pany all the activities of which are of a financial, fiduciary, or insur- 
ance nature and are determined to be so closely related to the busi- 
ness of banking as to be a proper incident thereto. 

Paragraph (7) exempts any bank holding company which is a labor, 
agricultural or horticultural organization. 

Section 5.—This section sets forth powers and duties with respect 


to the registration, making of reports and examination of bank holding 
companies. 
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Subsection (a) requires bank holding companies to register and file 
requisite information with the Board within a period of 180 days and 
grants the Board the right to extend such period. 

Subsection (b) authorizes the Board to issue regulations and orders 
necessary in administration of the act. 

Subsection (c) gives the Board authority to require reports from 
and make examinations of bank holding companies and their subsid- 
iaries. To avoid duplication of effort, use, so far as possible, will be 
made of examination reports of the Comptroller of the Currency, the 
Federal Deposit Insurance Corporation, or appropriate State bank 
supervisory authorities. 

Subsection (d) requires the Board within 2 years and annually there- 
after to report to the Congress on operations under the act and to 
make any recommendations as to changes in the law which appear 
desirable to the Board. ' 

Section 6.—This section prohibits a bank subsidiary from investing 
any of its funds in or lending any of its funds to its parent bank holding 
company or subsidiaries thereof and the subsidiary bank may not 
accept the securities of its parent bank holding company or subsidiaries 
thereof as collateral for any loan except for debts previously con- 
tracted. The subsidiary bank may not purchase asseis or securities 
under a repurchase agreement from its parent holding company or 
from any of the subsidiaries of that holding company. Routine 
banking transactions between subsidiary banks are not treated as 
extensions of credit and do not fall within the prohibitions of this 
section. Also exempted from the self-dealing prohibitions of this 
section are securities of (1) a company described in section 6 (c) (1) 
(activities incidental to bank operations), (2) a company the sub- 
sidiary status of which arises out of a previously contracted bona fide 
debt, or (3) a company the subsidiary status of which arises through 
ownership of securities in a fiduciary capacity, except where such 
ownership is for the benefit of all or a majority of the stockholders of 
the bank. 

Section 7.—This section makes clear that there is reservation of the 
richts of any State for exercise of such powers as it has or may here- 
after have with respect to banks, bank holding companies, and the 
subsidiaries thereof in a manner more restrictive than the provisions 
of this bill. 

Section 8.—This section provides penalties for willful violation of 
the act or any regulations or orders issued by the Board pursuant 
thereto. Upon conviction a company may be fined $1,000 for each 
day the violation continues and an individual upon conviction may 
be subjected to a $10,000 fine or 1 year imprisonment or both. Offi- 
cers of employees of a bank holding company are made subject to the 
same penalties for making false entries in books, reports, or state- 
ments that are applicable to officers or employees of Federal Reserve 
member banks ($5,000 fine or 5 years’ imprisonment or both). 

Section 9.—This section provides that any person aggrieved by an 
order of the Board may obtain a judicial review of such order in the 
United States Circuit Court of Appeals. The findings of the Board 
as to the facts shall be conclusive, if supported by substantial evidence. 

Section 10.—This section amends subchapter O of chapter 1 of the 
Internal Revenue Code of 1954 by adding a new part VIII. This 
part VIII specifies the extent to which (during a transition period 
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after the enactment of the bill) gain will not be recognized upon 
receipt of property by a shareholder of a bank holding company, if 
such distribution is made pursuant to a certification by the Board 
of Governors of the Federal Reserve System that such distribution 
is necessary or appropriate to effectuate the Bank Holding Company 
Act of 1955. The provisions of the new part VIII are restricted by 
their own terms to the gain directly attributable to the receipt of 
property in the distributions specifically described. 

The rules contained in part VIII are in addition to the other pro- 
visions of subtitle A of the Internal Revenue Code of 1954 (such as 
provisions relating to the recognition or nonrecognition of gain to a 
corporation making distributions, the provisions under which tax-free 
reorganizations may be effectiiated, etc.). Many of these other pro- 
visions are contained in subchapter C of chapter 1 of such code (re- 
lating to corporate distributions and reorganizations). The provisions 
of part VIII supersede the other provisions of chapter 1 only in the 
cases qualifying under part VIII, and in those cases only to the extent 
specific provision is contained in part VIII. 

Your committee has adopted the tax provisions contained in the 
House bill with certain technical changes. 

Section 1101 sets forth the conditions for nonrecognition of gain 
attributable to distributions of property by a qualified bank holding 
corporation when received by the shareholder with respect to his stock 
in such corporation. In addition rules are provided as to the date the 
qualified bank holding corporation must have acquired the property 
before it can be distributed with no gain recognized to its shareholders 
as a result of the distribution. This section also prescribes certain 
conditions which must be fulfilled before any such distributions of 
property will obtain the nonrecognition of gain benefits of its pro- 
visions. 

Subsection (a) of section 1101 provides that a distribution of 
prohibited property by a qualified bank holding corporation with 
respect to its stock and without the surrender by the shareholder of 
any stock or securities in such corporation will not result in any gain 
being recognized on the receipt of such property by the shareholder if 
the Board has, before the distribution, certified that the distribution 
of such property is necessary or appropriate to carry out the first 
sentence of section 6 (a) of the Bank Holding Company Act of 1955. 
On the date of distribution the distributing corporation must have 
been a qualified bank holding corporation. The first sentence of 
section 6 (a) provides in general that it shall be unlawful for any 
bank holding company, oy 2 years from the effective date of the 
Bank Holding Company Act of 1955, to own any shares or other 
securities or ob ligations of ro company other than a bank or to engage 
in any business other than that of banking, or of managing or con- 
trolling banks, or of the kind of businesses enumerated in section 
6 (c) (1) of the act. However, such section 6 (c) sets forth certain 
exceptions and permits the holding by a bank holding company of 
certain types of property. 

Subsection (b) of section 1101 applies to a distribution of property 
by a qualified bank holding corporation, with respect to its stock, to a 
shareholder without the surrender by the shareholder of stock or se- 
curities in such corporation where the Board has before the distribu- 
tion certified that (1) such property is of a kind which causes such 
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corporation to be a bank holding company, (2) the disposition of 
property of that kind is necessary to enable such corporation to cease 
being a bank holding company, and (3) the distribution is necessary 
or appropriate to effectuate the policies of the Bank Holding Company 
Act of 1955. In the case of a distribution falling within subsection 
(b), no gain to the shareholder upon the receipt of such property is to 
be recognized. Property which is intended to be covered by sub- 
section (b) of section 1101 is that property or properties which is of a 
kind which causes a company to be a bank holding company within 
the provisions of section 3 (a) of the Bank Holding Company Act of 
1955. Thus, assuming that all the conditions of this part are met, a 
qualified ban< holding corporation may distribute to its shareholders 
without the recognition of gain to them upon such distribution, part 
or all of the voting shares of one or more of the banks the ownership 
of which voting shares was the basis upon which such corporation is 
a bank holding « company, if the Board makes the certification required 
by paragraph (2) of subsection (b). Furthermore, if any corporation 
was held by the Board to be a bank holding company under clause 2 
of section 3 (a) of the Bank Holding Company Act, and if such corpo- 
ration is a qualified bank holding corporation as required by this part, 
such corporation would be permitted to distribute whatever property 
it owned upon the basis of which such determination was made by 
the Board to its shareholders without recognition of the gain on the 
distribution, if the Board certifies in accord with paragraph (2). 

A qualified bank holding corporation which distributes prohibited 
property with respect to which the Board has certified as required by 
paragraph (2) of subsection (a), may not have any distributions 
qualify under subsection (b). If the first distribution under this part 
falls under subsection (b), no distribution mey qualify under sub- 
section (a). It is the intent of these subsections that a qualified 
bank holding corporation must determine whether it will dispose of 
prohibited property and remain a bank holding company or whether 
it will dispose of the property upon the basis of which the corporation 
is determined to be a bank holding company. 

Subsection (c) of section 1101 is a limitation upon the application 
of subsections (a) and (b). Subparagraph (A) of paragraph (1) of 
subsection (c) specifically excludes from the application of subsections 
(a) and (b) of section 1101 any property which a qualified bank holding 
corporation acquired after May 15, 1955, except to the extent such 
corporation received such property (even though subsequent to May 
15, 1955) and gain was not recognized by reason of subsection (a) or 
(b), or unless the property was received by the corporation in exchange 
for all of its stock in an exchange to which paragraph (2) or (3) of 
subsection (c) applies. 

Under subparagraph (B) of paragraph (1), neither subsection (a) 
nor (b) of section 1101 is applicable to the distribution by a qualified 
bank holding corporation of property which was acquired by such 
corporation in a distribution with respect to stock acquired by it 
after May 15, 1955, unless such stock was acquired by it (1) in a dis- 
tribution (with respect to stock held by it on May 15, 1955, or with 
respect to stock in respect of which all previous applications of this 
clause are satisfied) with respect to which gain to it was not recognized 
by reason of subsection (a) or (b) of section 1101, or (2) in exchange 
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for all of its stock in an exchange meeting the requirements of section 
1101 (c) (2) or (3). 

Paragraph (2) of subsection (c) of section 1101 is an exception to 
the general rule of paragraph (1) of subsection (c) that subsections 
(a) and (b) do not apply to any property acquired by the distribut- 
ing corporation after May 15, 1955. Under paragraph (2) if a quali- 
fied bank holding corporation exchanges solely property which, under 
subsection (a), such corporation could distribute directly to its share- 
holders without the rec ognition of gain to such shareholders, for all 
of the stock of a second corporation created and availed of solely for 
the purpose of receiving such property, and immediately after the 
exchange, the qualified “bank holding corporation distributes all of 
such stock to its shareholders with respect to its stock, then all of 
the stock of the second corporation may be distributed to the share- 
holders of such qualified bank holding corporation without recogni- 
tion of gain. However, prior to such exchange the Board must 
certify that the exchange and distribution are necessary or appropri- 
ate to effectuate the first sentence of section 6 (a) of the Bank Holding 
Company Act of 1955. 

Paragraph (3) of subsection (c) of section 1101 is another exception 
to the general rule of paragraph (1) of subsection (c) that subsections 
(a) and (b) do not apply to any property acquired by the distributing 
corporation after May 15, 1955. Under paragraph (3) if any quali- 
fied bank holding corporation exchanges solely property which, under 
subsection (b), such corporation could distribute directly to its share- 
holders without the rec ognition of gain to such shareholders, for all 
of the stock of a second corporation created and availed of solely for 
the purpose of receiving such property and immediat«!y after the 
exchange, the qualified bank holding corporation distributes all of 
such stock to its shareholders with respect to its stock, then all of the 
stock of the second corporation may be distributed to the shareholders 
of such qualified bank holding corporation without the recognition of 
gain. However, prior to such exchange the Board must have certified 
that such property is of a kind which causes such corporation to be a 
bank holding company, that the disposition of property of that kind 
is necessary to enable such corporation to cease being a bank holding 
company, and that the exchange and distribution are necessary or 
appropriate to effectuate the policies of the Bank Holding Company 
Act of 1955. 

Under subsection (d) of section 1101 the nonrecognition of gain 
provided by subsection (a) or (b) shall not apply to that portion of 
any distribution which is attributable to any contribution to capital 
of any corporation made after May 15, 1955. The portion of any 
distribution which is attributable to a contribution to capital depends 
upon the particular facts and circumstances of each case. 

The preceding paragraph may be illustrated by the following ex- 
amples. (1) Assume that corporation A (a qualified bank holding 
corporation) owns all of the stock of corporation X (such stock being 
property falling within the provisions of subsec. (a) of sec. 1101). 
Assume further that corporation A, after May 15, 1955, makes a 
contribution to the capital of corporation X in the amount of $50,000. 
Thereafter, corporation A makes a distribution to which subsection 
(a) of section 1101 applies of the stock of corporation X to the share- 
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holders of corporation A. Under subsection (d) the nonrecognition 
of gain provided by subsection (a) does not apply to that portion of 
the distribution which is attributable to the contribution of capital, 
that is, $50,000. The amount of the distribution to the extent of the 
contribution to capital, $50,000, is a distribution subject to the pro- 
visions of section 301 of the Internal Revenue Code of 1954. (2) The 
facts are the same as in example (1) above, except that the value of 
the portion of the distribution which is attributable to the contribu- 
tion to capital, at the time of the distribution, is less than $50,000. 
The value of that portion of the distribution which is attributable to 
the contribution to capital of $50,000-is a distribution subject to the 
provisions of section 301 of the Internal Revenue Code of 1954. 

Paragraph (2) of subsection (d), however, provides an exception to 
the rule established in paragraph (1). Paragraph (2) provides that 
paragraph (1) shall not apply with respect to any contribution to 
capital of a bank if the Secretary or his delegate determines that the 
avoidance of Federal income tax was not one of the principal purposes 
for making such contributions. 

Subsection (e) of section 1101 provides that neither subsection (a) 
nor subsection (b) shall apply with respect to any distribution by a 
corporation unless the Board makes the certification required by the 
subsection. 

Paragraph (1) of subsection (e) relates to certification with respect 
to distributions falling within subsection (a). It provides that sub 
section (a) shall not apply to any such distribution unless the Board 
certifies that, before the expiration of the period permitted under 
section 6 (a) of the Bank Holding Company Act of 1955 (including 
any extensions thereof granted to such corporation under such section 
6 (a)), the corporation has disposed of all the property, the disposition 
of which is necessary or appropriate to effectuate the first sentence 
of such section 6 (a) (or would have been so necessary or appropriate 
if the corporation had continued to be a bank holding company). 
In order that subsection (a) of section 1101 is to apply to distributions 
of prohibited property by a qualified bank holding corporation, it is 
essential that such corporation dispose of all of the property which 
it is require:| to dispose of by reason of the Bank Holding Company 
Act of 1955, within the period (including extensions thereof) specified 
in section 6 (a) of such act. During the period during which such 
corporation is required to dispose of all such property, distributions 
of prohibited property are to be considered as being within subsection 
(a) of section 1101, if other requirements of this part are met. Thus, 
no gain would be recognized to shareholders on distributions (if such 
distributions would otherwise qualify for the benefits of this part) 
during such period. If, at the close of such period, the corporation 
has disposed of all of the property which it is required to dispose of 
by the Board and the Board has made the certification required under 
subsection (e) of section 1101, subsection (a) of section 1101 will 
apply to distributions of prohibited property. However, if, at the 
close of such period, the corporation has not disposed of all of the 
property the disposition of which is necessary or appropriate to 
effectuate the first sentence of section 6 (a) of the Bank Holding Com- 
pany Act of 1955, then subsection (a) of section 1101 will not apply 
to any distributions of prohibited property by the corporation. Thus, 
in a case where the provisions of subseciion (e) (1) are nut met, the 
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tax treatment of any distribution of prohibited property by a qualified 
bank holding corporation to its shareholders is governed by the pro- 
visions of other sections of the Internal Revenue Code of 1954 appli- 
cable thereto. 

Paragraph (2) of subsection (e) of section 1101 is applicable to dis- 
tributions falling within subsection (b) of section 1101. Subparagraph 
(A) provides that subsection (b) shall not apply unless the Board 
certifies that the corporation has ceased to be a bank holding company 
before the expiration of the period specified in subparagraph (B). 
Under the House bill the period specified in paragraph (B) was 2 
years after the date of enactment. Your committee has modified 
subparagraph (B) to provide that the specified period expires 2 years 
after the enactment of this part or 2 years after the corporation 
becomes a bank holding company, whichever is later. Under sub- 
paragraph (B) of the House bill the Board is authorized on the appli- 
cation of any qualified bank holding corporation to extend such 
period from time to time with respect to such corporation for not more 
than 1 year at a time if, in its judgment, such an extension would not 
be detrimental to the public interest, but such period might not be 
extended beyond the date 5 years after the date of enactment of this 
part. Your committee has modified this provision to provide that 
such period may not in any case be extended beyond the date 5 years 
after the date of enactment of this part or 5 years after the date on 
which the corporation becomes a bank holding company, whichever is 
later. The purpose of your committee’s changes is to extend the speci- 
fied periods in the case of corporations which become bank holding 
companies after the date of enactment of this part by reason of a 
distribution under section 1101. This treatment makes the specified 
periods uniform whether such a corporation chooses to distribute 
prohibited property or bank stock. In order that subsection (b) of 
section 1101 is to apply to distributions of property of a kind which 
causes a qualified bank holding corporation to be a bank holding com- 
pany and the disposition of which is necessary to enable such corpora- 
tion to cease being a bank holding company, it is essential that such 
corporation cease to be a bank holding company within the period 
(including extensions thereof) specified in subsection (e) (2) of section 
1101. During the period during which such corporation disposes of 
property to enable it to cease bei ing a bank holding company, distribu- 
tions of such property are to be considered as being within subsection 
(b) of section 1101, if other requirements of this part are met. Thus, 
no gain would be recognized to shareholders on such distributions (if 
such distributions would otherwise qualify for the benefits of this part) 
during such period. If, at the close of such period specified in sub- 
section (e) (2), the corporation has ceased to be a bank holding com- 
pany, subsection (b) of section 1101 will apply to distributions of such 

roperty. However, if, at the close of such period, the corporation 
as not ceased being a bank holding company, then subsection (b) of 
section 1101 will not apply to any distributions of such property by 
the corporation. Thus, in a case where the provisions of subsection 
(e) (2) are not met, the tax treatment of any distributions of property 
of a kind which causes a qualified bank holding corporation to be a 
bank holding company to its shareholders is governed by the provisions 


of other sections of the Internal Revenue Code of 1954 applicable 
thereto. 
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Section 1102 provides special rules for the application of this part. 

Subsection (a) relates to the basis of property acquired in distribu- 
tions under either subsection (a) or subsection (b) of section 1101. 
If gain is not recognized by reason of either of such subsections with 
respect to the receipt of any property, then the basis of such property 
and of the stock with respect to which it was distributed, shall, in the 
hands of the distributee, be determined by allocating the adjusted 
basis of such stock between such property and such stock. Such 
allocation shall be made under regulations prescribed by the Secretary 
or his delegate. 

Subsection (b) of section 1102 of the House bill provided for the 
extension of the periods of limitation on the assessment and collection 
of deficiencies in tax arising from distributions to which subsection 
(a) or (b) of section 1101 apply. Your committee has revised this 
provision of the House bill in several respects: (1) it has eliminated 
the extension of the period under section 6502 relating to collection 
as unnecessary; (2) it has provided that the extension applies to dis- 
tributions certified: by the Board under subsection (a) or (b) of 
section 1101 in order to correct a technical defect; (3) it has provided 
that the notification by the corporation be in such manner and with 
such accompanying information as prescribed in regulations by the 
Secretary or his delegate; (4) it has provided for a 5-year period after 
the notification instead of a 1-year period; and (5) it has provided that 
the notification can only be made after the expiration of the period 
prescribed in section 6 (a) of the Bank Holding Company Act or 
section 1101 (e), whichever is applicable, instead of after a final 
certification by the Board. Accordingly, under subsection (b) of 
section 1102 of your committee’s bill, the periods of limitation pro- 
vided in section 6501 (relating to limitations on assessment) shall not 
expire, with respect to any deficiency (including interest and additions 
to the tax), resulting solely from the receipt of property by share- 
holders in a distribution by a qualified bank holding corporation which 
is certified by the Board under subsection (a) or (b) of section 1101, 
until 5 years after such corporation notifies the Secretary or his 
delegate (in such manner and with such accompanying information 
as the Secretary or his delegate may by regulations prescribe) that 
the period (including extensions thereof) prescribed in section 6 (a) 
of the Bank Holding Company Act, or section 1101 (e), whichever 
is applicable, has expired. Such assessment may be made notwith- 
standing any provisions of law or rule of law which would otherwise 
prevent such assessment. 

Subsection (c) of section 1102 relates to allocation of earnings and 
profits. In case of any exchange described in section 1101 (c) (2) 
or (3), the earnings and profits of the corporation transferring the 
property shall be properly allocated between such corporation and the 
corporation receiving such property under regulations prescribed by 
the Secretary or his delegate. 

Subsection (d) relates to itemization of property distributed. The 
Board is required in any certification under this part to make such 
specification and itemization of property as may be necessary to carry 
out the provisions of this part. 

Section 1103 sets forth the definitions, for purposes of this part, 
of “bank holding company,” “qualified bank holding corporation,” 
“prohibited property,” “‘nonexempt property,” and ‘‘Board.” 
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Subsection (a) of this section provides that the term “bank holding 
company” means a bank holding company as defined by section 3 of 
the Bank Holding Company Act of 1955. 

Subsection (b) of this section defines the term ‘‘qualified bank hold- 
ing corporation.” Your committee has made a technical amendment 
to subsection (b) in order to make it clear that the tax provisions of 
this part apply to any corporation as defined in section 7701 (a) (3) 
of the Internal Revenue Code of 1954 if such corporation is a qualified 
bank holding corporation. In order for a corporation to be a qualified 
bank holding corporation, and therefore for its shareholders to receive 
the special tax treatment provided by this part, it must not only be 
a bank holding company but in addition, it must hold ‘prohibited 
property” as defined in subsection (c). For example, if the sole 
assets of corporation X consist of 25 percent of the voting shares of 
each of 2 banks, corporation X is not a qualified bank holding cor- 
poration. 

In addition, to be a qualified bank holding corporation the pro- 
hibited property must have been acquired on or before May 15, 1955, 
by a corporation which is a bank holding company, or must have been 
acquired in a distribution to it by a qualified bank holding corporation 
with respect to which gain is not recognized by reason of section 1101 
(a). Furthermore, a bank holding company which holds prohibited 
property acquired by it in exchange for all of its stock in an exchange 
described in section 1101 (c) (2) is a qualified bank holding corporation. 

The preceding paragraph may be illustrated by the following exam- 
ples. (1) If the sole assets of corporation X on May 15, 1955, consist 
of cash and 25 percent of the voting shares of each of 2 banks and on 
May 30, 1955, corporation X purchases nonbanking business assets, 
corporation X is not a qualified bank holding corporation. (2) The 
sole assets of corporation Y, on May 15, 1955, consist of 25 percent. of 
the voting shares of each of 2 banks and 4 percent of the outstanding 
voting securities (the value of which is less than 5 percent of the value 
of corporation Y’s total assets) of corporation Z, a qualified bank 
holding corporation. Corporation Z distributes nonbanking business 
assets to corporation Y which are prohibited property in the hands of 
corporation Y, in a distribution to which section 1101 (a) applies. 
Corporation Y becomes a qualified bank holding corporation by reason 
of the distribution by Z. (3) On May 15, 1955, corporation B owns 
all of the stock of corporation A, a qualified bank holding corporation 
on such date. Corporation B, a qualified bank holding corporation 
by virtue of its ownership of the stock of corporation A, transfers such 
stock to corporation C in an exchange meeting the requirements of 
section 1101 (ce) (2). Corporation C is a qualified bank holding 
corporation. 

Notwithstanding that a corporation meets the requirements of 
paragraph (1) of subsection (b), such corporation shall not be a 
qualified bank holding corporation unless it meets the additional 
requirements of subparagraphs (A), (B), and (C) of paragraph (2). 

Subparagraph (A) of paragraph (2) provides that a bank holding 
company shall not be a qualified bank holding corporation unless 
such corporation would have been a bank holding company on May 
15, 1955, if the Bank Holding Company Act of 1955 had been in 
effect on such date, or unless such corporation is a bank holding 
company determined solely by reference to the following: (1) Property 
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acquired by such corporation on or before May 15, 1955; (2) property 
acquired by such corporation in a distribution by a qualified bank 
holding corporation to such corporation wherein gain was not recog- 
nized by reason of subsection (a) or (b) of section 1101; and (3) 
property acquired by such corporation in exchange for all of its stock 
in an exchange meeting the requirements of section 1101 (c) (2) or (3). 

Thus, if on May 15, 1955, the sole assets of corporation X consist 
of cash and business assets and on May 30, 1955, corporation X 
acquires 25 percent of the voting shares of each of 2 2 banks for cash, 
then, by reason of subparagraph ( (A) of paragraph (2), corporation 9 
although a bank holding company, holding prohibited property 
acquired by it before May 15, 1955, is not a qualified bank holding 
corporation. An additional example of the application of subpara- 
graph (A) of paragraph (2) is where corporation X is determined, by 
the Board, after May 15, 1955, to be a bank holding company by 
reason of clause (2) of section 3 (a) of the Bank Holding Company 
Act of 1955, sak by reference to (1) property acquire ed by such 
corporation on or ‘before May 15, 1955, and ( (2) property acquired 
by it from a qualified bank holding corporation in a distribution in 
which gain to the distributee was not recognized by reason of sub- 
section (a) or (b) of section 1101. 

Except as egganed in the next paragraph, subparagraph (B) of 
paragraph (2) provides that a bank holding company shall not be a 
qualified bank holding corporation by reason of either (1) the acquisi- 
tion by such bank holding company of prohibited property after 
May 15, 1955, in a distribution from a qualified bank holding corpora- 
tion to which section 1101 (a) is applicable or (2) the acquisition by 
such bank holding company (which company would not have been a 
bank holding company on May 15, 1955, if the Bank Holding Com- 
pany Act of 1955 had been in effect on such date) of property described 
in clause (ii) of subparagraph (A) of paragraph (2). An example of 
the operation of the foregoing is where, on May 15, 1955, the sole 
assets of corporation Y consist of cash and 25 percent of the voting 
shares of each of two banks. On May 30, 1955, corporation Y pur- 
chases for cash 50 percent of the stock of corporation Z, a qualified 
bank holding corporation. Corporation Z distributes business assets 
to corporation Y in a distribution in which gain to corporation Y with 
respect to the receipt of such property was not recognized by reason 

of section 1101 (a). Corporation Y is not a qualified bank holding 
corporation since such property was acquired by corporation Y in a 
distribution with respect to stock acquired after May 15, 1955. 

A bank holding company may be a qualified bank holding corpora- 
tion by reason of the property described in the preceding paragraph 
if such property was acquired in a distribution with respect to stock 
which was acquired by such company (1) on or before May 15, 1955, 
(2) in a distribution (with respect to stock held by it on May 15, 
1955, or with respect to stock in respect of which all previous applica- 
tions of this clause are satisfied) with respect to which gain to it was 
not recognized by reason of subsection (a) or (b) of section 1101, 

(3) in exchange for all of the stock of the bank holding company in 
an exchange meeting the requirements of section 1101 (c) (2) or (3). 

Subparagraph (C) of paragraph (2) states that a corporation may 

not be treated as a qualified bank holding corporation unless the 


&: 
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Board certifies that it satisfies the requirements of subsection (b) of 
section 1103. 

Subsection (c) of section 1103 defines the term “prohibited prop- 
erty.” Such property is defined as property, other than nonexempt 
property, the disposition of which, in the case of any bank holding 
company, would be necessary or appropriate to effectuate the first 
sentence of section 6 (a) of the Bank Holding Company Act of 1955, 
if such company continued to be a bank holding company beyond the 
period (including any extensions thereof) specified in section 6 (a), 
in the case of distributions under section 1101 (a), or specified in sec- 
tion 1101 (e) (2) (B), in the case of distributions under section 1101 
(b). The term “prohibited property” does not include shares, securi- 
ties, or obligations of any company which are held by a bank holding 
company to the extent that the ownership by such bank holding 
company of such property is not prohibited by section 6 of such act 
by reason of subsection (c) (6) of such section. 

Subsection (d) defines the term ‘‘nonexempt property,” the dis- 
tribution of which may not be accorded the tax treatment provided 
b? this part. 

Subsection (e) of this section states that the term ‘‘Board”’ means 
the Board of Governors of the Federal Reserve System. 

Section 10 (b) amends table of parts of chapter 1, subchapter O of 
Internal Revenue Code of 1954 by adding ‘‘Part NS ae Distributions 
pursuant to Bank Holding Company Act of 195: 

Section 10 (c) makes these tax provisions in eevtion 10 (a) apply 
to taxable years ending after the enactment of the act. 

Section 11.—This section contains a savings clause to ms en clear that 
nothing in this act shall be construed as approving any act, action, or 
conduct in violation of existing law or constituting a allen in 
antitrust or monopolistic proc eedings. 

Section 12.—This section contains the usual separability clause for 
provisions of the act. 


CHANGES IN Existinc Law 


In <——- ince with subsection (4) of rule XXIX of the Standing 
Rules of the Senate, changes in existing law made by the bill, as 
reported, are shown as follows (new matter is printed in italics, 
existing law in which no change is proposed is shown in roman): 


INTERNAL REVENUE CODE OF 1954 
CuHapTer I—NorMAL TAXES AND SURTAXES 


+ * * * * « * 


SUBCHAPTER O-—-GAIN OR LOSS ON DISPOSITION OF PROPERTY 


Part I. Determination of amount and recognition of gain or loss. 
Part II. Basic rules of general application. 
Part III. Common nontaxable exchanges. 


Part IV. Special rules. 

Part V. Changes to effectuate F. C. C. policy. 

Part VI. Exchanges in obedience to S. E. C. orders. 

Part VII. Wash sales of stock or securities 

Part VIII. Distributions pursuant to Bank Holding Company Act of 1955. 


o * * . * * 


20366 O58 53 
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PART VIIIL—DISTRIBUTIONS PURSUANT TO BANK 
HOLDING COMPANY ACT OF 1955 


Sec. 1101. Distributions pursuant to Bank Holding Company Act of 1955, 
Sec. 1109. Special rules. 
Sec. 1108. Definitions. 


SEC. 1101. DISTRIBUTIONS PURSUANT TO BANK HOLDING COM- 
PANY ACT OF 1955. 


(a) Disrriputions or Prouipirep Property.—Ilf— 

(1) a qualified bank holding corporation distributes (with respect to its stock) 
prohibited property to a shareholder, without the surrender by such shareholder 
of stock or securities in such corporation; and 

(2) the Board has, before the distribution, certified that the distribution of such 
property is necessary or appropriate to effectuate the first sentence of section 
4 (a) of the Bank Holding Company Act of 1956, 

then no gain to the shareholder from the receipt of such property shall be recognized. 
This subsection shall not apply to any distribution by a corporation which has made 
any distribution pursuant to subsection (b). 

(b) Corporation Creasina To Be a Banx Hotpine Company.—If— 

(1) a qualified bank holding corporation distributes (with respect to its stock) 
property to a shareholder, without the surrender by such sharehoider of stock or 
securities in such corporation; and 

(2) the Board has, before the distribution, certified that (A) such property is 
of a kind which causes such corporation to be a bank holding company, (B) the 
disposition of property of that kind is necessary to enable such corporation to 
cease being a bank holding company, and (C) the distribution is necessary or 
appropriate to effectuate the policies of the Bank Holding Company Act of 1955, 

then no gain to the shareholder from the receipt of such property shall be recognized. 
This subsection shall not apply to any distribution by a corporation which has made 
any distribution pursuant to subsection (a). 

(c) Property AcquirReD AFTER May 15, 1955.— 

(1) In GenERAL.—Except as provided in paragraphs (2) and (3), subsection 
(a) or (b) shall not apply to— 

(A) any property acquired by the distributing corporation after May 15, 
1955, unless (t) gain to such corporation with respect to the receipt of such 
property was not recognized by reason of subsection (a) or (b), or (iz) such 
property was received by it in exchange for all of its stock in an exchange to 
which paragraph (2) or (3) applies, or 

(B) any property which was acquired by the distributing corporation in 
a distribution with respect to stock acquired by such corporation after May 
15, 1955, unless such stock was acquired by such corporalion (t) in a 
distribution (with respect to stock held by it on May 15, 1955, or with 
respect to stock in respect of which all previous applications of this clause 
are s‘tisfied) with respect to which gain to it was not recognized by reason 
of su section (a) or (b), or (tt) in exchange for all of its stock in an exchange 
to which paragraph (2) or (3) applies. 

(2) EXCHANGES INVOLVING PROHIBITED PROPERTY.—If— 

(A) any qualified bank holding corporation exchanges (1) solely property 
which, under subsection (a), such corporation could distribute directly to its 
shareholders without the recognition of gain to such shareholders, for (ii) all 
of the stock of a second corporation created and availed of solely for the pur- 
pose of receiving such property; 

(B) immediately after the exchange, the qualified bank holding corpora- 
tion distributes all of such stock to its shareholders with respect to its stock; 
and 

(C) before such exchange, the Board has certified that the exchange and 
distribution are necessary or appropriate to effectutate the first sentence 
of section 4 (a) of the Bank Holding Company Act of 1954, 

then paragraph (1) shall not apply with respect to such distribution. 

(3) EXCHANGES INVOLVING INTERESTS IN BANKS.—If— 

(A) any qualified bank holding corporation exchanges (i) solely property 
which, under subsection (b), such corporation could distribute directly to 
its shareholders without the recognition of gain to such shareholders, for 
(tz) all of the stock of a second corporation created and availed of solely 
for the purpose of receiving such property; 

(B) immediately after the erchange, the qualified bank holdin cor- 
poration distributes all of such stock to its shareholders with respect to its 
stock; and 
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(C) before such exchange, the Board has certified— 
(2) that such property is of a kind which causes such corporation to 
be a bank holding company; 
(it) that the disposition of property of that kind is necessary to 
enable such corporation to cease being a bank holding company; and 
(iit) that the exchange and distribution are necessary or appropriate 
to effectuate the policies of the Bank Holding Company Act of 1956, 
then paragraph (1) shall not apply with respect to such distribution 
(d) Cerrain ContTrisutions To CapiraAL AFTER May 15, 1955.— 
1) [N GENERAL.—The nonrecognition of gain provided by subsection (a) or 
(b) shall not apply to that portion of any distribution which is attributable to 
any contribution to the capital of any corporation made after May 15, 19565 
2?) SPECIAL RULE FOR CONTRIBUTION TO CAPITAL OF BANKS.—FParagraph 
(1) shall not apply with respect to any contribution to the capital of a bank, if 
the Secretary or his delegate determines that the avoidance of Federa! income tax 
was not one of the principal purposes for the making of such contribution. 
(e) FinaL CERTIFICATION, 

(1) For supsecrion (a).- Subsection (a) shall not apply with respect to any 
distribution by a corporation unless the Board certifies that, before the expiration of 
the period permitted under section 4 (a) of the Bank Holding C ompany Act of 195 
(including any extensions thereof granted to such corporation under such cootion 
, (a)), the corporation has disposed of all the property the disposition of which is 

necessary or appropriate to effectuate the first sentence of such section 4 (a) (or 

would have been so necessary or appropriate if the corporation had continued to be 

a bank holding company) 

(2) For SUBSECTION (hb) 

(A) Subsection (b) shall not apply with respect to any distribution by any 
corporation unless the Board certifies that, before the expiration of the period 
specified in subparagraph (B), the corporation has ceased to be a bank holding 
company. 

(B) The period referred to in subparagraph (A) is the period which expires 

years after the date of the enactment of this part or 2 years after the date 
on which the corporation becomes a bank holding company, whichever date 
is later The Board is authorized, on application by any corporation, to 
extend such period from time to time with respect to such corporation for not 
more than 1 year ata time if, in its judgment, such an extension would 
not be detrimental to the public interest; except that such period may not in 
any case be exte ne ded beyond the date 5 years after the date of the enactment 
of this part or 5 years after the date on which the corporation becomes a 
Sek holding company, whichever date is later. 

SEC. 1102. SPECIAL RULES. 

a) Basts or Property Acquired 1N Disrrisutions.—If, by reason of section 
1101, gain is not recognized with respect to the receipt of any properly, then the 
basis of such property and of the stock with respect to which it is distributed shall, 
in the distributee’s hands, be determined by allocating between such property and 
such stock the adjusted basis of such stock. Such allocation shall be made under 
regulations pre scribed by the Secretar y or h LS de legate. 

b PERIODS OF Limi TATION.— -The per ods of l mitation prov ded im section 6501 
(relating to limitations on assessment and collections) shall not expire, with respect 
to any deficic ney (including interest and add:tions to the tax) resulting solely from the 
receipl of property by shareholders in a distribution by a qualified bank holding cor- 
at ae which is ce tified by the Board under subsection (a) or (b) of section 1101, 
until 6 years after such corporation notifies the Secretary or his delegate (in such 
manner and with such accompanying information as the Secretary or his delegate may 
by reyulations prescribe) that the period (including extensions thereof) prescribed in 
section 4 (a) of the Bank Holding Company Act of 1955, or section 1101 (e), which- 
ever is applicable, has expired; and such assessment may be made notwithstanding 
any provision of law or rule of law which would otherwise prevent such assessment. 

(c) AtLtocaTion oF EARNINGS AND Prorirs.—In the case of any exchange 
described in section 1101 (c) (2) or (3), the earnings and profits of the corporation 
transferring the property shall be properly allocated between si uch co poration and the 
corporation recewvt ig such prope ty un der reguiat 10ns presc thed by the Secretary or 
his delegate. 

(d) IremizatTion oF Properry.—In any certificatton under this part, the Board 
all make such spectfication and ttemization of property as may be necessary to 
carry oO il the provisions oJ this part. 
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SEC. 1103. DEFINITIONS. 


(a) Banx Hotpine Company.—For page of this part, the term ‘‘bank holding 
company”’ has the meaning asstgned to such term by section 2 of the Bank Holding 
Company Act of 19455. 

(b) QvatirieD Bank Horipine Corporatrion.— 

(1) In GenERAL.—Except as provided in paragraph (2), for purposes of this 
part the term ‘‘qualified bank holding corporation’? means any corporation (as 
defined in section 7701 (a) (3)) which is a bank holding company and which 
holds prohibited property acquired by it— 

(A) on or before May 15, 1955, 

(B) in a distribution in which gain to such corporation with respect to the 
receipt of such property was not recognized by reason of subsection (a) of 
section 1101, or 

(C) in exchange for all of its stock in an exchange described in section 
1101 ic) (2). 

(2) Limirarions.— 

(A) A bank holding company shall not be a qualified bank holding 
corporation, unless it would have been a bank holding company on May 14, 
1955, if the Bank Holding Company Act of 1955 had been in effeci on such 
date, or unless it is a bank holding company determined solely by referenc 
to— 

(i) property acquired by it on or before May 15, 1955, 

(it) property acquired by it in a distribution in which gain to such 
corporation with respect to the receipt of such property was not recog- 
nized by reason of subsection (a) or (b) of section 1101, and 

(iit) property acquired by it in exchange for all of its stock in an 
exchange described in section 1101 (c) (2) or (8). 

(B) A bank holding company shall not be a qualified bank holding cor- 
poration by reason of property described in subparagraph (B) of paragraph 
(1) or clause (ii) of subparagraph (A) of this paragraph, unless such prop- 
erty was acquired in a distribution with respect to stock, which stock was 
acquired by such bank holding company— 

(7) on or before May 15, 1955, 

(it) in a distribution (with respect to stock held by it on May 15, 
1955, or with respect to stock in respect of which all previous applications 
of this clause are satisfied) with respect to which gain to it was not 
recognized by reason of subsection (a) or (b) of sectton 1101, or 

(121) in exchange for all of its stock in an exchange described in 
section 1101 (c) (2) or (8). 

(C) A corporation shall be treated as a qualified bank holding corporation 
only if the Board certifies that it satisfies the foregoing requirements of this 
subsection. 


(c) Pronrerrep Properry.—For purposes of this part, the term ‘prohibited 
property’? means, in the case of any bank holding company, property (other than 
nonexzempt property) the disposition of which would be necessary or appropriate to 


effectuate the first sentence of section 4 (a) of the Bank Holding Company Aet of 1955 
if such company continued to be a bank holding company beyond the period (includ- 
ing any exlensions thereof specified in such section 4 (a) or in section 1101 (e) (2) (B) 
of this part, as the case may be. The term “prohibited property’ does not include 
shares, securities, or obligations of any company held by a bank holding company to 
the extent that the prohibitions of section 4 of the Bank Holding Company Act of 1955 
do not apply to the ownership by such bank holding company of such property by 
reason of subsection (c) (5) of such section. 

(d) Nonexempr Property.—For purposes of this part, the term “‘nonexempt 
property” means 

(1) obligations (including notes, drafts, bills of exchange, and bankers’ ac- 
ceptances) having a maturity at the time of issuance of not exceeding 24 months, 
exclusive of days of grace; 

(2) securities issued by or quaranteed as to principal or interest by a qovern- 
ment or subdivision thereof or by any instrumentality of a government or sub- 
division; or 

3) money, and the right to receive money not evidenced by a security or obliga- 
tion (other than a security of obligation described in paragraph (1) or (2) 

(e) BoarRpD For purposes of this part, the term ‘‘Board’”’? means the Board of 
Governors of the Federal Reserve System ; 
* * * * * o * 
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Marcu 6, 1956.—Ordered to be printed 


Mr. Rospertrson, from the Committee on Banking and Currency, 


reported the following additional amendments to accompany the 
bill S. 2577, heretofore reported 


The Committee on Banking and Currency, having heretofore con- 
sidered and reported the bill (S. 2577) to define bank holding com- 
panies, control their future expansion, and require divestment of 
their nonbanking interests , hereby report certain additional amend- 
ments, with an accomhpanying report, and recommend their adoption. 

On July 25, 1955, the committee reported the bill (S. 2577) to define 
bank hol ling companies, control their future expansion, and require 
divestment of their nonbanking interests. Since the bill was reported 
out during the closing ds ays of the Ist session of the 84th Congress, it 
was understood that the bill would not be acted upon by the Senate 
until the 2d session of the 84th Congress. The interim period provided 
an opportunity for the Members of the Senate, representatives of bank 
holding companies, and other interested persons to study the proposed 
legislation and determine if any perfecting amendments were neces- 
sary. Asa result of the study, the committee has agreed to a number 


of technical and clarifying amendments and ame ndments to the tax 
provisions of the bill. 


NontTaAx AMENDMENTS 


The committee wishes to emphasize that these amendments do not 
in any way change the principal objectives of this proposed legislation. 
These objectives are: (1) To regulate the future expansion rof bank 
holding companies, and (2) to require bank holding companies to 
divest their nonbanking investments. The amendments are designed 
to correct technical errors in the bill and to clarify the language of 
several provisions so that any possible misinterpretation of the com- 
mittee’s intent can be avoided. 


CHANGE OF DATE 
The bill as reported by the committee bears the short title of 


“Bank Holding Company Act of 1955.”’ Since the bill will be sched- 
uled for enactment during 1956, it is necessary to change ‘'1955” to 
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1956" in the short title wherever it appears in the bill. This is 
accomplished by striking ‘'1955’’ and inserting ‘1956’ on page 1, 
line 4, and page 14, line 23, in the substantive sections of the bill. 
The tax amendments make the necessary date changes in the tax 
provisions. 

SHAREHOLDERS OR MEMBERS 


On page 5, line 9, of the bill as reported by the committee, a refer- 
ence is made to shares held by trustees for the benefit of the “‘share- 
holders and members” of a bank holding company. The ‘and’ i 
a typographical error and should read “or.’’ This change makes the 
provision conform to the language on page 2, line 3, where reference 
is also made to “‘share holders or members.” 


ACQUISITION SHARES IN A FIDUCIARY CAPACITY 


‘ction 3 (a) of the bill requires prior approval by the Federal 
sonra Board before any action may be taken which results in a 
company (including a bank) becoming a bank holding company. 
The bill as reported provided an exemption from this requirement for 

bank which is a bank holding company in cases where the shares 
were acquired (i) in good faith in a fiduciary capacity or (ii) in the 
regular course of securing or collecting a debt. This language would 
seem to preclude a bank which is not a bank holding company from 
acquiring such shares in other banks or in bank holding companies 
without prior approval by the Board. It was not the intent of the 
committee to require approval by the Board where a bank acquired 
shares in a fiducts ry capac ity or in the regular course of sec uring or 
collecting a debt. In order to clarify the language of the exe mption, 
the committee struck the works “which is a bank holding company” 
on lines 4 and 5 of page 6. Thus, the amendment exempts from the 


> 


prohibition of section 3 (a)— 

shares acquired by a bank (i) in good faith in a fiduciary capacity, except where 
such shares are held for the benefit of the shareholders of such bank, or (ii) in the 
regular course of securing or collecting a debt previously contracted in good faith 
but anv shares acquired after the date of enactment of this Act in securing or 
collecting any such previously contracted debt shall be disposed of within a period 
of 2 vears from the date on which they were acquired;. 


SHARES IN A BANK HOLDING COMPANY 


) 


Section 4 (a) (2) of the bill as reported provides in part that no 
bank holding company shall, after the date of enactment of the act, 
“retain direct or indirect ownership or control of any voting shares 


of any company which is not a bank.”” This language would prohibit 
a bank holding company from holding shares in a subsidiary bank 
holding company. ‘This result was not intended, since it is a common 


practice for bank holding companies to hold a part or all of their 
banking investments in a subsidiary corporation. In order to remedy 
this situation, line 17 on page 8 was amended by adding after the 
word “bank” the words ‘or a bank holding company.” Thus, this 
section as amended provides that no bank holding company shall 
after the date of enactment of the act 

retain direet or indirect ownership or control of any voting shares of any company 
which is not a bank or a bank holding company. 
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SUBSIDIARY SERVICE COMPANIES 


Section 4 (c) provides certain exemptions from the divestment 
requirements of the bill. Subparagraph (1) of section 4 (c), as 
reported by the committee, exempts companies engaged i in serving the 
bank holding company and its subsidiary banks in “auditing, apprais- 
ing, investment counseling.’”’ Your committee has found this pro- 
vision too restrictive as there are many other legitimate types of 
servicing which should be permitted. Other services rendered by 
subsidiary companies are in the fields of advertising, public relations, 
developing new business, organization, operations, preparing tax 
returns, personnel, and many others. 

In order to properly encompass this wide range of activities, your 
committee amended subparagraph (1) to exempt such companies 
solely engaged in “furnishing services to or performing services for’’ 
the bank holding company and its banking subsidiaries. Thus, the 
bill, as amended, would permit a bank holding company to furnish 
these services to its subsidiaries through a subsidiary company as 
well as directly by the holding company itself as provided in section 
4 (a) (2). 

This provision is not intended to supplant the exemption contained 
under section 4 (c) (6), where the Federal Reserve Board is given 
discretion to exempt activities of a “financial, fiduciary, or insurance 
nature’? which are so closely related to banking as to be a proper 
incident thereto. Such financial, fiduciary, or insurance activities 
do not come within the scope of the meaning of the phrase “furnishing 
services to or performing services for a ‘bank holding company. 
The servicing exemption should not be inte rpreted to include activities 
beyond the ordinary category of such services. 


SHARES ACQUIRED IN SATISFACTION OF A DEBT 


Section 4 (c) (2) of the bill as reported provides an exemption from 
the divestment requirements for shares acquired by a bank holding 
company which is a bank or “any of its banking subsidiaries’ in 
satisfaction of a debt previously contracted in good faith. <A literal 
reading of this language would seem to provide an exemption only 
for banking subsidiaries of a bank holding company which is a bank. 
It was intended that the exemption would apply to banking subsidi- 
aries of any bank holding company. This provision was clarified by 
amending line 4 on page 10 by striking the words “any of its banking 
subsidiaries” and inserting in lieu therecf “by any banking subsidiar Vv 
of a bank holding company.” ‘Thus, a banking subsidiary of any 
bank holding company could qualify under this exemptions 


SHARES ACQUIRED IN A FIDUCIARY CAPACITY 


Section 4 (¢) (4) of the bill as reported provides an exemption from 
the divestment requirements of the bill for shares which are held or 
acquired by a bank which is a bank holding company in a fiduciary 
capacity. This language would not permit a banking subsidiary 
of a bank holding company to qualify under this exemption. Lines 
19 and 20 on page 10 were amended by striking the words ‘‘which 
is a bank holding company in a fiduciary capacity” and inserting in 
lieu thereof 
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holding company which is a bank or by any banking subsidiary of a bank holding 
company, in good faith in a fiduciary capacity, except where such shares are held 
for the benefit of the shareholders such bank holding company or any of its 
subsidiaries. 

Thus the exemption applies both to a bank holding company which is 
a bank and to a banking subsidiary of any bank holding company with 
the limitation that such shares cannot be held for the benefit of 
the shareholders of such bank holding company or any of its subsidi- 
aries, 


OWNERSHIP AND ACQUISITION OF SHARES 


Section 4 (¢) (5) of the bill as reported provides an exemption 
from the divestment requirements for the ownership by a bank holding 
company of up to 5 percent of the shares of any company. ‘This 
section does not refer to the acquisition of shares as is set forth in other 
exemptions under section 4 (c). Because of the shift in language, 
it could be argued that this exemption does not apply to the acquisition 
of shares but only to the retention of shares already owned. ‘To 
clarify the situation, lines 24 and 25 on page 10 were amended by 
striking the words ‘‘to the ownership by a bank holding company 
of shares of anv company”’ and by inserting in lieu thereof ‘“‘to shares 
of any company which are held or acquired by a bank holding com- 
pany.” This amendment makes it clear that the exemption applies 
to both the acquisition and ownership of such shares. 


LABOR, AGRICULTURAL OR HORTICULTURAL ORGANIZATIONS 


Section 4 (c) (7) of the bill as reported contains an exemption 
from the divestment requirements for any bank holding company 
which is a labor, agricultural or horticultural organization. Although 
the committee report points out that in order to be entitled to this 
exemption no net income derived by any such organization can inure 
to the benefit of any individual, this limitation is not set forth in the 
language of the subsection. The intention of the committee is made 
explicit by inserting at the end of the subsection on line 15, page 11, 
the words ‘‘and which is exempt from taxation under section 501 of 
the Internal Revenue Code of 1954.” 


FOREIGN BANKING SUBSIDIARIES 


Section 2 (c) of the bill as reported defines ‘‘bank’’ so as to exclude 
any organization which does not do business within the United States. 
Thus, technically any foreign banking subsidiary of a bank holding 
company would be a nonbanking investment and would be required 
to be divested pursuant to section 4 (a) of the bill. The Federal 
Reserve Board would probably exempt such foreign banking sub- 
sidiaries from divestment by applying the provisions of section 4 
(c) (6), which authorizes the Board to exempt companies of a financial 
nature which are so closely related to the business of banking as to 
be a proper incident thereto. 

However, in order to make it unmistakably clear that foreign 
banking subsidiaries are not subject to divestr:.nt, the committee 
added a new subparagraph (8) to section 4 (c) specifically exempting 
such subsidiaries. The amendment provides that the divestment 
requirements shall not apply— 
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to shares held or acquired by a bank holding company in any company which is 
organized under the laws of a foreign country and which is engaged principally 
in the banking business outside the United States. 


ADMINISTRATION 


The committee agreed in reporting out the bill that section 5 (a) 
contain the same language as set forth in section 4 (a) of H. R. 6227 
in regard to the information required by a bank holding company in 
registering with the Federal Reserve Board. However, through 
inadvertence, improper language was inserted on lines 22 through 25 
on page 11. This was corrected by striking the words beginning with 
“history’’ on line 22 through to the word “organizations” on line 25 
and inserting in lieu thereof 
condition and operations, management, and intercompany relationships of the 
bank holding company and its subsidiaries,. 


RESERVATION OF STATES RIGHTS 


A great deal of concern has been expressed that section 7 of the bill 
as reported by the committee granted new authority and powers to 
States over national banks in general, and respecting the stocks of 
national banks in particular. ‘This concern apparently has arisen as 
a result of the language added to this section by the committee and 
certain statements which appeared in the committee report. The 
language added by the committee in the bill as reported provided that 
States in the exercise of their jurisdiction and powers over banks and 
bank holding companies could impose “no less onerous” restrictions 
than were provided in the bill. The intent of the committee was to 
make it clear that a State could not enact legislation inconsistent with 
the bill and therefore nullify its effect. In view of the faet that the 
meaning of the no less onerous clause has apparently been miscon- 
strued by some persons, the committee agreed to strike the clause and 
thus return to the language of the comparable section of H. R. 6227 
However, vour committee reiterates its view that section 7 in no way 
permits States to exercise such powers and jurisdic tion in a manner 
Inconsistent with this proposed legislation. 

In order to clarify the legislative history of section 7, the committee 
wishes to emphasize that this section does not grant any new authority 


to States over national banks.. The purpose “of the section ts to pre- 
serve to the States those powers which they now have in our dual 
banking svstem. It is always of uppermost importance in legislation 


of this nature to preserve the dual system of National and State banks, 


and section 7 must be viewed in that light. 


riIME LIMIT ON JUDICIAL REVIEW 


Section 9 of the bill as reported by the committee contained no 
limit on the time within which an aggrieved party must seek judicial 
review of an order of the Federal Reserve Board. A time limit is 


hecessary so that persons or companies affected by the Board’s 
orders may know when they may act in reliance thereon without fea 
of the orders being subsequently set aside or modified by court decree. 
The committee amended this section by providing that any aggrieved 
party seeking judicial review must do so within “60 days after entry 
of the Board’s order. 








TAX AMENDMENTS 


GENERAL EXPLANATION 


H. R. 6227, passed by the House of Representatives, would add 
a new part V III to subchapter O of the Internal Revenue Code of 1954. 
Under this new part, several tax-free paths are provided for the 
divestment of property which this bill imposes on a bank holding 
company. S. 2577, as originally reported, adopted the tax provisions 
of the House bill with certain technical changes. Your committee’s 
additional amendments modify these tax provisions so as to prevent 
abuse and to make them more flexible to meet legitimate business 
needs by alining them closer to similar provisions in the Internal 
Revenue Code of 1954. 

In general, a corporation which comes within the terms. of the bill 
as a bank holding company can choose between remaining a bank 
holding company or disposing of its interests in banks. The tax 
provisions of the bill apply only to a corporation which would have 
been a bank holding company on May 15, 1955, and which on that 
date held prohibited property. 

If a corporation decides to remain a bank holding company, subject 
to the supervision of the Federal Reserve Board, it may distribute 
any prohibited property, which the Board certifies 1s necessary or 
appropriate to comply with the bill, to its shareholders without the 
recognition of gain by the shareholders. For this purpose prohibited 
property, in general, means stock or assets of nonbanking businesses 
to the extent the bank holding company is required to divest itself 
of such assets under section 4 of the bill. The term does not include 
cash, Government bonds, or certain short-term obligations. It is 
believed desirable to expressly exclude cash, and so forth, from the 
definition of prohibited property, since a similar exclusion is contained 
in the comparable provisions of part VI of subchapter O, relating to 
exchanges in obedience to SEC orders. 

With respect to the distributing corporation, the usual provisions 
of the Internal Revenue Code of 1954 apply. Under these provisions, 
gain generally is not recognized to the distributing corporation except 
under unusual circumstances such as the distribution of LIFO inven- 
tory, the distribution of property subject to a liability in excess of 
the adjusted basis, or the distribution of certain installment obligations. 

The distribution of prohibited property may be made either directly 
to the shareholders of the corporation which is a bank holding com- 
pany or may be transferred to a wholly owned subsidiary expressly 
created for purposes of receiving the prohibited property, in which 
ease all of the shares in the new corporation must be distributed 
directly to shareholders. Under the bill prohibited property may be 
placed in one or more such new corporations. Your committee’s 
amendments differ from S. 2577, as originally reported, by providing 
that other assets may also be transferred to a new corporation without 
making the transaction taxable. This would include cash and bonds, 
for w orking capital purposes, as well as prohibited property acquired 
after May 15, 1955, but not controlling ahiskes of bank stock or similar 
property. 


S 
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Your committee’s amendments also differ from S. 2577, as originally 
reported, by providing that the tax exemption for any particular 
distribution may be denied if that distribution is part of a plan with 
a principal purpose of avoiding dividend tax on a distribution of earn- 
ings and profits. 

Your ee amendments also differ from S. 2577, as originally 
reported, by making provisions for certain exchanges of stocks and 
bonds as part of the divestment program. UnderS. 2577, as originally 
reported, bank holding companies having outstanding preferred stocks 
and bonds might encounter serious obstacles in making use of the tax 
provisions of the bill. The divestments required under the general 
provisions of the bill would remove from the corporation property 
that provides security for its preferred stocks or bonds. Your com- 
mittee’s amendments would permit the exchange of preferred stocks 
and bonds in the old corporation for comparable securities in the new 
corporations or direct distribution of prohibited property in exchange 
for the outstanding preferred stocks or bonds. 

The bill provides that in exchanges involving the création of a 
subsidiary a common shareholder may only receive common stock, 
a preferred shareholder may only receive preferred stock issued on 
substantially the same terms or common stock, and, finally, a bond- 
va ler may receive only bonds issued on substantis illy the same terms, 

r preferred or common stock. It is also provided that a bondholder 
in such an exchange may be taxable on any greater face value of bonds 
received over those given up. 

If a corporation which is a qualified bank holding company under 
the bill chooses to divest itself of all or part of any stock or property 
which causes it to be a bank holding company, it may distribute di- 
rectly to its shareholders or bondholders such stock or property, or 
it may form a subsidiary to effectuate such distribution. Your com- 
mittee has made the same revisions for divestments of this type as 
are made in the case of divestments of prohibited property. 

The Board must certify that the divestment of the bank stock or 
similar property is necess: any or appropriate to e lec tuate the policies of 
the bill. In the ease of direct distributions, for example, the corpora- 
tion may distribute to its shareholders without the recognition of gain 
all the shares of bank stock in a bank in which it was deemed to have 
control within the meaning of section 2 (a) of the bill. Thus, if a 
corporation owned 40 percent of the voting stock of each of two banks, 
it could distribute all of its shares in those banks even though it 
ceased to be a bank holding company by distributing only 16 percent 
of the voting shares in one bank. If the same corporation had in 
addition 15 percent of the voting shares of a third bank, it would not 
be able to distribute tax free, under this bill, those voting shares unless 
the Federal Reserve Board deemed that by virtue of those shares the 
corporation exercised an effective control over the election of a 
majority of the board of directors of the particular bank. 

Your committee contemplates that the Federal Reserve Board, in 
the discharge of its funetions in making certifications that exchanges 
and distributions are necessary or appropriate to effectuate the 
purposes of the bill, will examine these from the point of view of their 
desirability from a banking standpoint. However, a certification by 
the Board that a particular divestment is necessary or appropriate is 
not to be considered as permitting any method of carrying out this 
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divestment if it is part of a plan having a principal purpose of avoiding 
dividend tax on a distribution of earnings and profits. 

In case of direct distributions to stockholders and bondholders of 
either prohibited property or property which causes the distributing 
corporation to be a bank holding company, your committee has 
restricted the nonrecognition treatment to property which was owned 
on May 15, 1955. This restriction is deemed necessary to prevent 
corporations from purchasing highly marketable shares and other 
property as a means of transferring cash from the corporation to its 
shareholders. The restriction would not apply, however, if the 
property were received in a transaction in which gain was not recog- 
nized because of either the general rules described above or in certain 
types of corporate reorganizations or liquidations. For example, if 
prohibited property originally acquired prior to May 15, 1955, were 
distributed by a subsidiary to its parent in a corporate chain without 
recognition of gain to the parent by reason of provisions in this bill, 
the parent, in turn, may distribute the property to its own shareholde rs 
without recognition of gain under a certification by the Board, even 
though the property was acquired by the parent after May 15, 1955. 
Similarly, the May 15, 1955, cutoff date is not applicable where the 
prohibited property or controlling bank interests certified by the 
Board are retained at the corporate level by the transfer to a wholly 
owned subsidiary created for that purpose if stock of the subsidiary 
is distributed by the qualified bank holding company, and such 
distribution meets the tax avoidance test discussed previously. In 
the case of the creation of a subsidiary, prohibite <4 property or con- 
trolling bank stock acquired after May 15, 1955, may be transferred 
to it along with prohibited property or controlling bank stock acquired 
prior to May 15, 1955. 

In the case of a contribution to capital of any corporation made by 
a bank holding company after the date of enactment of this bill, the 
general test of a principal purpose of tax avoidance will be applied. 
Where a contribution has been made after May 15, 1955, and before 
the date of enactment under the terms described in the bill, the treat- 
ment provided in S. 2577, as originally reported, will be retained. 
If anv part of the contribution made in this period is part of 2a plan 
for the avoidance of taxes, only a portion of the shares of the corpora- 
tion to which the contribution is made will be taxable on distribution 
This portion will correspond to the portion of the value of those shares 
attributable to the contribution. 

Where the nonrecognition treatment has been extended to prohibited 
property which has been distributed by the corporation which is a bank- 
holding company, a final certification must be obtained from the Board 
that the corporation has divested itself of all property necessary or 
appropriate to comply with the bill within the statutory period per- 
mitted for divestment. If this final certification is not obtained, the 
transactions previously permitted to be made without recognition of 
gain are reopened and tax may be imposed in such cases. For this 
purpose the statute of limitations on assessment of deficiency resulting 
solely from the distribution of prohibited property which has been 
certified by the Board does not expire until 5 years after the corporation 
gives notification that the period prescribed in section 4 (a) of the bill 
has expired. 

A similar final certification is required where nonrecognition treat- 
ment has been originally accorded to the distribution of bank stock or 
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similar property which the Board has certified that the corporation 
must divest in order to cease being a bank-holding company. In this 
case the tax provisions of the bill provide that the Board must give a 
final certification that the corporation has ceased to be a bank-holding 
company within 2 years after the date of enactment of the bill or 
within 2 years after the date on which the corporation becomes a 
bank-holding company, whichever is later, unless the time has been 
extended by the Board for 1-year renewals not to exceed 5 years from 
the date of enactment of the bill or the date on which the corporation 
becomes a bank-holding company, whichever is later. The statutory 
period for the assessment of a deficiency resulting solely from such 
distribution is extended in the same manner as in the case of the 
distribution of prohibited property. 

The basis of stock or other property received by a distributee 
without recognition of gain under the provisions of the bill is deter- 
mined by allocating the adjusted basis of the stock with respect to 
which the distribution is made between such stock and the property 
so distributed. In the case of any recognition of gain upon the receipt 
of stock or property, such gain will be taken into account in determin- 
ing the adjusted basis of the stock with respect to which the distribu- 
tion was made and the property which was received. These rules 
are similar to the general rules for allocation of basis in the case of 
stock dividends and corporate reorganizations. The bill provides 
that the allocation of basis shall be made under regulations provided 
by the Secretary or his delegate. 

Where a bank holding company distributes stock of a subsidiary 
formed to receive either prohibited property or controlling bank in- 
terests which causes it to be a bank holding company, proper alloca- 
tion of the earnings and profits of the bank holding company is made 
to the subsidiary. Your committee has extended such treatment to 
direct distributions of stock of a corporation where the bank holding 
company owns at least 80 percent of such corporation. 

Except in the case of a distribution permitted to be made tax free 
under this part, nothing in this bill is intended to limit the applica- 
bility of other provisions of the Internal Revenue Code of 1954. For 
example, in a program of divestments under this bill a bank holding 
company could make distributions permitted under the tax provisions 
of this bill or under subchapter C of chapter 1 of the Internal Revenue 
Code of 1954 (relating to corporate distributions and adjustments). 


DETAILED DISCUSSION 


Section 10 of S. 2577, as reported by your committee, amends sub- 
chapter © of chapter 1 of the Internal Revenue Code of 1954 by 
adding a new part VIII. This part VIII specifies the extent to 
which (during a transition period after the enactment of the bill) 
gain will not be recognized upor receipt of property by a shareholder 
of a bank holding company, if such distribution is made pursuant to 
a certification by the Board of Governors of the Federal Reserve 
System that such distribution is necessary or appropriate to effec- 
tuate the Bank Holding Company Act of 1956. The provisions of 
the new part VIII are restricted by their own terms to the gain 
directly attributable to the receipt of property in the distributions 
specifically described. 
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The rules contained in part VIII are in addition to the other pro- 
visions of subtitle A of the Internal Revenue Code of 1954 (such as 
provisions relating to the recognition or nonrecognition of gain to a 
corporation making distributions, the provisions under which tax-free 
reorganizations may be effectuated, etc.). Many of these other pro- 
visions are contained in subchapter C of chapter 1 of such code 
(relating to corporate distributions and reorganizations). The pro- 
visions of part VIII supersede the other provisions of chapter 1 only 
in the cases qualifying under part VIII, and in those cases a to 
the extent specific provision is contained in part VIII. Accordingly, 
where the distribution to the shareholders of a bank holding com- 
pany of 100 percent of the stock of another corporation meets the 
requirements of section 355 of the Internal Revenue Code of 1954, no 
gain or loss is recognized to such shareholders notwithstanding the 
fact that, under the provisions contained in part VIII, nonrecognition 
of gain or loss would not be granted, in some cases, with respect to 
5 percent of such stock. 

The additional amendments of your committee make certain 
changes in the tax provisions of the bill. 

Section 1101 sets forth the conditions for nonrecognition of gain 
attributable to distributions of property by a qualified bank holding 
corporation when received by the shareholder with respect to his 
stock in such corporation. In addition rules are provided as to the 
date the qualified bank holding corporation must have acquired the 
property before it can be distributed with no gain recognized to its 
shareholders as a cael of the distribution. This section also pre- 
scribes certain conditions which must be fulfilled before any such 
distributions of property will obtain the nonrecognition of gain 
benefits of its provisions. 

The additional amendments of your committee revise subsection 
(a) of section 1101 in several respects: (1) Distributions of prohibited 
property consisting of stock received in an exchange to which section 
1101 (c) (2) applies are treated separately from all “other distributions 
of prohibited property; (2) provision is made for the nonrecognition 

of gain to certain sh: wreholders and security holders on certain ex- 
changes: - and (3) it is specifically provided that nonrecognition treat- 
ment may be available whether or not a distribution is pro rata. 

Section 1101 (a) (1) provides that a distribution of prohibited 
property, other than stock received in an exchange to which section 
1101 (c) (2) applies, by a qualified bank holding corporation with 
respect to its stock and without the surrender by the shareholders of 
any stock in such corporation will not result in any gain being recog- 
nized on the receipt of such property by the shareholders if the Board 
has, before the distribution, certified that the distribution of such 
property is necessary or appropriate to carry out section 4 of the 
Bank Holding Company Act of 1956. Furthermore, under your 
committee’s amendments, the qualified bank holding corporation may 
distribute such property to a shareholder in exchange for its preferred 
stock or to a security holder in exchange for its securities if the Board 
has certified that the distribution of such property is necessary or 
appropriate to carry out section 4 of the Bank Holding Company 
Act of 1956. On the date of distribution the distributing corporation 
must have been a qualified bank holding corporation. Section 4 
provides in general that it shall be unlawful for any bank holding 
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company, after 2 years from the date of enactment of the Bank 
Holding Company Act of 1956, to own any voting shares of any 
company other than a bank or a bank holding company or to engage 
in any business other than that of banking or of managing or controlling 
banks or of furnishing services to or performing services for any bank 
of which it owns or controls 25 percent or more of the voting shares. 
However, section 4 (c) sets forth certain exceptions and permits the 
holding by a bank holding company of certain types of property. 

Section 1101 (a) (2) of your committee’s bill provides for the tax 
treatment of certain distributions of stock and securities received in an 
exchange to which section 1101 (c) (2) applies. A distribution of 
common stock received in an exchange to which section 1101 (ec) (2) 
applies may be made by a qualified bank holding corporation to its 
shareholders (both common and preferred), with or without the 
surrender by such shareholders of their steck, without the recognition 
of any gain to the shareholders. Shareholders owning common stock 
in the distributing corporation may not receive preferred stock received 
in an exchange to which section 1101 (c) (2) applies with respect to 
their common stock without recognition of gain, whether or not they 
surrender common stock. Nor may shareholders owning preferred 
stock in the distributing corporation receive preferred stock obtained 
in an exchange to which section 1101 (c) (2) applies without recogni- 
tion of gain without surrender of preferred stock. Similarly, in no 
case may security holders receive common stock, preferred stock, 
or securities received in an exchange to which section 1101 (c) (2) 
applies without recognition of gain without the surrender of securities. 
Preferred stock or common stock, or both, received in an exchange to 
which section 1101 (c) (2) applies may be distributed by a qualified 
bank holding corporation to shareholders owning preferred stock in 
exchange for their preferred stock without the recognition of gain if the 
preferred stock received (if any) has substantially the same terms as 
the preferred stock surrendered. Either common or preferred stock, 
or both, received in an exchange to which section 1101 (c) (2) applies 
may be distributed by a qualified bank holding corporation to its 
security holders, in exchange for their secyrities, without any recogni- 
tion of gain to the security holders. A qualified bank holding corpora- 
tion may also distribute securities received in an exchange | to which 
subsection (c) (2) of section 1101 applies in exchange for its securities, 
without recognition of gain to the security holders, if the securities 
received have substantially the same terms as the securities sur- 
rendered. However, if the principal amount of the securities received 
by the security holder is greater than the principal amount of the 
securities surrendered, the excess principal amount does not receive 
nonrecognition treatment under section 1101 (a). In the case of any 
exchange of stock or securities of the distributing corporation it is not 
necessary that all of the stock or securities held by the distributee be 
surrendered. 

distribution may be entitled to nonrecognition treatment, with 

respect to shareholders, under paragraphs (1) or (2) of section 1101 (a) 
whether or not the distribution is pro rata with respect to all of the 
shareholders of the qualified bank holding corporation. 

Section 1101 (b) deals with distributions in the case of a corporation 
ceasing to be a bank holding company. As in the case of subsection 
(a), the additional amendments of your committee revise subsec- 
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tion (b) of section 1101 in several respects: (1) Distributions of stock 
received in an exchange to which section 1101 (c) (3) applies are treated 
separately from all other distributions of property which cause a 
corporation to be a bank holding company; (2) provision is made 
for the nonrecognition of gain to certain shareholders and security 
holders on certain exchanges; and (3) it is specifically provided that 
nonrecognition treatment may be available whether or not a distribu- 
tion is pro rata. In order to provide greater clarity, your committee 
has also revised the description in section 1101 (b) (1) (B) of property 
causing a corporation to be a bank holding company. 

Section 1101 (b) (1) applies to a distribution of property, other than 
stock received in an exchange to which section 1101 (c) (3) applies, 
by a qualified-bank holding corporation, with respect to its stock, to a 
shareholder without the surrender by such shareholder of stock in 
such corporation where the Board has before the distribution certified 
that (1) such property is all or part of the property by reason of which 
such corporation controls within the meaning of section 2 (a) a bank 
or a bank holding company, or that such property is part of the 
property by reason of which such corporation did control a bank or a 
bank holding company before any property of the same kind was dis- 
tributed under section 1101 (b) or exchanged under section 1101 (¢) (3), 
and (2) the distribution is necessary or appropriate to effectuate the 
policies of the Bank Holding Company Act of 1956. Under your com- 
mittee’s amendment, the qualified bank holding corporation may also 
distribute such property to a shareholder in exchange for its pre ferred 
stock or te a security holder in exchange for its securities if the Board 
has made a similar certification. In the case of a distribution falling 
within subsection (b), no gain to the shareholder or security holder 
upon the receipt of such property is recognized. Property which is 
intended to be covered bv section 1101 (b) (1) is that property or 
properties which is of a kind which eauses a company to be a bank 
holding company within the provisions of section 2 (a) of the Bank 
Holding Company Act of 1956. Thus, assuming that all the condi- 
tions of this part are met, a qualified bank holding corporation may 
distribute to its shareholders without the recognition of gain to them 
upon such distribution, part or all of the voting shares of one or more 
of the banks the ownership of which voting shares was the basis upon 
which such corporation is a bank holding opr wnf if the Board 
makes the certification required by section 1101 (b) (1) (B). Further- 
more, if any corporation was held by the Board to be a bank holding 
company under clause (2) of section 2 (a) of the Bank Holding Com- 
pany Act, and if such corporation is a qualified bank holding corpora- 
tion as required by this part, such corporation would be permitted to 
distribute whatever property it owned upon the basis of which such 
determination was made by the Board to its shareholders without 
recognition of the gain on the distribution, if the Board certifies in 
accord with section 1101 (b) (1) (B), 

Section 1101 (b) (2) of your committee’s bill provides for the tax 
treatment of certain distributions of stock and securities received in an 
exchange to which section 1101 (c) (3) applies. A distribution of 
common stock received in an exchange to which section 1101 (¢) (3) 
applies may be made by a qualified bank holding corporation to its 
shareholders (both common and preferred), with or without the sur- 
render by such shareho?ders of their stock, without the recognition of 
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any gain to the shareholders. Shareholders owning common stock 
in the distributing corporation may not receive preferred stock received 
in an exchange to which section 1101 (¢) (3) applies with respect to 
their common stock without recognition of gain, whether or not they 
surrender common stock. Nor may shareholders owning preferred 
stock in the distributing corporation receive preferred stock obtained 
in an exchange to which section 1101 (¢) (3) applies without recogni- 
tion of gain without surrender of preferred stock. Similarly, in no 
case may security holders receive common stock, preferred stock, or 
securities received in an exchange to which section 1101 (c) (3) applies 
without recognition of gain without the surrender of securities. 
Preferred stock or common stock, or both, received in an exchange to 
which section 1101 (c) (3) applies may be distributed by a qualified 
bank holding corporation to shareholders owning preferred stock in 
exchange for their preferred stock without the recognition of gain if 
the preferred stock received (if any) has substantially the same terms 
as the preferred stock surrendered. Either common or preferred stock, 
or both, received in an exchange to which section 1101 (c) (3) applies 
may be distributed by a qualified bank holding corporation to its 
security holders, in exchange for their securities without any recogni- 
tion of gain to the security holders. A qualified bank holding corpora- 
tion may also distribute securities received in an exchange to which 
subsection (c) (3) of section 1101 applies in exchange for its securities, 
without recognition of gain to the security holders, if the securities 
received have substantially the same terms as the securities sur- 
rendered. However, if the principal amount of the securities received 
by the security holder is greater than the principal amount of the 
securities surrendered, the excess principal amount does not receive 
nonrecognition treatment under section 1101 (b). In the case of any 
exchange of stock or securities of the distributing corporation it is not 
necessary that all of the stock or securities held by the distributee be 
surrendered. 

A distribution may be entitled to nonrecognition treatment, with 
Sa t to shareholders, under paragraphs (1) or (2) of section 1101 (b) 
whether or not the distribution is pro rata with respect to all of the 
shareholders of the qualified bank holding corporation. 

It is the intent of the bill that a qualified bank holding corporation 
must determine whether it will dispose of prohibited property and 
remain a bank holding company or whether it will dispose of the 
property upon the basis of which the corporation is determined to be 
a bank holding company. Therefore, section 1101 (a) (4) and (b) 
(4) provide that if the first distribution under this part qualifies for 
nonrecognition treatment under subsection (a) no distribution may 
qualifv under subsection (b). Similarly, if the first distribution under 
this part qualifies for nonrecognition treatment under subsection (b) 
no distribution may qualify under subsection (a). 

Subsection (c) of section 1101 is a limitation upon the application 
of subsections (a) and (b). Subparagraph (A) of paragraph (1) of 
subsection (ce) specifically excludes from the application of subsections 
(a) and (b) of section 1101 any property which a qualified bank hold- 
ing corporation acquired after May 15, 1955, except to the extent 
such corporation received such property (even though subsequent to 
May 15, 1955) and (1) gain was not recognized by reason of subsection 
(a) or (b), or (2) the property was received by the corporation in 
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exchange for all of its stock in an exchange to which paragraph (2) 
or (3) of subsection (c) applies, or (3) such property was acquired 
by the distributing corporation in a transaction in which gain was 
not recognized under section 305 (a) or section 332, or under sec tion 
354 by reason of a reorganization described in section 368 (a) (1) (EB) 
or (F) (recapitalization or mere change in identity, form, or place of 
organization). 

Under subparagraph (B) of paragraph (1), neither subsection (a) 
nor (b) of section 1101 is applicable to the distribution by a qualified 
bank holding corporation of property which was acquired by such 
corporation in a distribution with respect to stock acquired by it 
after May 15, 1955, unless such stock was acquired by it (1) in a dis- 
tribution (with respect to stock held by it on May 15, 1955, or with 
respect to stock in respect of which all previous applic ations of this 
clause are satisfied) with respect to which gain to it was not recog- 
nized by reason of subsection (a) or (b) of section 1101, or (2) in ex- 
change for all of its stock in an exchange meeting the requirements of 
section 1101 (c) (2) or (3), or (3) in a transaction in which gain was 
not recognized under section 305 (a) or section 332, or under section 
354 by reason of a reorganization described in section 368 (a) (1) 
(EK) or (F). 

Paragraphs (2) and (3) of subsection (c) of section 1101 are excep- 
tions to the general rule of paragraph (1) of subsection (c) that subsec- 
tions (a) and (b) do not apply to any property acquired by a distribut- 
ing corporation after May 15, 1955. In general paragraphs (2) and 
(3) permit the distribution of the stock and securities of corporations 
organized to receive property which could have been distributed di- 
rectly. Under the tax provisions of 5. 2577 as originally reported by 
your committee, the corporation organized under these paragraphs 
could receive only property which could have been distributed directly 
without recognition of gain to shareholders. The amendments pro- 
posed by your committee permit the transfer of additional property 
(ine ‘luding cash) when there is not a plan to avoid Federal income tax. 

Under subparagraph (C) of paragraph (1), neither subsection (a) 
nor (b) of section 1101 is applicable to the distribution by a qualified 
bank holding corporation of property acquired by such corporation in 
a transaction in which gain was not recognized under section 332, 
unless such property was acquired from a corporation which, if it had 
been a qualified bank holding corporation, could have distributed such 
property under section 1101 (a) (1) or (b) (1). 

Under paragraph (2) if a qualified bank holding corporation ex- 
changes property which, under subsection (a) (1), such corporation 
could distribute dire ou to its shareholders or security holders with- 
out the recognition of gain to such shareholders or security holders 
and other property (except property described in section 1101 (b) (1) 
(B) (i)) for all of the stock of a second corporation created and availed 
of solely for the purpose of receiving such property, and immediately 
after the exchange, the qualified bank holding corporation distributes 
all of such stock in a manner prescribed in section 1101 (a) (2) (A) 
then the stock and securities of the second corporation may be dis- 
tributed to the shareholders and security holders of such qualified 
bank holding corporation in distributions meeting the requirements 
of section 1101 (a) (2). However, prior to such exchange, the Board 
must certify, with respect to the property exchanged consisting of 
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property which the corporation could have distributed directly to 
its shareholders or security holders without recognition of gain under 
section 1101 (a) (1), that the exchange and distribution are necessary 
or appropriate to effectuate section 4 of the Bank Holding Company 
Act of 1956. 

Under paragraph (3) of section 1101 (c) if any qualified bank hold- 
ing corporation exchanges property which it could have distributed 
direc tly to its shareholders or security holders without recognition of 
gain to them under section 1101 (b) (1) and other property (exc ept 
prohibited property), for all of the stock of a second corporation 
created and availed of solely for the purpose of receiving such property, 
and immediately after the exchange the qualified bank holding cor- 
poration distributes all of such stock in a manner prescribed in section 
1101 (b) (2) (A), then the stock and securities of the second corpora- 
tion may be distributed to the shareholders and security holders of 
such qualified bank holding corporation in distributions meeting the 
requirements of section 1101 (b) (2). However, prior to such exchange 
the Board must have certified, with respect to the property exchanged 
consisting of property which the corporation could have distributed 
directly to its shareholders or security holders without recognition of 
gain under section 1101 (b) (1), that (1) such property is all or part of 
the property by reason of which such corporation controls within the 
meaning of section 2 (a) a bank or a bank holding company, or that 
such property is part of the property by reason of ‘which the corpora- 
tion did control a bank or a bank holding company before any prop- 
erty of the same kind was distributed under section 1101 (b) (1) or 
exchanged under section 1101 (c) (3), and (2) the exchange and dis- 
tribution are necessary and appropriate to effectuate the policies of 
the Bank Holding Company Act of 1956. 

An exchange will meet the requirements of section 1101 (¢) (2) or 
(3) even though the only property transferred by the qualified bank 
holding corporation is property which could have been distributed 
to its shareholders or security holders directly without the recognition 
of gain to them. However, the distribution of the stock and securities 
of the corporation receiving such property will not receive the non- 
recognition treatment provided in sections 1101 (a) and (b) if property 
of the type referred to in section 1101 (d) is retained in pursuance of 
a plan to avoid Federal income tax. The qualified bank holding 
corporation making an exchange under section 1101 (c) (2) or (3) 
may receive securities of the second corporation in addition to all of 
the stock of such corporation. However, the securities received may 
be distributed without recognition of gain only to the extent provided 
in section 1101 (a) (2) and (b) (2). 

Your committee has amended the tax provisions of S. 2577, as 
originally reported, to provide, in section 1101 (d), that distributions 
which are a part of a plan to avoid Federal income tax will not qualify 
for nonrecognition treatment under sections 1101 (a) and (b). This 
amendment to the bill adopts an approach analogous to that used in 
section 355 (a) (1) (B) of the Internal Revenue Code of 1954. This 
amendment is applicable both to direct distributions of property and 
to distributions of the stock and securities received in an exchange 
to which section 1101 (c) (2) or (3) applies. Paragraph (1) of section 
1101 (d) provides that section 1101 (a) shall not apply to a distribution 
of nonbanking property if, in connection with such distribution, the 
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distributing corporation retains, or transfers after May 15, 1955, to 
any corporation, property (other than prohibited property) as part 
of a plan one of the principal purposes of which is the distribution of 
the earnings and profits of any corporation. Similarly, paragraph (2) 
of section 1101 (d) provides that section 1101 (b) shall not apply to 
a distribution of banking property if, in connection with such distri- 
bution, the distributing corporation retains, or transfers after May 15, 
1955, to any corporation property (other than property described in 
sec. 1101 (b) (1) (B) (1)) as part of a plan one of the principal purposes 
of which is the distribution of the earnings and profits of any corpo- 
ration. 

Your committee has adopted an amendment providing a special 
rule for contributions to capital of a corporation made after May 15, 
1955, and prior to the date of enactment. Paragraph (3) of section 
1101 (d) provides that in a case of a distribution a portion of which 
is attributable to a transfer which is a contribution to the capital of 
a corporation, made after May 15, 1955, and prior to the date of 
enactment, if section 1101 (a) or (b) would apply to such distribution 
but for the fact that such contribution to capital is part of a tax 
avoidance plan under paragraph (1) or (2) of section 1101 (d), then, 
notwithstanding paragraph (1) or (2) of subsection (d), section 1101 
(a) or (b) shall apply to that portion of such distribution not attribut- 
able to such contribution to capital and shall not apply to that 
portion attributable to such contribution to capital. 

The preceding paragraph may be illustrated by the following 
examples: 

Assume that corporation A (a qualified bank holding corpora- 
tion) owns all of the stock of corporation X. Assume further that 
corporation A, after May 15, 1955, and prior to the date of the enact- 
ment of this bill, makes a contribution to the capital of corporation X 
in the amount of $50,000 in pursuance of a plan to avoid Federal 
income tax under paragraph (1) or (2) of section 1101 (d). Thereafter, 
corporation A makes a distribution of the stock of corporation X to 
the shareholders of corporation A which would be entitled to non- 
recognition treatment but for the tax avoidance plan. Under sub- 
section (d) the nonrecognition of gain provided by subsection (a) 
does not apply to that portion of the distribution which is attributable 
to the contribution of capital, that is, $50,000. The amount of the 
distribution to the extent of the contribution to capital, $50,000, is 
a distribution subject to the provisions of section 301 of the Internal 
Revenue Code of 1954. 

(2) The facts are the same as in example (1) above, except that 
the value of the portion of the distribution which is attributable to 
the contribution to capital, at the time of the distribution, is less 
than $50,000. The value of that portion of the distribution which 
is attributable to the contribution to capital of $50,000 is a distribution 
subject to the provisions of section 301 of the Internal Revenue Code 
of 1954. 

Subsection (e) of section 1101 provides that neither subsection (a) 
nor subsection (b) shall apply with respect to any distribution by : 
corporation unless the board makes the certification required by the 
subsection. 

Paragraph (1) of subsection (e) relates to certification with respect 
to distributions falling within subsection (a). It provides that sub- 
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section (a) shall not apply to any such distribution unless the Board 
certifies that, before the expiration of the period permitted under 
section 4 (a) of the Bank Holding Company Act of 1956 (including any 
extensions thereof granted to such corporation under such sec. 4 (a)), 
the corporation has disposed of all the property, the disposition of 
which is necessary or appropriate to effectuate section 4 (or would 
have been so necessary or appropriate if the corporation had continued 
to be a bank holding company). In order that subsection (a) of 
section 1101 is to apply to distributions of property by a qualified 
bank holding corporation, it is essential that such corporation dispose 
of all of such property within the period (including extensions thereof) 
specified in section 4 (a) of such act. During the period during which 
such corporation is required to dispose of all such property, distribu- 
tions of property are to be considered as being within subsection (a) 
of section 1101, if other requirements of this part are met. Thus, no 
gain would be recognized to shareholders on distributions (if such dis- 
tributions would otherwise qualify for the benefits of this part) during 
such period. If, at the close of such period, the corporation has dis- 
posed of all of such property and the Board has made the certification 
required under subsection (e) of section 1101, subsection (a) of section 
1101 will apply to distributions of property. However, if, at the 
close of such period, the corporation has not disposed of all of the 
property the disposition of which is necessary or appropriate to effec- 
tuate section 4 of the Bank Holding Company Act of 1956, then sub- 
section (a) of section 1101 will not apply to any distributions of prop- 
erty by the corporation. Thus, in a case where the provisions of 
subsection (e) (1) are not met, the tax treatment of any distribution 
of property by a qualified b: ink holding corporation to its shareholders 
is governed by the provisions of other sections of the Internal Revenue 
Code of 1954 applicable thereto. 

Paragraph (2) of subsection (e) of section 1101 is applicable to dis- 
tributions falling within subsection (b) of section 1101. Subpara- 
graph (A) provides that subsection (b) shall not apply unless the 
Board certifies that the corporation has ceased to be a bank holding 
company before the expiration of the period specified in subparagraph 
(B). Under H. R. 6227 the period specifies din paragraph (B) was 2 
years after the date of enactment. 5S, 2577, as originally reported, 
modified subparagraph (B) to provide that the specified period expires 
2 years after the enactment of this part or 2 years after the corporation 
becomes a bank holding company, whichever is later. Under sub- 
paragraph (B) of H. R. 6227 the Board is authorized on the application 
of any qualified bank holding corporation to extend such period from 
time to time with respect to such corporation for not more than 1 year 
at a time if, in its judgment, such an extension would not be detri- 
mental to the public interest, but such period might not be extended 
beyond the date 5 years after the date of enactment of this part. This 
provision was modified by S. 2577, as originally reported, to provide 
that such period may not in any case be extended beyond the date 
5 years after the date of enactment of this part or 5 years after the 
date on which the corporation becomes a bank holding company, 
whichever is later. The purpose of this change was to extend the 
specified periods in the case of corporations which become bank 
holding companies after the date of enactment of this part by reason 
of a distribution under section 1101. This treatment makes the 
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specified periods uniform whether such a corporation chooses to dis- 
tribute prohibited property or bank stock. In order that subsection 
(b) of section 1101 is to apply to distributions of property of a kind 
which causes a qualified bank holding corporation to be a bank hold- 
ing company and the disposition of which is nece essary to enable such 
corporation to cease being a bank holding company, it is essential that 
such corporation cease to be a bank holding company within the period 
(including extensions thereof) specified in subsection (e) (2) of section 
1101. During the period during which such corporation disposes of 
property to enable it to cease being a bank holding company, distribu- 
tions of such property are to be considered as being within subsection 
(b) of section 1101, if other requirements of this part are met. Thus, 
no gain would be recognized to shareholders on such distributions (if 
such distributions would otherwise qualify for the benefits of this 
part) during such period. If, at the close of such period specified in 
subsection (e) (2), the corporation has ceased to be a bank holding 
company, subsection (b) of section 1101 will apply to distributions of 
such property. However, if, at the close of such period, the corpora- 
tion has not ceased being a bank holding company, then subsection (b) 
of section 1101 will not apply to any distributions of such property by 
the corporation. Thus, in a case where the provisions of subsection 
(e) (2) are not met, the tax treatment of any distributions of property 
of a kind which causes a qualified bank holding corporation to be a 
bank holding company to its shareholders is governed by the provisions 
of other sections of the Internal Revenue Code of 1954 applicable 
thereto. 

Section 1102 provides special rules for the application of this part. 

Subsection (a) relates to the basis of property acquired in distribu- 
tions under either subsection (a) or subsection (b) of section 1101. 

Paragraph (1) of subsection (a) relates to the basis of property 
received by a shareholder with respect to stock without the surrender 
by such shareholder of stock. If gain is not recognized by reason of 
section 1101 (a) or (b) with respect to the receipt of any property 
then, under paragraph (1), the basis of such property and of the stock 
with respect to which it was distributed shall, in the hands of the 
distributee, be determined by allocating the adjusted basis of such 
stock between such property and such stock. Such allocation shall be 
made under regulations prescribed by the Secretary or his delegate. 

Paragraph (2) of subsection (a) relates to the basis of property 
received by a shareholder in exchange for stock or by a security 
holder in exchange for securities. If gain is not recognized by reason 
of section 1101 (a) or (b) with respect to the receipt of any property 
then, under regulations prescribed by the Secretary or his delegate, 
the basis of the property received shall, in the distributee’s hands, 
be the same as the adjusted basis of the stock or securities exchanged, 
increased by (1) the amount of the property received which was 
treated as a dividend and (2) the amount of gain to the taxpayer 
recognized on the property received (not including any portion of 
such a gain which was treated as a dividend). 

Subsection (b) of section 1102 of H. R. 6227 provided for the exten- 
sion of the periods of limitation on the assessment and collection of 
deficiencies in tax arising from distributions to which subsection (a) or 
(b) of section 1101 applies. S. 2577, as originally reported, modified 
this provision of the House bill in several respects: (1) It eliminated 
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the extension of the period under section 6502 relating to collection as 
unnecessary ; (2) it provided that the extension applies to distributions 
certified by the Board under subsection (a) or (b) of section 1101 in 
order to correct a technical defect; (3) it provided that the notification 
by the corporation be in such manner and with such accompanying 
information as prescribed in regulations by the Secretary or his 
delegate; (4) it provided for a 5-year period after the notification 
instead of a l-year period; and (5) it provided that the notification 
can only be made after the expiration of the period oe in 
section 4 (a) of the Bank Holding Company Act or section 1101 (e), 
whichever is applicable, instead of after a final certification by the 
Board. ‘The additional amendments proposed by your committee 
provide that the extension applies to all distributions certified by the 
Board under subsection (a), (b), or (c) of section 1101. Accordingly, 
under subsection (b) of section 1102, the periods of limitation provided 
in section 6501 (relating to limitations on assessment) shall not expire, 
with respect to any deficiency (including interest and additions to the 
tax) resulting solely from the receipt of property by shareholders in a 
distribution which is certified by the Board under subsection (a), (b) 
or (c) of section 1101, until 5 years after the distributing corporation 
notifies the Secretary or his delegate (in such manner and with such 
accompanying information as the Secretary or his delegate may by 
regulations prescribe) that the period (including extensions thereof) 
prescribed in section 4 (a) of the Bank Holding Company Act, or 
section 1101 (e) (2) (B), whichever is applicable, has expired. Such 
assessment may be made notwithstanding any provision of law or 
rule of law which would otherwise prevent such assessment. 

Subsection (c) of section 1102 relates to allocation of earnings and 
profits. ‘The amendments proposed by your Committee extend the 
rule relating to allocation of earnings and profits contained in section 
1102 (c) of S. 2577 as originally reported by your committee to the 
distribution of stock in a controlled corporation. Your committee 
believes it appropriate to provide a rule which is similar to that applied 
under section 312 (i) in eases involving the distribution of stock of a 
controlled corporation under section 355. Accordingly, paragraph 
(1) of section 1101 (c) provides that in the case of a distribution by a 
qualified bank holding corporation under section 1101 (a) (1) or (b) (1) 
of stock in a controlled corporation, proper allocation with respect to 
the earnings and profits of the distributing corporation and the con- 
trolled corporation shall be made under regulations prescribed by the 
Secretary or his delegate. (Par. (3) of sec. 1101 (c) defines the term 
“eontrolled corporation” in the same manner as sec. 368 (c) of the 
Internal Revenue Code of 1954.) Paragraph (2) of section 1101 (c) 
provides that in the case of any exchange described in sectton 1101 (c) 
(2) or (3), the earnings and profits of the corporation transferring the 
property shall be properly allocated between such corporation and the 
corporation receiving such property under regulations prescribed by 
the Secretary or his delegate. 

Subsection (d) relates to itemization of property distributed. The 
Board is required in any certification under this part to make such 
specification and itemization of property as may be necessary to carry 
out the provisions of this part. 

Section 1103 sets forth the definitions, for purpose of this part, of 
“bank holding company,” ‘qualified bank holding corporation,”’ 
‘prohibited property,” “nonexempt property,” and ‘‘Board.”’ 
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Subsection (a) of this section provides that the term “bank holding 
company’? means a bank holding company as defined !»y section 2 of 
the Bank Holding Company Act of 1956. 

Subsection (b) of this section defines the term “‘qualitied bank hold- 
ing corporation.” S. 2577, as originally reported, made a technical 
amendment to subsection (b) in order to make it clear that the tax 
eens of this part apply to any corporation as defined in section 
7701 (a) (3) of the Internal Revenue Code of 1954 if such corporation 
is a ected bank holding corporation. In order for a corporation 
to be a qualified bank holding corporation, and therefore for its share- 
holders to receive the special tax treatment provided by this part, it 
must not only be a bank holding company but, in addition, it must 
hold “‘prohibited property” as defined in subsoe ‘tion (c). For example, 
if the sole assets of corporation X consist of 25 percent of the voting 
shares of each of two banks, corporation X is not a qualified bank 
holding corporation. 

In addition, to be a qualified bank holding corporation the pro- 
hibited property must have been acquired on or before May 15, 1955, 
by a corporation which is a bank holding company, or must have been 
acquired in a distribution to it by a qualified bank holding corporation 
with respect to which gain is not recognized by reason of section 1101 
(a) or (b). Furthermore, a bank holding company which holds pro- 
hibited property acquired by it in exe -hange for all of its stock in an 
exchange described in section 1101 (c) (2) or (3) is a qualified bank 
holding corporation. (The amendments proposed by your committee 
add references to sec. 1101 (b) and sec. 1101 (¢) (2) to par. (1) of see. 
1103 (b) in order to conform the tax provisions of this bill to the 
change proposed by your committee in sec. 4 (a) (2) of this bill.) 

The preceding paragraph may be illustrated by the following 
examples: 

(1) If the sole assets of corporation X on May 15, 1955, consist of 
cash and 25 percent of the voting shares of each of two banks and on 
Mav 30, 1955, corporation X purchases nonbanking business assets, 
corporation X is not a qualified bank holding corporation. 

(2) The sole assets of corporation Y, on May 15, 1955, consist of 
25 percent of the voting shares of each of two banks and 4 percent of 
the outstanding voting stocks (the value of which is less than 5 
percent of the value of corporation Y’s total assets) of corporation 
Z, a qualified bank holding corporation. Corporation Z distributes 
nonbanking business assets to corporation Y which are prohibited 
property in the hands of corporation Y, in a distribution to which 
section 1101 (a) applies. Corporation Y becomes a qualified bank 
holding corporation by reason of the distribution by Z. 

Notwithstanding that a corporation meets the requirements of 
paragraph (1) of subsection (b), such corporation shall not be a 
qualified bank holding corporation unless it meets the additional 
requirements of subparagraphs (A), (B), and (C) of paragraph (2). 

Subparagraph (A) of paragraph (2) provides that a bank holding 
company shall not be a qualified bank holding corporation unless 
such corporation would have been a bank holding company on 
May 15, 1955, if the Bank Holding Company Act of 1956 had been 
in effect on such date, or unless such corporation is a bank holding 
company determined solely by reference to the following: (1) Property 
acquired by such corporation on or before May 15, 1955; (2) property 
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acquired by such corporation in a distribution by a qualified bank 
holding corporation to such corporation wherein gain was not recog- 
nized by reason of subsection (a) or (b) of section 1101; and (3) 
property acquired by such corporation in exchange for all of its 
stock in an exchange meeting the requirements of section 1101 (¢) (2) 
or (3). 

Thus, if on May 15, 1955, the sole assets of corporation X consist 
of cash - business assets and on May 30, 1955, corporation X 
acquires 25 percent of the voting shares of each of two banks for cash, 
then, by reason of subparagraph (A) of paragraph (2), corporation x, 
although a bank holding company holding prohibited property 
acquired by it before May 15, 1955, is not a qualified bank holding 
corporation. Similarly, if corporation X acquired 25 percent or more 
of the voting shares of each of two banks in a tax-free reorganization, 
corporation X, although a bank holding company holding prohibited 
property acquired by it before May 15, 1955, would not be a qualified 
bank holding corporation. An additional example of the application 
of subparagraph (A) of paragraph (2) is where corporation X is 
determined by the Board to be a bank holding company by reason of 
clause (2) of section 2 (a) of the Bank Holding Corporation Act of 
1956, solely by reference to (1) property acquired by such corporation 
on or before May 15, 1955, and (2) property acquired by it from a 
qualified bank holding corporation in a distribution in which gain 
to the distributee was not recognized by reason of subsection (a) or (b) 
of section 1101. 

Except as explained in the next paragraph, subparagraph (B) of 
paragraph (2) provides that a bank holding company shall not be a 
qualified bank holding corporation by reason of either (1) the acqui- 
sition by such bank holding company of prohibited wdauee after 
May 15, 1955, in a distribution from a qualified bank holding corpora- 
tion to which section 1101 (a) is applicable or (2) the acquisition by 
such bank holding company (which company would not have been a 


bank holding compa» » on May 15, 1955, if the Bank Holding Company 
Act of 1956 had b effect on such date) of property described in 
clause (ii) of subparagraph (A) of paragraph (2). An example of the 


operation of the iccroier’ is where, on May 15, 1955, the sole assets 
of corporation Y consist of cash and 25 percent of the voting shares 
of each of two banks. On May 30, 1955, corporation Y purchases for 

cash 50 percent of the stock of corporation Z, a qualified bank holding 
corporation. Corporation Z distributed business assets to corporation 
Y in a distribution in which gain to corporation Y with respect to 
the receipt of such property was not recognized by reason of section 
1101 (a). Corporation Y is not a qualified bank holding corporation 
since such property was acquired by corporation Y in a distribution 
with respect to stock acquired after May 15, 1955. 

A _ holding company may be a qualified bank holding corpora- 
tion by reason of the property described in the preceding paragraph 
if such eile rty was acquired in a distribution with respect, to stock 
which was acquired by such company (1) on or before May 15, 1955, 
(2) in a distribution (with respect to stock held by it on May 15, 1955, 
or with respect to stock in respect of which all previous applications 
of this clause are satisfied) with respect to which gain to it was not 
recognized by reason of subsection (a) or (b) of section 1101, or (3) in 
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exchange for all of the stock of the bank holding company in an ex- 
change meeting the requirements of section 1101 (c) (2) or (3). 

Subparagraph (C) of paragraph (2) states that a corporation may 
not be treated as a qualified bank holding corporation unless the 
Board certifies that it satisfies the requirements of subsection (b) of 
section 1103. 

Subsection (c) of section 1103 defines the term “prohibited prop- 
erty.”’ Such property is defined as property, other than nonexempt 
property, the disposition of which, in the case of any bank holding 
company, would be necessary or appropriate to effectuate section 4 
of the Bank Holding Company Act of 1956, if such company continued 
to be a bank holding company beyond the period (including any 
extensions thereof) specified in section 4 (a), in the case of distributions 
under section 1101 (a), or specified in section 1101 (e) (2) (B), in the 
case of distributions under section 1101 (b). The term “prohibited 
property” does not include shares of any company which are held by 
a bank holding company to the extent that the ownership by such 
bank holding company of such property is not prohibited by section 
4 of such bill by reason of subsection (c) (5) of such section. 

Subsection (d) defines the term “nonexempt property,” the dis- 
tribution of which may not be accorded the tax treatment provided 
by this part. 

Subsection (e) of this section states that the term ‘‘Board’”’ means 
the Board of Governors of the Federal Reserve System. 

Section 10 (b) amends table of parts of chapter 1, subchapter O 
of Internal Revenue Code of 1954 by adding “Part VIII. Distribu- 
tions pursuant to Bank Holding Company Act of 1955. 

Section 10 (c) makes these tax provisions in section 10 (a) apply to 
taxable years a after the enactment of the act. 














CHANGES IN Existinc Law 











In compliance with subsection (4) of rule XXIX of the Standing 
Rules of the Senate, changes in existing law made by the bill, as 
reported, are shown as follows (new matter is printed in italics, 
existing law in which no change is proposed is shown In roman): 


INTERNAL REVENUE CODE OF 1954 





Chapter I-—Normal Taxes and Surtaxes 


* * * * 3 * * 


SUBCHAPTER O—GAIN OR LOSS ON DISPOSITION OF PROPERTY 



























Par I. Determination of amount and recognition of gain or loss. 

Par II. Basic rules of general application 

Part III. Common nontaxable exchange 

Part IV. Special rule 

Part V. Changes to effectuate F. C. C. policy 

Part VI. Exchanges in obedience to S. E. C. orders 

Part VII. Wash sales of stock or securities 

Part VIII. Distributions pursuant to Rank Holding Company Act of 1955. 
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Act of 1956 





Part VilI—Distributions Pursuant to Bank Holding Company 







Sec. 1101. Distributions pursuant to Rank Holding Company Act of 1956. 
Sec. 1102. Special rules 
Sec. 1103. Definitions 
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SEC. 1101. DISTRIBUTIONS PURSUANT TO BANK HOLDING COMPANY ACT OF 1956. 


a) Distrrispurions or Certain Non-Banxine Properry. 
(1) DISTRIBUTIONS OF PROHIBITED PROPERTY.— 


I f. 


A) a qualified bank holding corporation distributes prohibited property 
other than stock received in an exchange to which subsection (c) (2) applies)— 
i) to a shareholder (with respect to its stock held by such share- 
holder), without the surrender by such shareholder of stock in such 
corporation; or _ 
(it) to a shareholder, in exchange for its preferred stock; or 
(1t7) to a security holder, in exchange for its securities; and 
B) the Board has, before the distribution, certified that the distribution 
of such prohibited property is necessary or appropriate to effectuate section 4 
of the Bank Holding Company Act of 1956, 
then no gain to the shareholder or securily holder from the receipt of such properly 
shall be rec ogni ze d 


DISTRIBUTIONS OF STOCK AND SECURITIES RECEIVED IN AN EXCHANGE 


WHICH SUBSECTION (2?) APPLIES,—If— 
A) a qualified bank holding corporation distributes 
common stock received in an exchange to which subsection (c) (2 
applies to a shareholder (with re spect to its stock held by such share- 
holder), without the surrender by such shareholder of stock in such 


orporation: or 


? common stock received in an ex ‘hange to which subsection (c) (2 
ippl es to a shareholder, in exchange for its common stock: or 

11) prefe rred stock or common stock received in an ex hange to which 
subsection (c 2 ap plte s to a shareholder. in exchange for its prefe rred 
stor h . or 


irities or pre ferred or common stor k received in an exchange 
to which subsection (¢ 2?) applies to a security holder, in exchange for 


; / 


s securities; and 
B anu prefe rred stocl rece ved has substantially the same terms as the 
preferred stock exchanged, and any securities received have substantially the 
ne terms as the securities exchanged, 
then, except as provided in subsection (f). no gain to the shareholder 


or security 
holder from the receipt of such stock or such securities or 


such stock and securities 
shall be recognized 
NON PRO RATA DISTRIBUTIONS,—Paragraphs (1) and (2) shall apply to 
distribution whether or not the distribution is pro rata with respect to all of 
the shareholders of the distributing qualified bank holding corporation. 
EXCEPTION, This subsection shall not apply to any distribution by a 
corporation which has made any distribution pursuant to subsection (b) 
) DISTRIBUTIONS INVOLVING GIFT OR COMPENSATION, - 
In the case of a distribution to which paragraph (1) or (2) 
applies, but which 
1) results ina gift, see section 2501, and following, or 
B) has the effect of the payment of compensation, see 
section 61 (a) (1). 
b) Corporation Crastna To Be a Bank Hotpine Company. 
1) DISTRIBUTIONS OF PROPERTY WHICH CAUSE A CORPORATION TO BE A 


BANK HOLDING COMPANY.—If 
Aja q ialified banl hold na corporation distr butes prope rty other than 
tod rece ed na ( chanae lo wh ich S ih ection Cc ; applies 
loa shareholde urith re spect to its stock he ld } Ws uch share holder 
thout the surrender b { suc hareholder of stock in such corporation, 
or ' 
fo a shareholder, in erchanae for its prefe rred stock: or 
2 to a security holder, in exchange for its securities: and 


B) the Board has, before the distribution, certified that 
i) such property is all or part of the property by reason of which 
such corporation controls uithin the meaning of section 2 (a) of the 
Bank Holding Company Act of 1956) a bank or bank holding com- 
pany, or s ich property is part of the prope rly by reason of which such 
sf 


corpors 


on did control a bank or a bank holding company before any 
prope rty of the same kind was distributed under this subsection 


or 
exchanged unde? thsection (ce 3), and 
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ii) the distribution is necessary or appropriate to effectuate the 
policies of such Act, then no gain to the shareholder or security holder 
from the receipt of such property shall be recognized. 

(2) DISTRIBUTIONS OF STOCK AND SECURITIES RECEIVED IN AN EXCHANGE 
TO WHICH SUBSECTION (C) (3) APPLIES.—If— 
(4) a qualified bank holding corporation distributes 
(1) common stock received in an exchange to which subsection (ce) (3) 
applies to a shareholder (with respect to its stock held by such share- 
holder), without the surrender by such shareholder of stock in such 
corporation or 
(12) common stock received in an exchange to which subsection (c) 
applies to a shareholder, in exchange for its common stock; or 
(zit) preferred stock or common stock received in an exchange to 
which subsection (c) (3) applies to a shareholder, in exchange for its 
prefe rred stock: or 


(av) securities or prefe rred or common stock rece ived in an exchange 


to which subsection (c) (3) applies to a security holder, in exchange fo 
securities: and 
B any prefe rred stock received has s thstantially the same terms as the 
preferred stock exchanged, and any securities received have substantially the 
same terms as the securities exchanged, 
then, excepl as provided in subsection J), no gain to the shareholder or security 
holder from the rece pl of such stock or such securities or such stock and securit 
shall he recognized 
(3) Non PRO RATA DISTRIBUTIONS.—-Paragraphs (1) and (2) shall apply 
to a distribution whether or not the distribution ts pro rata with re spect to all of 
the shareholders of the distrib iting qualified bank holding corporation 
EXCEPTION This subsection shall not apply to any distribution by a 
le any distribution pursuant to s thsection (a 
DISPRIBt TIONS INVOLVING GIFT OR COMPENSATION 
In the case of a distribution to which paragraph (1) or 
applies, but which 
1) results in a gift, see section 2501, and following, or 
B) has the effect of the payment of compensation, see 
. section 61 (a) (1). 
PERTY ACQUIRED AFTER May 15, 1955. 


I ERAT F-xrce pt as prov ded m paragrapns 


CO poration u hich has ride 


nol apply to 


A; acquired by the disi ibuting ¢ ) poraho? atle Vay Ie 


gain lo such corvoration will res pect fo ihe ecerpl aot sucl 


prope riy wa ot recognized by reason of subsection (a) or (b , or (a such 


property was received by it in exchange fo ll of its stock in an exchange 


Or ; appli s.. or 111 such properiy as acqut ed 


aiiton in a arnsaction wh hich gain as not 


29 fC i] 
(a) or sechion ) 0} nde sectton 554 rt} 


espect to a ywaanizaiion described in section 868 (a 1) EF) o7 F), o 


B any prope / u hich was acqui ed by the distributing corporation 1 


‘} espect to stock ac pia ‘ed by such co poraiion atte Vay 


such siock was acquired by such co po ation 


espect to stock held by it on May 15, 19445 


1} 


. , 
sper ot 1? ale previous applications ¢ 


espect to which gain to it was not recognized by 
f ti) in erchange for all of its stock in an 
(3 applies, or (227 a transaciion 


. ; Tr , >a) 
under section S500 a ( section 332, or 


w¢ zon BAS a 


any prope {i acquirea by the distributing co poratio) nairansactio 
n which gain was not recognized under section 332, unless such property 
‘ 2 : . 55 
as acquired from a corporation which, if it haa been a qualified bank holding 
cor poration, could have distribuled such prope j unde subsection a 
1 or (b 
: os 
EXCHANGES INVOLVING PROHIBITED PROPERTY.—/f 
A any q ial fie a bar k holdina cor poraiivon erchanae 8 (72 prope Ly, Nie 


inder subsection (a 1), such corporation could distribuie directly to 1 


hareholders o g¢ iraly holde rs without the recognition of gain lo Suc h sha é 
’ 


17 } ae j / 7 : 
ders or &¢ j / holders, and otne property (except prope fy desc ihed 
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subsection (b) (1) (B) (2)), for (i) all of the stock of a second corporation 
created and availed of sovely for the purpose of receiving such property; 

(B) immediately aster the exchange, the quaitfied bank holding corporation 
distributes all of such stock in a manner prescribed in subsection (a) (2) (A); 
and 

(C) before such exchange, the Board has certified (with respect to the 
property exchanged which consists of property which, umder subsection 
(a) (1), such corporation could distribute directly to its shareholders or 
security holders without the recognition of gain) that the erchange and dis- 
tribution are necessary or appropriate to effectuate section 4 of the Bank 
Holding Company Act of 1956, 

then paragraph (1) shall not apply with respect to such distribution. 

(3) EXCHANGES INVOLVING INTERESTS IN BANKS.—If— 

(A) any qualified bank holding corporation exchanges (i) property which, 
under subsection (b) (1), such corporation could distribute directly to its 
shareholders or security holders without the recognition of gain to such 
shareholders or security holders, and other property (except prohibited 
property), for (iz) all of the stock of a second corporation created and availed 
of solely for the purpose of receiving such property, 

(B) immediately after the exchange, the qualified bank holding corporation 
distributes all of such stock in @ manner prescribed in subsection (b) (2) 
(A); and 

(C) before such exchange, the Board has certified (with respect to the 
property exchanged which consists of property which, under subsection (b) 
(1), such corporation could distribute directly to its shareholders or security 
holders without the recognition of gain) that— 

(7) such property is all or part of the property by reason of which 
such corporation controls (within the meaning of section 2 (a) of the 
Bank Holding Company Act of 1956) a bank or bank holding company, 
or such property is part of the property by reason of which such corpo- 
ration did control a bank or a bank holding company before any property 
of the same kind was distributed under subsection (b) (1) or exchanged 
under this paragraph, and 

(ii) the exchange and distribution are necessary or appropriate to 
effectuate the policies of such Act, 

then paragraph (1) shall not apply with respect to such distribution. 
(d) Disrrisutions To Avoip Feperat Income Tax.— 

(1) PROHIBITED PROPERTY.—Subsection (a) shall not apply to a distribution 
if, in connection with such distribution, the distributing corporation retains, or 
transfers after May 15, 1955, to any corporation, property (other than prohibited 
property) as part of a plan one of the principal purposes of which is the distri- 
bution of the earnings and profits of any corporation. 

(2) BanKING PROPERTY.—Subsection (b) shall not apply to a distribution if, 
in connection with such distribution, the distributing corporation retains, or trans- 
fers after May 15, 1955, to any corporation, property (other than property 
described in subsection (b) (1) (B) (i)) as part of a plan one of the principal pur- 
poses of which is the distribution of the earnings and profits of any corporation. 

(3) CERTAIN CONTRIBUTIONS TO CAPITAL.—In the case of a distribution a 
portion of which is attributable to a transfer which is a contribution to the capital 
of a corporation, made after May 15, 1955, and prior to the date of the enactment 
of this part, if subsection (a) or (b) would apply to such distribution but for the 
fact that, under paragraph (1) or (2) (as the case may be) of this subsection, such 
‘contribution to capital is part of a plan one of the principal purposes of which 
is to distribute the earnings and profits of any corporation, then, notwithstanding 
paragraph (1) or (2), subsection (a) or (b) (as the case may be) shall apply to 
that portion of such distribution not attributable to such contribution to capital, 
and shall not apply to that portion of such distribution attributable to such 
contribution to capital. 

(e) Finat CERTIFICATION.— 

(1) For supsecrion (a).—Subsection (a) shall not apply with respect to any 
distribution by a corporation unless the Board certifies that, before the expiration 
of the period permitted under section 4 (a) of the Bank Holding Company Act of 
1956 (including any extensions thereof granted to such corporation under such 
section 4 (a)), the corporation has disposed of all the property the disposition 
of which is necessary or appropriate to effectuate section 4 of such Act (or would 
have been so necessary or appropriate if the corporation had continued to be a 
bank holding company). 
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(2) For supsecrion (b).— 

(A) Subsection (b) shall not apply with respect to any distribution by any 
corporation unless the Board certifies that, before the expiration of the period 
specified in subparagraph (B), the corporation has ceased to be a bank holding 
company. 

(B) The period referred to in subparagraph (A) is the period which espires 
2 years after the date of the enactment of this part or 2 years after the date on 
which the corporation becomes a bank holding company, whichever date is later. 
The Board is authorized, on application by any corporation, to extend such 
period from time to time with respect to such corporation for not more than 
one year at a time if, in its judgment, such an ettension would not be detrimental 
to the public interest; except that such period may not in any case be extended 
beyond the date 5 years after the date of the enactment of this part or 5 years 
after the date on which the corporation becomes a bank holding company, 
whichever date is later. 

(f) Cerrain Excuances or Securities.—In the case of an exchange described 
in subsection (a) (2) (A) (iv) or subsection (b) (2) (A) (iv), subsection (a) o: 
subsection (b) (as the case may be) shall apply only to the extent that the principal 
amount of the securities received does not erceed the principal amount of the securities 
exchanged. 


SEC. 1102. SPECIAL RULES. 


(a) Basis or Property AcqurRED IN Distreripurions.— lf, by reason of section 
1101, gain is not recognized with respect to the receipt of any property, then, under 
regulations prescribed by the Secretary or his delegate 

(1) af the property is received by a shareholder with respect to stock, without 
the surrender by such shareholder of stock, the basis of the property received 
and of the stock with respect to which it is distributed shall, in the distributce’ 
hands, be determined by allocating between such property and such stock the 
adjuste 7 basis of such stock: or 

(2) if the property is received by a shareholder in exchange for stock or by a 
security pew ler in exchange for securities, the basis of the property received sha 
in the distributee’s hands, be the same as the adjusted basis of the stock or securit 
exchange d, increased by 

(A) the amount of the property received which was treated as a dividend, 
and 

(B) the amount of gain to the taxpayer recognized on the property received 
(not including any portion of such gain which was treated as a dividend 

(b) Periops or Limirarion.—The periods of limitation provided in section 6501 
(relating to limitations on assessment and collection) shall not expire, with respect 
to any deficiency (including interest and additions to the tax) resulting solely from 
the receipt of property by shareholders in a distribution which is certified by the Boa 
under subsection (a), (b), or (c) of section 1101, until 5 years after the distributing 
corporation notifies the Secretary or his delegate (in such manner and with such 
accompanying information as the Secretary or his delegate may by regulations pre- 
scribe) that the period (including extensions thereof) prescribed in section 4 (a) of 
the Bank Holding Company Act of 1956, or section 1101 (e) (2) (B), whichever 
applicable, has expired; and such assessment may be made notwithstanding ar 
provision of law or rule of law which would otherwise prevent such assessment. 

(c) ALLOCATION OF EARNINGS AND PRroFITs.— 

1) DISTRIBUTION OF STOCK IN 4 CONTROLLED CORPORATION,.- -In the ca 
of a distribution by a qualified bank holding corporation under section 1101 (a) 
(1) or (b) (1) of stock in a controlled corporation, proper allocation with respect 
to the earnings and profits of the distributing corporation and the controlled cor pc- 
ration shall be made under regulations prescribed by the Secretary or his delegate, 

(2) EXCHANGES DESCRIBED IN SECTION 1101 (C) (2) OR (8).—I/ n the case of any 
exchange described in section 1101 (c) (2) or (3), proper allocation wit/ respect fo 
the earnings and profits of the corporation transferring the property and the 
corporation receiving such property shall he made under re gulations prescribed 
by the Secretary or his delegate. 

(3) DEFINITION OF CONTROLLED CORPORATION.—For purposes of paragraph 
(1), theterm “‘controlled corporation” means acorporation with respect to whicl at 
least 80 percent of the total combined voting power of all classes of stock entitl: 
to vote and at least 80 percent of the total ni umber of shares of all other classes os 
stock is owned by the distributing qualified bank holding corporation. 

(d) IremizaTiIon oF Property.—In any certification under this part, the Board 


shall make such specification and itemizatior of property as may be necessary to car / 


out the provisio? of th 18 part 
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SEC. 1103. DEFINITIONS. 
(a) Bank Hoipine Company.—For purposes of this part, the term “‘bank holding 


compan y” has the meaning assigned to such term by section 2 of the Bank Holding 
Company Act of 1956. 


(b) Ovuatiriep Bank Hoipine Corporarion,— 
(1) In GeEnERAL.—Except as provided in paragraph (2), for purposes of this 
part the term ‘qualified bank holding corporation’’ means any corporation (as 
defined in section 7701 (a) (3)) which is a bank holding company and which 
holds prohibited property acquired by it— 

(A) on or before May 16, 1955, 

B) in a distribution in which gain to such corporation with respect to 
the receipt of such property was not recognized by reason of subsection (a) or 
(b) of section 1101, or 

(C) in exchange for all of its stock in an exchange described in section 
1101 (c) (2) or (ce) (8). 

(2) LimMITATIONS,— 

(A) A bank holding company shall not be a qualified bank holding 
corporation, unless it would have been a bank holding company on May 15, 
1955, if the Bank Holding Company Act of 1956 had been in effect on such 
date, or unless it 1s a bank holding company determined solely by reference 
to— 

(1) property acquired by it on or before May 15, 1956. 

(ii) property acquired by it in a distribution in which gain to such 
corporation with respect to the receipt of such property was not recog- 
nized by reason of subsection (a) or (b) of section 1101, and 

(iii) property acquired by it in exchange for all of its stock in an 
exchange described in section 1101 (c) (2) or (3). 

(B) A bank holding company shall not be a qualified bank holding cor- 
poration by reason of property described in subparagraph (B) of para- 
graph (1) or clause (11) of subparagraph (A) of this paragraph, unless such 
property was acquired in a distribution with respect to stock, which stock 
was acquired by such bank holding company 

t) on or before May 15, 1955. 

it) in a distribution (with respect to stock held by it on May 15, 
1955, or with respect to stock in respect of which all previous applica- 
tions of this clause are satisfied) with respect to which gain to it was 
not recognized by reason of subsection (a) or (b) of section 1101, o7 

(iit) in exchange for all of its stock in an exchange described in section 
1101 (c) (2) or (8). 

C) A corporation shall be treated as a qualified bank holding corporation 
only if the Board certifies that it satisfies the foregoing requirements of this 

tbsection. 

c) Prounrpirep Propertry.—For purposes of this part, the term “prohibited 
propert ’ means. in the case of any bank holding company, property (other than non- 
erempt property) the disposition of which would be necessary or appropriate to effectu- 
ate section |, of the Bank Holding Company Act of 1956 if such company continued to 
be a bank holding company beyond the period (including any extensions thereof 
specified in subsection (a) of such section or in section 1101 (e) (2) (B) of this part, as 
the case may be The term ‘prohibited property’ does not include shares of an 
company held by a hank holding ¢« ompany to the ertent that the prohibit ons of sectior 


of the Bank Holding Company Act of 1956 do not apply to the ownership by such bank 


holding company of such prope rly by reason of subsection (Cc) | ? of such seclion. 
d) NoneEXxeEMPT PROPERTY For purposes of this part, the term “‘nonexe mpl 
prope ty?’ means 
] obligations (ine luding notes. drafts, bills of exrchange. and bankers 


acceptances having a maturity at the time of issuance of not erceedine 


months, exclusive of days of grace; 
(2) securities issued by or quaranteed as to principal or interest by a govern 
} ° } 4 ; 
prent o evhbdipision thereof o hy any instrumentality of a government or 






sion: O 
mone and the right to receive money not evidenced by a security o1 obliga- 
tion (other than a security or obligation described in paragraph (1) or (2) 
(e) Boarp.—For purposes of this part, the term ‘‘Board’”’ means the Board 
Governors of the Federal Reserve System. 



















































































































































































































































































































Public Law 511 - 84th Congress 
Chapter 240 - 2d Session 
H. R. 6227 


AN ACT 
All 70 Stat. 133. 


To define bank holding companies, control their future expansion, and require 
divestment of their nonbanking interests. 


Be it enacted by the Senate and House of Representatives of the 
United States of America in Congress assembled. That this Act may 58nk Holding 
be cited as the *Bank Holding Company -Act of 1956”. eee - 


DEFINITIONS 


Sec. 2 (a) “Bank holding company” means any company (1) 
which directly or indirectly owns, céntrols, or holds with power to 
vote, 25 per centum or more of the voting shares of each of two or 
more banks or of a company which is or becomes a bank holding com- 
pany by virtue of this Act, or (2) which controls in any manner the 
election of a majority of the directors of each of two or more banks, or 
(3) for the benefit of whose shareholders or members 25 per centum or 
more of the voting shares of each of two or more banks or a bank 
holding company is held by trustees; and for the purposes of this Act, 
any successor to any such company shall be deemed to be a bank 
holding company from the date as of which such predecessor company 
became a bank holding company. Notwithstanding the foregoing 
(.A) no bank shall be a bank holding company by virtue of its owner- 
ship or control of shares in a fiduciary capacity, except where such 
shares are held for the benefit of the shareholders of such bank, (B) 
no company shall be a bank holding company which is registered 
under the Investment Company Act of 1940, and was so registered 
prior to May 15, 1955 (or which is affiliated with any such company 
in such manner as to constitute an affiliated company within the mean- 
ing of such Act), unless such company (or such affiliated company), 
as the case may be, directly owns 25 per centum or more of the voting 
shares of each of two or more banks, (C) no company shall be a 
bank holding company by virtue of its ownership or control of shares 
acquired by it in connection with its underwriting of securities and 
which are held only for such period of time as will permit the sale 
thereof upon a reasonable basis, (D) no company formed for the sole 
purpose of participating in a proxy solicitation shall be a bank holding 
company by virtue of its control of voting rights of shares acquired 
in the course of such solicitation, and (E) no company shall be a bank 
holding company if at least 80 per centum of its total assets are com- 
posed of holdings in the field of agriculture. 

(b) “Company” means any corporation, business trust, association, 
or similar organization, but shall not include (1) any corporation the 
majority of the shares of which are owned by the United States or 
by any State, or (2) any corporation or community chest, fund, or 
foundation, organized and operated exclusively for religious, charita- 
ble. or educational purposes, no part of the net earnings of which 
inures to the benefit of any private shareholder or individual, and 
no substantial part of the activities of which is carrying on propa- 
ganda, or otherwise attempting to influence legislation, or (3) any 
partnership. 

(c) “Bank” means any national banking association or any State 
bank, savings bank, or trust company, but shall not include any organ- 
ization ‘operating under section 25 (a) of the Federal Reserve Act, 13 ae nes aie 
or any organization which does not do business within the United ees 
States. “State member bank” means any State bank which is a mem- Stare member 
er »> Kader: Focorve Sw Ietric ‘ 7? ‘ 7 ¢ , & an e 
ber of the Federal Reserve System. “District bank” means any Statennistrict bank". 
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bank organized or operating under the Code of Law for the District 
of Columbia. 

(d) “Subsidiary”, with respect to a specified bank holding com- 
pany, means (1) any company 25 per centum or more of whose voting 
shares (excluding shares owned by the United States or by any com- 

yany wholly owned by the United States) is owned or controlled 
y such bank holding company; or (2) any company the election 
of a majority of whose directors is controlled in any manner by such 
bank holding company; or (3) any company 25 per centum or more 
of whose voting shares are held by trustees for the benefit of the share- 
holders or members of such bank holding company. 

(e) The term “successor” shall include any company which acquires 
directly or indirectly from a bank holding company shares of any 
bank, when and if the relationship between such company and the 
bank holding company is such that the transaction effects no substan- 
tial change in the control of the bank or beneficial ownership of such 
shares of such bank. The Board may, by regulation, further define 
the term “successor” to the extent necessary to prevent evasion of the 
purposes of this Act. 

(f) “Board” means the Board of Governors of the Federal Reserve 
System. 

(g) “Agriculture”, as used in section 2 (a), includes farming in 
all its branches including fruitgrowing, dairying, the raising of live- 
stock, bees, fur-bearing animals, or poultry, forestry or lumbering 
operations, and the production of naval stores, and operations directly 
related thereto. 


ACQUISITION OF BANK SHARES OR ASSETS 


Sec. 3. (a) It shall be unlawful except with the prior approval of 
the Board (1) for any action to be taken which results in a company 
becoming a bank holding company under section 2 (a) of this Act; 
(2) for any bank holding company to acquire direct or indirect owner- 
ship or control of any voting shares of any bank if, after such 
acquisition, such company will directly or indirectly own or control 
more than 5 per centum of the voting shares of such bank; (3) for 
any bank holding company or subsidiary thereof, other than a bank, 
to acquire all or substantially all of the assets of a bank; or (4) for 
any bank holding company to merge or consolidate with any other 
bank holding company. Notwithstanding the foregoing this prohibi- 
tion shall not apply to (A) shares acquired by a bank, (i) in good 
faith in a fiduciary capacity, except where such shares are held for 
the benefit of the shareholders of such bank, or (ii) in the regular 
course of securing or collecting a debt previously contracted in good 
faith, but any shares acquired after the date of enactment of this Act 
in securing or collecting any such previously contracted debt shall be 
disposed of within a period of two years from the date on which they 
were acquired; or (13) additional shares acquired by a bank holding 
company in a bank in which such bank het iis company owned or 
controlled a majority of the voting shares prior to such acquisition. 

(b) Upon receiving from a company any application for approval 
under this section, the Board shall give notice to the Comptroller of 
the Currency, if the applicant company or any bank the voting shares 
or assets of which are sought to te acquired is a national banking 


association or a District bank, or to the appropriate supervisory 
authority of the interested State, if the applicant company or any 
bank the voting shares or assets of which are sought to be acquired 
is a State bank, and shall allow thirty days within which the views 
and recommendations of the Comptroller of the Currency or the State 
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superv isory authority, as the case may be, may be submitted. If the 
Comptroller of the Currency or the State supervisory authority so 
notified by the Board disapproves the application in writing within 
said thirty days, the Board shall forthwith give written notice of 
that fact to the applicant. Within three days after giving such notice 
to the applicant, the Board shall notify in writing the applicant and 
the disapproving authority of the date for commencement of a hear- 
ing by it on such application. Any such hearing shall be commenced 
not less than ten nor more than thirty days after the Board has given 
written notice to the applicant of the action of the disapproving 
authority. The length of any such hearing shall be determined by 
the Board, but it shall afford all interested parties a reasonable oppor- 
tunity to testify at such hearing. At the conclusion thereof, the Board 
shall by order grant or deny the application on the basis of the record 
made at such hearing. 

(c) In determining whether or not to approve any acquisition or 
merger or consolidation under this section, the Board shall take into 
consideration the following factors: (1) the financial history and 
condition of the company or companies and the banks concerned; (2) 
their prospects; (3) the character of their management; (4) the con- 
venience, needs, and welfare of the communities and the area con- 
cerned ; and (5) whether or not the effect of such acquisition or merger 
or consolidation would be to expand the size or extent of the bank 
holding company system involved beyond limits consistent with ade- 
quate and sound banking, the public interest, and the preservation of 
competition in the field of banking. 
(d) Notwithstanding any other provision of this section, no appli- 
cation shall be approved under this section which will permit any 
bank holding company or any subsidiary thereof to acquire, directly 
or indirec tly, , any voting shares of, interest in, or all or scuetontiaisy all 
of the assets of any additional bank located outside of the State in 
which such bank holding company maintains its principal office and 
place of business or in which it conducts its principal operations unless 
the acquisition of such shares or assets of a State bank by an out-of- 
State bank holding company is specifically authorized by the statute 
laws of the State in which such bank is located, by language to that 
effect and not merely by implication. 


INTERESTS IN NONBANKING ORGANIZATIONS 


Src. 4. (a) Except as otherwise provided in this Act, no bank hold- 
ing company shall— 

(1) after the date of enactment of this Act acquire direct or 
indirect ownership or control of any voting shares of any com- 
pany which is not a bank, or 

(2) after two years from the date of enactment of this Act or 
from the date as of which it becomes a bank holding company, 
whichever is later, retain direct or indirect ownership or control 
of any voting shares of any company which is not a bank or a bank 
holding company or engage in any business other than that of 
banking or of managing or controlling banks or of furnishing 
services to or performing services for any bank of which it owns or 
controls 25 per centum or more of the voting shares. 

The Board is authorized, upon application by a bank holding company, 
to extend the period referred to in paragraph (2) above from time to 
time as to such bank holding company for not more than one year at a 
time if, in its judgment, such an extension would not be detrimental to 
the public interest, but no such extensions shall extend beyond a date 








Nonapplicability 
of prohibitions. 
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five years after the date of enactment of this Act or five years after the 
date as of which a company becomes a bank holding company, which- 
ever is later. 

(b) After two years from the date of enactment of this Act, no 
certificate evidencing shares of any bank holding company shall bear 
any statement purporting to represent shares of any other company 
except a bank or a bank holding company, nor shall the ownership, 
sale, or transfer of shares of any bank holding company be conditioned 
in any manner whatsoever upon the ownership, sale, or transfer of 
shares of any other company except a bank or a bank holding company. 

(c) The prohibitions in this section shall not apply— 

(1) to shares owned or acquired by a bank holding company 
in any company engaged solely in holding or operating properties 
used wholly or substantially by any bank with respect to which it 
is a bank holding company in its operations or acquired for such 
future use or engaged solely in conducting a safe deposit business, 
or solely in the business of furnishing services to or performing 
services for such holding company and banks with respect to which 
it is a bank holding company, or in liquidating assets acquired 
from such bank holding company and such banks; 

(2) to shares acquired by a bank holding company which is a 
bank, or by any banking subsidiary of a bank holding company, 
in satisfaction of a debt previously contracted in good faith, but 
such bank holding company or such subsidiaries chal dispose of 
such shares within a period of two years from the date on which 
they were acquired or from the date of enactment of this Act, 
whichever is later; 

(3) to shares acquired by a bank holding company from any 
of its subsidiaries which subsidiary has been requested to dispose 
of such shares by any Federal or State authority having statutory 
power to examine such subsidiary, but such bank holding com- 
pany shall dispose of such shares within a period of two years 
from the date on which they were acquired or from the date of 
enactment of this Act, whichever is later; 

(4) to shares which are held or acquired by a bank holding 
company which is a bank or by any banking subsidiary of a bank 
holding company, in good faith in a fiduciary capacity, except 
where such shures are held for the benefit of the shareholders 
of such bank holding company or any of its subsidiaries, or to 
shares which are of the kinds and amounts eligible for investment 
by National banking associations under the provisions of section 
5136 of the Revised Statutes, or to shares lawfully acquired and 
owned prior to the date of enactment of this Act by a bank which 
is a bank holding company, or by any of its wholly owned 
subsidiaries ; : 

(5) to shares of any company which are held or acquired by 
a bank holding company which do not include more than 5 per 
centum of the outstanding voting securities of such company, and 
do not have a value greater than 5 per centum of the value of the 
total assets of the bank holding company, or to the ownership 
by a bank holding company of shares, securities, or obligations of 
an investment company which is not a bank holding company 
and which is not engaged in any business other than investing 
in securities, which securities do not include more than 5 per 
centum of the outstanding voting securities of any company and do 
not include any single asset having a value greater than 5 per 
centum of the value of the total assets of the bank holding com- 
pany ; 
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(6) to shares of any company all the activities of which are of 
a financial, fiduciary, or insurance nature and which the Board 
after due notice and hearing, and on the basis of the record made 
at such hearing, by order has determined to be so closely related 
to the business of banking or of managing or controlling banks 
as to be a proper incident thereto and as to make it unnecessary 
for the prohibitions of this section to apply in order to carry out 
the purposes of this Act; 

(7) to any bank holding company which is a labor, agricultural, 
or horticultural organization and which is exempt from taxation 
under section 501 of the Internal Revenue Code of 1954; or 

(8) to shares held or acquired by a bank holding company in 
any company which is organized under the laws of a foreign 
country and which is engaged principally in the banking business 
outside the United States. 


ADMINISTRATION 


Sec. 5. (a) Within one hundred and eighty days after the date of 
enactment of this Act, or within one rae. and eighty days after 
becoming a bank holding company, whichever is later, each bank 
holding company shall register with the Board on forms prescribed 
by the Board, which shall include such information with respect to the 
financial condition and operations, management, and intercompany 
relationships of the bank holding company and its subsidiaries, and 
related matters, as the Board may deem necessary or appropriate to 
carry out the purposes of this Act. The Board may, in its discretion, 
extend the time within which a bank holding company shall register 
and file the requisite information. 

(b) The Board is authorized to issue such regulations and orders as 
may be necessary to enable it to administer and carry out the purposes 
of this Act and prevent evasions thereof. 

(c) The Board from time to time may require reports under oath 
to keep it informed as to whether the provisions of this Act and such 
regulations and orders issued thereunder have been complied with; 
and the Board may make examinations of each bank holding company 
and eaclr subsidiary thereof, the cost of which shall be assessed against, 
and paid by, such holding company. The Board shall, as far as pos- 
sible, use the reports of examinations made by the Comptroller of the 
Currency, the Federal Deposit Insurance Corporation, or the appro- 
priate State bank supervisory authority for the purposes of this 
section. 

(d) Before the expiration of two years following the date of enact- 
ment of this Act, and each year thereafter in the Board’s annual 
report to the Congress, the Board shall report to the Congress the 
results of the administration of this Act, stating what, if any, sub- 
stantial difficulties have been encountered in carrying out the purposes 
of this Act, and any recommendations as to changes in the law which 
in the opinion of the Board would be desirable. 


BORROWING PY BANK HOLDING COMPANY OR ITS SUBSIDIARIES 


Sec. 6. (a) From and after the date of enactment of this Act, it 
shall be unlawful for a bank— 

(1) to invest any of its funds in the capital stock, bonds, deben- 
tures, or other obligations of a bank holding company of which 
it is a subsidiary, or of any other subsidiary of such bank holding 
company : 

(2) to accept the capital stock, bonds, debentures, or other obli- 
gations of a bank iodine company of which it is a subsidiary or 
any other subsidiary of such bank holding company, as collateral 


68A Stat. 163. 
26 USC 501. 
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security for advances made to any person or company: Provided, 
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however, That any bank may accept such capital stock, bonds, 
debentures, or other obligations as security for debts previously 
contracted, but such collateral shall not be held for a period of 
over two years; 

(3) to purchase securities, other assets or obligations under 
repurchase agreement from a bank holding company of which 
it is a subsidiary or any other subsidiary of such bank holding 
company ; and 

(4) to make any loan, discount or extension of credit to a bank 
holding company of which it is a subsidiary or to any other 
subsidiary of such bank holding company. 

Non-interest-bearing deposits to the credit of a bank shall not be 
deemed to be a loan or advance to the bank of deposit, nor shall the 
giving of immediate credit to a bank upon uncollected items received 
in the ordinary course of business be deemed to be a loan or advance 
to the depositing bank. 

(b) The provisions of this section shall not apply (1) to the capital 
stock, bonds, debentures, or other obligations of any company described 
in section 4 (c) (1) of this Act, or (2) to any company whose subsid- 
lary status has arisen out of a bona fide debt to the bank contracted 
prior to the date of the creation of such status, or (3) to any company 
whose subsidiary status exists by reason of the ownership or control 
of voting shares thereof by the bank as executor, administrator, trus- 
tee, receiver, agent, or depositary, or in any other fiduciary capacity, 
except where such shares are held for the benefit of all or a majority 
of the stockholders of such bank. 


RESERVATION OF RIGHTS TO STATES 


Sec. 7. The enactment by the Congress of the Bank Hol ling Com- 
pany Act of 1956 shall not be construed as preventing any State from 
exercising such powers and jurisdiction which it now has or may 
hereafter have with respect to banks, bank holding companies, and 
subsidiaries thereof. 


PENALTIES 


Sec. 8. Any company which willfully violates any provision of 
this Act, or any regulation or order issued by the Board pursuant 
thereto, shall upon conviction be fined not more than $1,000 for each 
day during which the violation continues. Any individual who will- 
fully participates in_a violation of any provision of this Act shall 
upon conviction be fined not more than $10,000 or imprisoned not 
more than one year, or both. Every officer, director, agent, and em- 
ployee of a bank holding company shall be subject to the same pen- 
alties for false entries in any book, report, or statement of such bank 
holding company as are applicable to officers, directors, agents, and 
employees of member banks for false entries in any books, reports, or 
statements of member banks under section 1005 of title 18, United 
States Code. 


JUDICIAL REVIEW 


Sec. 9. Any party aggrieved by an order of the Board under this 
Act may obtain a review of such order in the United States Court 
of Appeals within any circuit wherein such party has its prine ipal 
place of business, or in the Court of Appeals in the District of Colum- 
bia, by filing in the court, within sixty days after the entry of the 
Board's order, a petition praying that the order of the Board be set 
aside. .A copy of such petition “shall be forthwith served upon the 
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Board, and thereupon the Board shall certify and file in the court 
a transcript of the record made before the Board. Upon the filing 
of the transcript the court shall have jurisdiction to affirm, set aside, 
or modify the order of the Board and to require the Board to take 
such action with regard to the matter under review as the court deems 
proper. The findings of the Board as to the facts, if supported by 
substantial evidence, shall be conclusive. 


AMENDMENTS TO INTERNAL REVENUE CODE OF 1954 


Src. 10. (a) Subchapter O of chapter 1 of the Internal Revenue 


Code of 1954 is amended by adding at the end thereof the following 
new part: 


“PART VIII—DISTRIBUTIONS PURSUANT TO BANK 
HOLDING COMPANY ACT OF 1956 


“Sec. 1101. Distributions pursuant to Bank Holding Company Act of 
1956, 
“Sec. 1102. Special rules. 
“Sec. 1103. Detinitions. 
“SEC. 1101. DISTRIBUTIONS PURSUANT TO BANK HOLDING COMPANY 
ACT OF 1956. 
“(a) DisrriputTions or Certain Non-BiNkKING Property.— 
(1) DiIsTRIBUTIONS OF PROHIBITED PROPERTY.—If— 

“(A) a qualified bank holding corporation distributes pro- 
hibited property (other than stock received in an exchange to 
which subsection (c) (2) applies) — 

“(i) toa shareholder (with respect to its stock held by 
such shareholder), without the surrender by such share- 
holder of stock in such corporation ; or 

“(11) to a shareholder, in exchange for its preferred 
stock; or 

“(il1) to a security holder, in exchange for its secu- 
rities; and 

“(B) the Board has, before the distribution, certified that 
the distribution of such prohibited property is necessary 
or appropriate to effectuate section 4 of the Bank Holding 
Company Act of 1956, 

then no gain to the shareholder or security holder from the receipt 
of such property shall be recognized. 

*(2) DisTRIRUTIONS OF STOCK AND SECURITIES RECEIVED IN AN 
EXCHANGE TO WHICH SUBSECTION (C) (2) APPLIES.—If— 

“(A) a qualified bank holding corporation distributes— 

“(1) common stock received in an exchange to which 
subsection (c) (2) applies to a shareholder (with respect 
to its stock held by such shareholder), without the sur- 
render by such shareholder of stock in such corporation ; 
or 

“(ii) common stock received in an exchange to which 
subsection (c) (2) applies to a shareholder, in exchange 
for its common stock; or 

“(ili) preferred stock or common stock received in an 
exchange to which subsection (c) (2) applies to a share- 
holder, in exchange for its preferred ahaa: or 

“(iv) securities or preferred or common stock received 
in an exchange to which subsection (c) (2) applies to a 
security holder, in exchange for its securities; and 

“(B) any preferred stock received has substantially the 
same terms as the preferred stock exchanged, and any securi- 


68A Stat. 295. 
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ties received have substantially the same terms as the securities 
exchanged, 
then, except as provided in subsection (f), no gain to the share- 
holder or security holder from the receipt of such stock or such 
securities or such stock and securities shall be recognized. 

“(3) NON PRO RATA DISTRIBUTIONS.—Paragraphs (1) and (2) 
shall apply to a distribution whether or not the distribution is 
pro rata with respect to all of the shareholders of the distributing 
qualified bank holding corporation. 

“(4) Excerrion.—This subsection shall not apply to any dis- 
tribution by a corporation which has made any distvibution pur- 
suant to subsection (b). 

“(5) DisTRintTIONS INVOLVING GIFT OR COMPENSATION.— 


“In the case of a distribution to which paragraph (1) or (2) applies, 


but which— 
68A Stat. 403, “(A) results in a gift, see section 2501, and following, or 
26 USC 2501. “(B) has the effect of the payment of compensation, see 
26 USC 61. section 61 (a) (1). 


“(b) Corporation Ceasinc To Be a Bank Hoitpine Company.— 
“(1) DisTRIBUTIONS OF PROPERTY WHICH CAUSE A CORPORATION 
TO BE A BANK HOLDING COMPANY.—lf— 

“(A) a qualified bank holding corporation distributes 
property (other than stock received in an exchange to which 
subsection (c) (3) applies) — 

“(i) to a shareholder (with respect to its stock held 
by such shareholder), without the surrender by such 
shareholder of stock in such corporation ; or 

“(ii) to a shareholder, in exchange for its preferred 
stock; or 

“(ili) to a security holder, in exchange for its securi- 
ties; and 

“(B) the Board has, before the distribution, certified 
that— 

“(i) such property is all or part of the property by 
reason of which such corporation controls (within the 
meaning of section 2 (a) of the Bank Holding Company 

Ante, p. 133, Act of 1956) a bank or bank holding company, or such 
property is part of the property by reason of which such 
corporation did cunteel a bank or a bank holding com- 
pany before any property of the same kind was distrib- 
uted under this subsection or exchanged under subsection 
(c) (3): and 

“(ii) the distribution is necessary or appropriate to 
effectuate the policies of such Act, 

then no gain to the shareholder or security holder from the receipt 
of such property shall be recognized. 

“(2) DisTRIBUTIONS OF STOCK AND SECURITIES RECEIVED IN AN 
EXCHANGE TO WHICH SUBSECTION (c) (3) AprpLies.—If— 

“(.A) a qualified bank holding corporation distributes— 

“(i) common stock received in an exchange to which 
subsection (c) (3) applies to a shareholder (with respect 
to its stock held by such shareholder), without the sur- 
render by such shareholder of stock in such corporation ; 
or 

“(ii) common stock received in an exchange to which 
subsection (c) (3) _ to a shareholder, in exchange 
for its common stock; or 
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“(iii) preferred stock or common stock received in 
an exchange to which subsection (c) (3) applies to a 
shareholder, in exchange for its preferred stock; or 
“(iv) securities or preferred or common stock received 
in an exchange to which subsection (c) (3) applies to a 
security holder, in exchange for its securities; and 
“(B) any preferred stock received has substantially the 
same terms as the preferred stock exchanged, and any se- 
curities received have substantially the same terms as the 
securities exchanged, 
then, except as provided in subsection (f), no gain to the share- 
holder or security holder from the receipt of such stock or such 
securities or ved stock and securities shall be recognized. 

“(3) Non PRO RATA DISTRIBUTIONS.—Paragraphs (1) and (2) 
shall apply to a distribution whether or not the distribution is 
pro rata with respect to all of the shareholders of the distributing 
qualified bank holding corporation. 

“(4) Excreprion.—This subsection shall not apply to any dis- 
tribution by a corporation which has made any distribution pur- 
suant to subsection (a). 

“(5) DisTRIBUTIONS INVOLVING GIFT OR COMPENSATION.— 


“In the case of a distribution to which paragraph (1) or (2) applies, 


but which— 
“(A) results in a gift, see section 2501, and following, or 68A gee 403, 
“(B) has the effect of the payment of compensation, see 26 USC 2501. 
section 61 (a) (1). 26 USC 61. 


“(c) Properry Acquirep Arrer May 15, 1955.— 
“(1) Ly Generat.—Except as provided in paragraphs (2) and 
(3), subsection (a) or (b) shall not apply to— 

“(A) any property acquired by the distributing corpora- 
tion after May 15, 1955, unless (1) gain to such corporation 
with respect to the receipt of such property was not recog- 
nized by reason of subsection (a) or (b), or (ii) such prop- 
erty was received by it in exchange for all of its stock in 
an exchange to which paragraph (2) or (3) applies, or (iii) 
such property was acquired by the distributing corporation 
in a transaction in which gain was not recognized under 
section 305 (a) or section 332, or under section 354 with 26 USC 305, 
respect to a reorganization described in section 368 (a) (1) 3°? talia 
(E) or (F), or 

“(B) any property which was acquired by the distributing 
corporation in a distribution with respect to stock acquired 
by such corporation after May 15, 1955, unless such stock was 
acquired by such corporation (i) in a distribution (with 
respect to stock held by it on May 15, 1955, or with respect 
to stock in respect of which all previous applications of this 
clause are satisfied) with respeet to which gain to it was not 
recognized by reason of subsection (a) or (b), or (ii) in 
exchange for all of its stock in an exchange to which para- 
graph (2) or (3) applies, or (iii) in a transaction in which 
gain was not recognized under section 305 (a) or section 332, 
or under section 354 with respect to a reorganization described 
in section 368 (a) (1) (E) or (F),or 

“(C) any property acquired by the distributing corpora- 
tion in a transaction in hich gain was not recognized under 
section 332, unless such property was acquired from a corpo- 
ration which, if it had been a qualified bank holding corpora- 
tion, could have distributed such property under subsection 
(a) (1) or (b) (1). 








Ante, p. I35, 
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(2) EXCHANGES INVOLVING PROHIBITED PROPERTY.—1f— 

“(A) Any qualified bank holding corporation exchanges 
(i) property, which, under subsection (a) (1), such corpo- 
ration could distribute directly to its shareholders or se- 
curity holders without the recognition of gain to such share- 
holders or security holders, and other property (except prop- 
erty described in subsection (b) (1) (B) (i)), for (11) all of 
the stock of a second corporation created and availed of solely 
for the purpose of receiving such property ; 

“(B) immediately after the exchange, the qualified bank 
holding corporation distributes all of such sod in a manner 
prescribed in subsection (a) (2) (A); and 

“(C) before such exchange, the Board has certified (with 
respect to the property exchanged which consists of property 
which, under subsection (a) (1), such corporation could dis- 
tribute directly to its shareholders or security holders with- 
out the recognition of gain) that the exchange and distribu- 
tion are necessary or appropriate to effectuate section 4 of the 
Bank Holding Company Act of 1956, 

then paragraph (1) shall not apply with respect to such distribu- 
tion. 
“(3) EXCHANGES INVOLVING INTERESTS IN BANKS.—If— 

“(A) any qualified bank holding corporation exchanges (i) 
property which, under subsection (b) (1), such corporation 
could distribute directly to its shareholders or security holders 
without the recognition of gain to such shareholders or secur- 
ity holders, and other property (except prohibited property ), 
for (ii) all of the stock of a second corporation created and 
availed of solely for the purpose of receiving such property ; 

“(B) immediately after the exchange, the qualified bank 
holding corporation distributes all of such stock in a manner 
prescribed in subsection (b) (2) (A); and 

“(C) before such exchange, the Board has certified (with 
respect to the property exchanged which consists of property 
which, under subsection (b) (1), such corporation could 
distribute directly to its shareholders or security holders 
without the recognition of gain) that— 

“(i) such property is all or part of the property by 
reason of which such corporation controls (within the 
meaning of section 2 (a) of the Bank Holding Com- 
pany Act of 1956) a bank or bank holding company, 
or such property 1s part of the property by reason of 
which such corporation did control a bank or a bank 
holding company before any property of the same kind 
was distributed under subsection (b) (1) or exchanged 
under this paragraph; and 

“(11) the stig and distribution are necessary or 
appropriate to effectuate the policies of such Act, 

then iaaseanh (1) shall not apply with respect to such distri- 
bution. 


“(d) Disrrisctions To Avorw FeperaL Income Tax.— 


“(1) PRronreirep properTy.—Subsection (a) shall not apply 
to a distribution if, in connection with such distribution, the dis- 
tributing corporation retains, or transfers after May 15, 1955, 
to any corporation, property (other than prohibited property) 
as part of a plan one of the principal purposes of which is the 
distribution of the earnings and profits of any corporation. 

“(2) BANKING PROPERTY.-—Subsection (b) shall not apply to 
a distribution if, in connection with such distribution, the dis- 
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tributing corporation retains, or transfers after May 15, 1955, 
to any corporation, property (other than property described in 
subsection (b) (1) (B) (i)) as part of a plan one of the principal 
purposes of which is the distribution of the earnings and profits 
of any corporation. 

“(3) CERTALN CONTRIBUTIONS TO CAPITAL.—In the case of a dis- 
tribution a portion of which is attributable to a transfer which 
is a contribution to the capital of a corporation, made after May 
15, 1955, and prior to the date of the enactment of this pest, if 
subsection (a) or (b) would apply to such distribution but for 
the fact that, under paragraph (1) or (2) (as the case may be) 
of this subsection, such contribution to capital is part of a plan 
one of the principal purposes of which is to distribute the earnings 
and profits of any corporation, then, notwithstanding paragraph 
(1) or (2), subsection (a) or (b) (as the case may be) shall apply 
to that portion of such distribution not attributable to such con- 
tribution to eapital, and shall not apply to that portion of such 
distribution attributable to such contribution to capital. 

e) Fina CERTIFICATION.— 

“(1) For sussecrion (a).—Subsection (a) shall not apply 
with respect to any distribution by a corporation unless the Board 
certifies that, before the expiration of the period permitted under 
section + (a) of the Bank Holding Company Act of 1956 (includ- 
ing any extensions thereof granted to such corporation under 
such section 4 (a)), the corporation has disposed of all the 
property the disposition of which is necessary or appropriate to 
effectuate section 4 of such Act (or would have been so necessary 
or appropriate if the corporation had continued to be a bank hold- 
hy company). 

=i) Por SUBSECTION (b).— 

“(A) Subsection (b) shall not apply with respect to any 
distribution by any corporation unless the Board certifies 
that, before the expiration of the period specified in subpara- 
graph (B), the corporation has ceased to be a bank holding 
comipany. 

“(B) The period referred to in subparagraph (A) is the 
period which expires 2 years after the date of the enactment 
of this part or 2 years after the date on which the corporation 
becomes a bank holding company, whichever date is later. 
The Board is authorized, on application by any corporation, 
to extend such period from time to time with respect to 
such corporation for not more than one year at a time if, in 
its judgment, such an extension would not be detrimental 
to the public interest; except that such period may not in 
any case be extended beyond the date 5 years after ‘the date 
of the enactment of this part or 5 years‘ after the date on 
which the corporation becomes a bank holding company, 
whichever date is later. 

“(f) Certain. ExcHANGES oF Securities.—In the case of an ex- 
change described in subsection (a) (2) (A) (iv) or subsection (b) 
(2) (A) (iv), subsection (a) or subsection (b) (as the case may be) 
shall apply only to the extent that the principal amount of the securi- 
ties received does not exceed the principal amount of the securities 
exchanged. 

“SEC. 1102. SPECIAL RULES. 

“(a) Basis or Prorerry Acquirep 1N Distriputions.—If, by reason 
of section 1101, gain is not recognized with respect to the receipt of any 
property, then, under regulations prescribed by the Secretary or his 
delegate- 
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“(1) if the property is received by a shareholder with respect 
to stock, without the surrender by such shareholder of stock, the 
basis of the property received and of the stock with respect to 
which it is distributed shall, in the distributee’s hands, be deter- 
mined by allocating between such property and such stock the 
adjusted basis of such stock; or 

“(2) if the property is received by a shareholder in exchange 
for stock or by a security holder in exchange for securities, the 
basis of the property received shall, in the distributee’s hands, be 
the same as the adjusted basis of the stock or securities exchanged, 
increased by— 

“(A) the amount of the property received which was 
treated as a dividend, and 

“(B) the amount of gain to the taxpayer recognized on 
the property received (not including any portion of such gain 
which was treated as a dividend). 

“(b) Prrtops or Limrration.—The periods of limitation oe 
in section 6501 (relating to limitations on assessment and collection) 
shall not expire, with respect to any deficiency (including interest and 
additions to the tax) resulting solely from the receipt of property 
by shareholders in a distribution which is certified by the Board 
under subsection (a), (b), or (c) of section 1101, until five years after 
the distributing corporation notifies the Secretary or his delegate 
(in such mamer and with such accompanying information as the 
Secretary or his delegate may by regulations prescribe) that the 
period (including extensions thereof) prescribed in section 4 (a) of 
the Bank Holding Company Act of 1956, or section 1101 (e) (2) (B), 
whichever is applicable, has expired; and such assessment may be 
made notwithstanding any provision of law or rule of law which 
would otherwise prevent such assessment. 

“(c) ALLocaTION or EARNINGS AND PROFITs.— 

“(]) DISTRIBUTION OF STOCK IN A CONTROLLED CORPORATION.— 
In the case of a distribution by a qualified bank holding corpora- 
tion under section 1101 (a) (1) or (b) (1) of stock in a controlled 
corporation, proper allocation with respect to the earnings and 
profits of the distributing corporation and the controlled corpora- 
tion shall be made under regulations prescribed by the Secretary 
or his delegate. 

“(2) EXCHANGES DESCRIBED IN SECTION 1101 (€) (2) OR (3).-—In 
the case of any exchange described in section 1101 (c) (2) or (3), 
proper allocation with respect to the earnings and profits of the 
corporation transferring the property and the corporation receiv- 
ing such property shall be made under regulations prescribed by 
the Secretary or his delegate. 

“(3) DEFINITION OF CONTROLLED CORPORATION.—For purposes 
of paragraph (1), the term ‘controlled corporation” means a 
corporation with respect to which at least 80 percent of the 
total combined voting pqwer of all classes of stock entitled to 
vote and at least 80 percent of the total number of shares of all 
other classes of stock is owned by the distributing qualified bank 
holding corporation. 

“(d) Iremization or Prorverry.—In any certification under this 
part, the Board shall make such specification and itemization of prop- 
erty as may be necessary to carry out the provisions of this part. 
“SEC. 1103. DEFINITIONS. 


“(a) Bank Hortptne Company.—For purposes of this part, the 
term ‘bank holding company’ has the meaning assigned to such term 
by section 2 of the Bank Holding Company Act of 1956. 








~\ 


“(b) Quatirrep Bank Hotpine Corroration.— 
“(1) In GeneraL.—Except as provided in paragraph (2), for 
purposes of this part the term ‘qualified bank holding corpora- 
tion’ means any corporation (as defined in section 7701 (a) (3)) 684 Stat. 911. 
which is a bank holding company and which holds prohibited 7° 'S° 7701. 
property acquired by it— 
utp} on or before May 15, 1955, 
“(B) in a distribution in which gain to such corporation 
with respect to the receipt of such property was not recog- 
nized by reason of subsection (a) or (b) of section 1101, or S@t& P+ 139. 
“(C) in exchange for all of its stock in an exchange de- 
scribed in section 1101 (c) (2) or (c) (8). Ante, p. 142. 
“(2) Lowrrations.— 
“(A) A bank holding company shall not be a qualified 
bank holding corporation, unless it would have been a bank 
holding company on May 15, 1955, if the Bank Holding Com- 
any Act of 1956 had been in effect on such date, or unless 
it is a bank holding company determined solely by reference 
to— 
“(i) property acquired by it on or before May 15, 
1955, 
“(1i) property acquired by it in a distribution in 
which gain to such corporation with respect to the re- 
ceipt of such property was not Hetousitase ty reason of 
subsection (ay or (b) of section 1101, and Ante, Pp. 139, 
“(ili) property acquired by it in exchange for all of 
its stock in an exchange described in section 1101 (c) 
(2) or (3). Ante, p. 142. 
“(B) A bank holding company shall not be a qualified 
bank holding corporation by reason of property described 
in subparagraph (B) of paragraph (1) or clause (ii) of 
subparagraph (A) of this paragraph, unless such peeuerty 
was acquired in a distribution with respect to stock, whic 
stock was acquired by such bank holding company— 
“(i) on or before May 15, 1955, 
“(ii) in a distribution (with respect to stock held by 
it on May 15, 1955, or with respect to stock in respect 
of which all previous applications of this clause are 
satisfied) with respect to which gain to it was not 
recognized by reason of subsection (a) or (b) of section 


1101, or Ante, p.139, 
“(iii) in exchange for all of its stock in an exchange 
described in section 1101 (c) (2) or (3). Ante, p.142, 


“(C) A corporation shall be treated as a qualified bank 
holding corporation only if the Board certifies that it satisfies 
the foregoing requirements of this subsection. 
“(c) Pronrprrep Prorerry.—For purposes of this part, the term 

‘prohibited property’ means, in the case of any bank holding com- 
pany, property (other than nonexempt property) the disposition of 
which would be necessary or appropriate to effectuate section 4 of 
the Bank Holding Company Act of 1956 if such company continued Ante» p-135. 
to be a bank holding company beyond the period (including any exten- 
sions thereof) specified in subsection (a) of such section or in section 
1101 (e) (2) (B) of this part, as the case may be. The term ‘pro-"?rohibited 
hibited property’ does not include shares of any company held by a Property". 
bank holding company to the extent that the prohibitions of section 4 
of the Bank Holding Company Act of 1956 do not apply to the owner- 
ship by such bank holding company of such property by reason of 
subsection (c) (5) of such section. 
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“(d) Nonexempr Prorerry.—For purposes of this part, the term 
‘nonexempt property’ means— 

“(1) obligations (including notes, drafts, bills of exchange, 
and bankers’ acceptances) having a maturity at the time ‘of 
issuance of not exceeding 24 months, exclusive of days of grace; 

“(2) securities issued by or guaranteed as to principal or in- 
terest by a government or subdivision thereof or by any instru- 
mentality of a government or subdivision ; or 

“(3) money, and the right to receive money not evidenced by 
a security or obligation (other than a security or obligation de 
scribed in paragraph (1) or (2)). 

“(e) Boarp.—For purposes of this part, the term ‘Board’ means 
the Board of Governors of the Federal Reserve System.” 

(b) The table of parts for subchapter O of chapter 1 of the Internal 
Revenue Code of 1954 is amended by adding at the end thereof the 
following: 

~ “Part VIII Distributions pursuant to Bank Holding Company Act 
of 1956.” 

(c) The amendments made by this section shall apply with respect 

to taxable years ending after the date of the enactment of this Act. 


SAVING PROVISION 


Sec. 11. Nothing herein contained shall be interpreted or construed 
as approving any act, action, or conduct which is or has been or may 
be in violation of existing law, nor shall anything herein contained 
constitute a defense to any action, suit, or proceeding pending or here 
after instituted on account of any prohibited saciieuas or monopolistic 
act, action, or conduct. 


SEPARABILITY OF PROVISIONS 


Sec. 12. If any provision of this Act, or the application of such 
provision to any person or circumstance, shall be held invalid, the 
remainder of the Act, and the application of such provision to persons 
or circumstances other than those to which it is held invalid, shal] 
not be affected thereby. 


Approved May 9, 1956. 








